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Presenting the Wipro LittleGenius UltraSlim series. It's slim. It's sleek. And weighs only 1.3 kgs as against 
3 kgs that a normal notebook weighs. While still packing in all the power and functions you would expect from a 
conventional notebook. Check out the Wipro LittleGenius UltraSlim series today. It's lite. But it's a heavyweight! 
m Intel® Centrino" Mobile Technology: 
e Intel® Pentium" M Processor 725 (1.6 GHz, 2 MB L2 Cache, 400 MHz FSB) 
e Intel” 855GME Chipset 
e Intel® PRO Wireless 22008G 
m Microsoft" Windows" XP Professional 
e 256 MB DDR SDRAM 40GB EIDE HDD © 56 kbps Modem * 10-100 enet Pd 





THOUGHTFUL TECHNOLOGY  , 12 |" TFT Screen e Internal 4 in 1 Card Reader e Lithium LION battery * Leather 
carry bag * External Combo Drive e One Year Onsite Warranty (13 Cities) 
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DALOLT If you want higher returns on your investments, consider the LG Multi Power System 
(MPS). It gives you the flexibility to have different “i swan. ions with a single 
outdoor unit. Take a look at your benefits: * Low umption - upto 35% less 
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(ws than conventional systems * Compact Compact design free environment . Precise 
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Ideal for: Apartments, Bungalows, Offices, Hotels and Resorts. : 
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Compressors work at part loading to increase efficiency No frequent turn on/off of compressors saves energy 
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Tawdry Truth 


Q Your cover story on Dabhol 
revealed the sad truth of how 
even banks are forced by the 
government to take bad 
financial decisions. Why 
would these nationalised 
banks, and even the 

premier ICICI Bank, want to 
finance a project for which the raw material is 
not just costly, but also in short supply? I have family members 
who live in the US, and they are suffering because of the skyrocketing 
price of natural gas. How will Dabhol ever become viable in the current 
circumstances? I hope the government will take a closer look at 





alternative fuels that can supply India's power needs. m 
Shanti Dutt, Bangalore 
DABHOL IS DOOMED | Rationing And Shortages, BW, 19 


I wish your cover story on Dabholhad | September). For many cities, especially 

further highlighted the failure of | Delhi, the problem is not water 

governance in all areas (‘Dabhol Rerun, | shortage but inefficient management 

BW 19 September). Why was Dabhol | and lack of conservation. Consumers 

sanctioned when the World Bank ad- | need to start taking more responsibility 

vised India not to set up such a costly | and learn to critically examine the way 

project? After we got into the mess, | they use water. 

why did the government yield to the | Rakesh, posted on BW website 

arbitration demands? The government | 

did not even have a proper counsel | THE LUSH WASTELAND a 

when the London arbitration started. | The Agastya model, in which a 

Now, they are taking credit for ‘solving! | paradise of greenery and native plants 

the mess. If this is a solution, I’m | was grown in a semi-arid area, should 

afraid to see what they will define as | be replicated all over India ('Sons Of 

a problem! | The Soil’, BW, 29 August). For one, 
| 
| 
f 





Sikander Mirza, via email | projects like this will help reintroduce 
| native species and make people aware 
THIRSTY TIMES of their benefits. But an oasis of 


Ranjit Shastri captured the problems of 
the water sector perfectly. (‘Of 


| learning like Agastya offers another 
| shred of hope as well. : 
India was once a seat oflearning à 

for all the world. If we can teach our | 
children the importance of science and 
conservation amid such wonderful ` 
settings, we may just regain some of 
our past glory. 
Sharada Prahladrao, via email 


CORRIGENDUM 

In ‘Profit From It’ (BW, 26 September) 

bodhisattva was inadvertantly 

mispelled in the opening sentence. 
We regret the error. W 


pm M" 


| Write in at | 
| editor@bworldmail.com | 


———  ———————— d 
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RATNAGIRI GAS & POWER 


Can the 3-paisa 
solution work? 


OWER secretary R.V. Shahi 

says that a three paise in- 

crease in the tariff has re- 
solved the Dabhol tangle. With the 
Maharashtra State Electricty Board 
(MSEB) agreeing to buy power from 
the project at Rs 2.33 a unit, the 
stakeholders are expected to sub- 
mit their consent documents to the 
Mumbai High Court. This will allow 
the transfer of assets to the new 
company, Ratnagiri Gas & Power 
(RGPL) in a few days, he claims. 

Gas supply of 0.7 million 
tonnes, enough for running Phase I 
of 740 MW, has already been as- 
sured by the Gas Authority of India 
(Gail), he says. Shahi’s reassur- 
ance comes immediately after Gail 
said it could not supply gas at the 
original estimate of $3.6 per mBTU. 
Prices were now in the $4.5-5 per 
mBTU, which would translate into a 
tariff of Rs 2.50-2.75 a unit. 

Indications are that the MSEB 
has agreed to the tariff increase in 
return for 15 per cent equity in- 
stead of the preferential shares it 
was to be allotted without any divi- 
dend payout for five years, as origi- 
nally agreed. The other sharehold- 
ers are the National Thermal Power 
Corp. and Gail, who have put in 
Rs 500 crore each for equity of 
28.3 per cent. The other sharehold- 
ers will be the financial institutions 
(Fis) with a similar holding. 

So how is the increased cost, 
specially the interest during con- 
struction and the final engineering 
procurement and construction 
(EPC) bill being shared? Lenders to 
the project, the Fis, would be tak- 
ing the hit, according sources. 

But this still leaves the critical 
question: where is Gail getting the 
gas from? Although there are re- 
ports that the initial supplies will 
come from Qatar, this is merely a 
hope at the moment given the tight 
market for natural gas. & 
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Tarapur Atomic Power 
Project Units 3&4 


Kaiga Atomic Power Project 
Units 3&4 

Kudankulam Nuclear Power 
Project Units 1&2 


Rajasthan Atomic Power 
Project Units 5&6 













T is glory days for nuclear power. 

While the rest of the power sector is 

struggling to meet targets, nuclear 

projects are being completed well 
ahead of schedule and setting new per- 
formance records. 

Unit 4 of the Tarapur Atomic Power 
Plant (TAPP) has just gone into com- 
mercial production as the fifteenth nu- 
clear plant in the country, and with this 
the Nuclear Power Corporation of India 
(NPCIL), the state-owned enterprise re- 
sponsible for nuclear power generation 
in the country, has notched several re- 
cords. Unit 4 — actually the third unit to 
be added to the Tarapur complex in 


Capacity Sanctioned 
(MW) Cost (Rs cr) 





Nuclear alternative -—- 


Projects power ahead | 






Comp etion Progress 
Sche lule (%) 




















Thane, Maharasl:tra — marks a mile- 
stone. With a 540-MW capacity, it's the 
largest nuclear reactor set up by NPCIL. 

Chairman & managing director S.K. 
Jain says it is NPCILS “first attempt in 
scaling up the standardised 220 MW 
pressurised heavy water reactor design." 
Many novel concepts like loosely cou- 
pled core confi 





eeting. 

For NPCIL, the bigger triumph has 
been its ability to break the five-year 
barrier which has dogged its projects. A 





BANGALORE INFRASTRUCTURE 


Crisis averted 


FTER more than two hours of 
discussions, Karnataka chief mi- 
nister N. Dharam Singh (R) ma- 
naged to assure top IT industry repre- 
sentatives that Bangalore's infrastructure 
would be improved. Among those pre- 





change of work culture and stricter tar- 
sent was Infosys Technologies chair- | 
man N.R. Narayana Murthy (C). 

Some IT firms had said they would 
boycott Bangalore ITin to protest 
against government apathy about 
Bangalore's crumbling infrastructure. 

Singh said that the discussion about 
the problems of the IT industry had 
been free, frank and fruitful. Murthy, 
speaking on behalf of the industry, said 
that there would be no boycott of 
Bangalore ITin, that | 
intends to showcase .. 
Karnatakas IT prow- 
ess. This puts an end - 
to the boycott story 
that had threatened 
to be a dampener on ... 
the event for the last — 
two months. = 

NELSON VINOD MOSES 
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IN THE NEWS 
8 Nuclear Power i: could 


bridge the energy gap. But would 
the high costs allow it? 







E Kakrapar nuclear plant 


9| Auto Compo.ients US manufacturers are at histor- 
ically low valuations. San Indian companies buy them out? 


14 Banking Witt the market for NPAs developing too 
slowly, banks take the auction route to clean up their books. 





IN DEPTH 


" 36| EHE 
Funds ` 


Adebt-led consumer «conom 
a widening trade defic.t and an 
overvalued currency. Will global . 
|, hedge funds sell Indian equities? ` 















40! FDI In Retail The Left has long opposed FDI in 
retailing. But why is it ignoring the Chinese experience?. 


42: Aviation with bids finally 
over for Mumbai and Delhi airports, 
there seem to be more of glitches 





grand privatisation plans. 


a India's metro airports: Too many lacunae? 


46 ONGC Some regard him as ONGC’ saviour. Others 
say he has failed. What are Subir Rahas real SEDENS 





120! Bookmark An academic examination of the glitzy 
world of Bollywood goes slightly awry. And yet another book 
about the shameful state of Indian agriculture. 


and opposition to the governments | 





! Rashmi Bansal, editor of JAM magazine, HM alumnus and 





COLUMNS 


32) Ashok V. Desai Land price and income per sq. ft 
are higher in a bigger city, but the cost of land rises faster. 





50! Subroto Bagchi wnatis stopping India from be- 
coming a leading economic player? Friedman has an answer. 


116 Mala Bhargava Applehas taken its popular iPod 
MP3 player to an impossibly small scale. 





| 4| FEEDBACK 
122| BW OPINION 


Cover Design: Jyoti Thapa Mani 
Hiustration: Anthony Lawrence 















| The most interesting fact that this exercise threw up was 
| the drastic rethink that was taking place in B-schools 
| across the country on both the format as well as the 


| and how they teach. There had 
| been some evidence of this 


| management education. 

















The best B-schools 


HIS issue ennak over eight months to pot : 


sacked: offin late January with aseminar t 

debate and tune the methodology. It was — 
organised by our partner Cosmode, which conduct 1 
survey each year. Then, invitations went out to 500 
B-schools to participate in the survey. The task of 
collecting, collating and validating the data, and 
researching and writing the articles that make up thisissue 
was completed only by the first week of September. 


content of management education. Institutes across the 
country were experimenting, d 

innovating, adding, chopping 
and changing what they teach 


during last year's survey as 
well, but the movement has 
really gathered momentum 
this year. The stories that form 
part of the B-schools package 
this issue track the innovations 
that are reshaping 


Four persons helped shape the issue. The survey itselfisa ` 
labour of love for Dr Dharni Sinha, chairman of Cosmode. 


contributing editor to Businessworld, pointed us towards 
many of the important trends taking place in the field of 
Indian management education. She also wrote many of 
the stories in the package. Senior correspondent Aarti 
Kothari is our in-house expert on B-schools and she 
coordinated much of the special package. Design director 
Jyoti Thapa Mani created the special look for the package. 


Putting together the issue was an invaluable experience for 
us. We hope you derive as much value reading it. 


This issue is not only about B-schools though. Do not miss 
the story on the games hedge funds are playing in the 
Indian stock markets. That's on page 36. 





` PROSENJIT DATTA, EXECUTIVE EDITOR 
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harmony at ark 


www.technopark.org 


; y India’s first IT Park to be assessed at Level 4 of Capability Maturity Model Integration ø 15 lakh sq. ft. of built-up area amidst 

j 242 acres of inspiring lush greenery r Home to 80 companies, 10000 software professionals = Majors include McKinsey, Allianz 
£ Cornhill, Ernst & Young, US Software and Tata Elxsi r A 6 lakh sq. ft. state-of-the-art building being constructed r Infosys 
building its own 50 acre campus r Software development centre of TCS coming up in 25 acres of land = Rentals lower by 60% 


and operational costs by 50% compared to other IT Parks in India r Power and water tariffs among the lowest in the country. 


Wasapi, 





“We were fully operational within six months of our decision. | 
We are delighted to be in Technopark." 


Mr. Bill Dennis - MD, Toonz Animation) 


“We found the facilities in Technopark as good as any 
= we've seen in California." 
e | a a Mr. Stephen Ross - MD, US Technology Resource 


: "I am delighted to experience the quality of infrastructure, high performance 
go d's own e-state standards and the level of professionalism at Technopark." 
Mr. Andrew Torrance, CEO, Allianz Cornhill, UM 


www.keralaitmission.org 








this issue 





Department of Management Studies, IIT Delhi 





cover storys: GOING Great Guns 


The best B-schools in India. What management institutes around the country are experimenting with. 
The important trends in management education, and much, much mote... 


54 Opening Essay What changed in the Cos- 


mode-BW survey this year. And what remained constant. 


ss Placements Iwasa bumper year for the 
passing out class. There were more jobs than ever before. 
And higher salaries as well. 


64 Faculty Dilemma Do academics make 
the best teachers of management? Or are practitioners a 
better choice? Also, how does one deal with the chronic 
shortage of good teachers in the country? 


6s The IIT B-schools three ofthe irs have 
made great strides in the management courses they 
offer. They have some intrinsic advantages that are 

hard to match. 


74 Incubators 
Engineering colleges have 
been incubating businesses 

on campus for some time. Now 
B-schools are following their lead. 






7s Executive Courses Working executives 
are increasingly going back to B-schools. And courses are 
being designed specifically for them. 


82 Expansion Schools experimenting with mul- 


tiple campuses have had mixed success so far. 


84 FMBAs 4 couple of B-schools have introduced 


courses specifically for family managed businesses. 


ss B-school Forums the hottest online 


gathering place for MBA aspirants. 





— 90 Happenings 
ad Some admirable and hilarious 
milestones. 


92 Rankings 
The five parameters used 
to rate the management in- 
stitutes. And the top schools 
on various counts. 


AMIT VERMA 
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gets have allowed TAPP 4 to begin com- 
mercial operations seven months 
ahead of schedule. The unit was syn- 
chronised to the grid in June after the 
Atomic Energy Regulatory Board al- 
lowed it operate at 50 per cent of capac- 
ity. In keeping with this accelerated pace 
of work, TAPP’s fourth unit, TAPP 3, is 
also scheduled to set a new record (See 
‘Nuclear Projects Power Ahead’). 

There is other cause for celebration. 
On 16 September, just three days after 
TAPP 4 began supplying the Maharash- 
tra grid, Unit 1 of the Kakrapar Atomic 
Power Station (KAPS) near Surat, com- 
pleted a year of uninterrupted opera- 


w tion. It’s a new record for Indian reac- 


tors, and executive director S.N. Ahmad 
says: "This shows our nuclear plants are 
now capable of operating continuously 
between two mandatory shutdowns." 

Nuclear power capacity totals 3,310 
MW or just about 3 per cent of the total 
installed power generation capacity of 
112,108 MW. Another 3,420 MW are un- 
der construction, and it is the only seg- 
mentthat is scheduled to meet its target 
for the Tenth Five-year Plan. 

Costs, however, remain an issue 
with nuclear power. Against Rs 2.6 crore 
-3 crore per MW for setting up a gas- 
fired unit and around Rs 4 crore for coal- 
based ones, nuclear plants cost a steep 
Rs 6 crore to Rs 7.45 crore. That will be a 
tough barrier to break. a 

LATHA JISHNU 








Stocks tank 


N 22 September the stockmar- 

ket fell following income tax 
raids on some brokerage houses. 
The Sensex lost 266 points, or 3.13 
percent, to close at 8222 points. The 
fall was the biggest since the Sensex 
had lost 565 points on 17 May 2004. 
On Thursday, total market cap was 
down Rs 35,000 crore. Investors re- 
duced their holdings following re- 
ports that tax and revenue depart- 
ments would look into the ongoing 
boom. Besides, Sebi told BSE to 
impose 100 per cent upfront mar- 
gins on 504 stocks. Small cap shares 
lost the most, 7.62 per cent. E 
GARGI BANERJEE 
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INDIA-PAKISTAN RELATIONS 


. Dialogue saved by 
a split-second decision 


Quick thinking by the Indian Prime Minister prevents 
President Musharraf from doing an Agra on him 


T was a split-second decision by | 


prime minister Manmohan 
Singh that saved the India-Pak- 
istan dialogue process in New 
York from a fatal damage on the 
night of 14 September. Singh and Pak- 
istan president Pervez Musharraf 


` emerged before 150-odd reporters and 


KEES 


"d 


TV cameramen well past midnight after 
four hours of talks. The Prime Minister 
was surly, disappointed that even the 


' prospect of cosmetic progress in bilat- 


eral relations had evaporated. 

Singh had told Musharraf that he 
should announce the four-paragraph 
joint statement that actually said noth- 
ing new. It was the Prime Minister s way 
of holding Musharraf accountable for 
acts of omission and commission, 


. which the Indians believed, had 


wrecked any progress in New York. 

As soon as Musharraf finished read- 
ing the joint statement, Sanjaya Baru, 
Singh's media adviser, asked the Prime 
Minister ifhe would say something. No, 
said Singh. Reporters, who sensed that 





their four-hour wait had been futile, be- 
gan shouting questions. Musharraf 
smiled and proceeded to answer them. 
But Singh simply walked away from the 
podium and Musharraf abruptly 
stopped in the middle of the first sen- 
tence of his answer to a question. 

The general had no choice. Singh 
had hosted the talks and the dinner and 
he was in Indian space. The Prime Min- 
ister was in charge, not the president. 
And Singh left no one in any doubt that 


he was, indeed, in charge by decidingin | 


a split second that no questions from 
the media would be taken. 

Had there been questions and an- 
swers, Musharraf would have capi- 
talised on them and done another Agra 
on the Indians just as he did in July 2001. 
Then, too, the talks had begun amid ex- 
pectations, which were belied and 
Musharraf exploited a live breakfast on 
TV with Indian editors to speak directly 
to the Indian people. 

His live appearance on Indian televi- 
sion to put across Pakistan's case on 
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In with a chance: Musharraf (L) & 
Singh after their meeting in New York 


Kashmir made Musharraf a hero in Pak- 
istan, but did lasting damage to the 
peace process with India. Had Singh al- 
lowed Musharraf to answer questions in 
New York, history would have repeated 
itself. During his week-long stay in New 
York, Musharraf once again showed that 
TV cameras and reporters bring out the 
best — and the worst — in him. 

Two days after the summit with 
Singh, as cameras rolled, the general 
was provoked into a shouting match 
with the audience at a meeting organ- 


ised to promote Pakistan's image. "You c2 


are against me and Pakistan," he shou- 
ted at a woman who asked him a ques- 
tion. "I am a fighter, I will fight you; I do 
not give up and if you can shout, I can 
shout louder," he said. 

General Jehangir Karamat, Pak- 
istans ambassador to Washington, pat- 
ted the president on his shoulders and 
gently steered him away preventing the 
scene from taking an uglier turn. A few 
days earlier, Musharraf had caused a 
furore by telling The Washington Post 
that rape was a “moneymaking con- 
cern” in Pakistan and that Pakistani 
women got themselves raped in order 
“to go abroad and get a visa for Canada 
or citizenship and be a millionaire”. 

Although the dialogue deadlocked 
immediately after the two delegations 
met, silver linings emerged as both sides 
moved to a function room in the hotel 
for a dinner. There, Baru and his Pak- 
istani counterpart, Mushahid Hussain, 
were able to create chemistry that offers 
hope for future talks. These two men 
have the trust of their respective leaders 
and their chemistry holds promise that 
is beyond their turf: the media. At the 
end of the dinner, India’s national secu- 
rity adviser M.K. Narayanan was more 
comfortable than ever with his Pakistani 
counterpart, Tariq Aziz. Last Septem- 
bers meeting between Singh and 
Musharraf went off well because Nara- 
yanan's predecessor, J.N. Dixit, had es- 
tablished a rapport with Aziz. Now that 
Narayanan and Aziz are able to work to- 
gether with better trust, the next round 
of India-Pakistan talks may not be a 
complete washoutlikethelastone. Wi 

K.P. NAYAR 
The author is diplomatic editor, The Telegraph 





e[qissod sı BuigjuüeAo = 
du 


AiejjpBjououpu sn|d/ui/Luo2`du AAA 

`əpi| ‘SNOANJUBAPD ssə| j! "|njinojoo O ƏAI| || anq 
SUD 'seunjua» eA! XOU atu JO} 'ə.nsuə 0j—sjueuBid 
sunyi} Əuluupxə oj sjuud 4nojo» puo Bojouuper 
BuiBouui [puBip qH uo parjas Aajo jpuooN 34L 
"e[iuw eui [jo Buipo4 *suoupJeueB Ud} JO} S119 
s,uoBoind oy} Aq punoup pesspg "eudeu s,adod 

ayy Aq uə|olS "0401484 u! Ə|iso2 s,e»np D u! pe4ojdsiq 
“səs əuuupuupul|n Buly>jow sapun ‘ar!ue, u! og 


`ən|q jo AydouBoig 


| PROMOTIONS 





gums UNIVERSITAS 21 





WP GLOBAL 


. BUSINESS SCHOOL FOR GLOBAL LEADERS 


| niversitas 21 Global (U21G) is 
; | | the world's premier online 
$ Graduate School established 





_ by Thomson Learning and a network 
. of 16 well-known international Uni- 


versities from the four continents of 
Europe, America, Australia and Asia. 
Since the launch of its globally 
recognised Master of Business Ad- 
ministration (MBA) program in 2003, 
U21G has enrolled over 1000 profes- 
sionals from 45 countries for its 
graduate programs. 


In addition to the full MBA degree 


_ Program, U21G has a number of al- 


ternative programs. The Executive 


| Certificate programs and Executive 


Diploma program are designed for 
professionals who wish to focus on a 
specific area or who do not have the 
time to undertake a full MBA. We also 
recently expanded our program of- 


fering and launched the MSc in Tour- 


ism & Travel Management in part- 
nership with the distinguished Uni- 
versity of Nottingham. 


Our graduate programs are tar- 


- geted mainly at working profession- 


. als and busy executives and are 


ideal for such professionals who 
qualify for top quality campus-based 
graduate programs but just cannot 
afford to leave their jobs and family 
to pursue their aspirations for higher 
education. It provide students with a 
first-rate graduate degree in man- 
agement and are developed by re- 
nowned subject matter experts 
around the world, who not only have 
earned PhDs in those subjects but 
have extensive publication and 
consultancy experience to their 
credit. The high quality programs are 
endorsed by U21pedagogica, the 
quality assurance body established 
by the founding Universities which 
conducts stringent quality control on 
the subject content, the faculty se- 
lected to teach the subjects as well 
as the selection and admissions stan- 
dards of our students. The entire 


Global MBA 


for individuals aspiring to be 








Dr. Mukesh Aghi 
CEO, Universitas 21 Global, Singapore 


program is conducted online allow- 
ing students the flexibility of doing 
the program at their own time and 
pace, without affecting their current 
lifestyle. 


The graduate programs offered 
by U21G have been well received by 
many corporates around the world 
including Intel, Maersk Shipping, 
Hewlett-Packard and in India our 
corporate alliances include Aditya 
Birla Group, Tata Consultancy Ser- 
vices, Satyam Computer Services, 
for their middle and senior level 
managers, to equip them with the 
latest management techniques so as 
to help the organisations compete 
in a global environment. 

Some of the benefits of Universitas 
21 Global graduate programs 
include: 

Globally recognised qualifications: 
The degree certificate awarded by 
U21G bears the crests of all 16 top 
ranked member Universities. 


International Faculty: U21G 
graduate programs are taught by 
some of the best professors and re- 
nowned academics from different 
Universities and from all over the 
world, who are recognised for their 
contributions to the subject matter. 


Global Leaders 


Cost Effective Learning: eLearning 
maximises the return on investment 
for students as the capital outlay for 
an online program is less than a cam- 
pus-based education as students will 
save on long distance travel costs, 
overseas accommodation and other 
living costs if the program is pursued 
abroad, and more importantly the 


loss of income should the students 


leave their jobs to pursue the pro- 
gram full-time. 


Global Network for Global Ca- 
reers: The student support team at 
U21G is dedicated to helping the stu- 
dents in creating personal and busi- 
ness networks and building a U21G 
student community through Student 
Chapters. It also focuses on provid- 
ing industry interaction and place- 
ment opportunities to help students 
expand their careers across the 
globe. 


U21G has a rolling admission policy 
with applications welcomed through- 
out the year. The entry requirements 
and eligibility criteria for U21G pro- 
grams includes a Bachelor’s degree 
from a recognised university; a mini- 
mum of two years management or 
professional experience for appli- 
cants with a GMAT score of at least 
600 or a minimum of three years 
management or professional expe- 
rience for applicants without GMAT: 
and English proficiency. Scholarships 
are offered on a case by case basis 
and to selected candidates who meet 
the academic excellence criteria of 
the graduate school. Loan facilities 
for applicants who have been 
accepted to the program are also 
available through the Bank of Punjab. 


Universitas 21 Global has offices in 
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HREE of India's largest banks | 
— ICICI Bank, HSBC and the | 
State Bank of India (SBI) — | 
have decided to auction some | 
ofthe bad loans off their balance sheets. | 
~ ICICI Bank will auction Rs 1,500 crore | 


worth of non-performing assets (NPAs) 
this month. HSBC and SBI are also plan- 


- ning to sell a substantial part of their 


NPAs through auctions. ICICI Bank has 
appointed PricewaterhouseCoopers 
(PwC) to manage its auction while 
HSBC has got Ernst & Young on board. 
The proposed auctions come in the 





wake of a new set of guidelines put out | 
’ bythe Reserve Bank of India (RBI) in July 


2005 to facilitate healthy and orderly de- 
velopment of the NPA market, negating 
sham transactions or book transfers. 
Also, with a wider participation, price 
and performance benchmarking would 
be possible, according to the RBI guide- 
lines. Many more banks are expected to 
follow the pioneering three and put 
their bad loans on the block. 

But why auctions? After all, the regu- 


_ lators have been encouraging banks to 
sell their bad loans to asset reconstruc- | 
tion companies (ARCs), which are spe- | 


cialist firms that buy distressed debts 


from banks and then try to extract as | 


much value as possible out of them. 

But deals have been thin. The core 
problem is that the ARCs that have set 
up shop in India are undercapitalised. 
So they are in no position to pay cash 
when they buy a bad asset from a bank. 
Instead, they offer security receipts to 
the selling banks. These security re- 
ceipts can be encashed only after the as- 





BANKING 


NPAs go under 


sets are restructured and sold. 


been differences over the pricing of bad 
loans. Banks feel that auctioning is more 
transparent and has a better price-dis- 
covery mechanism. 


tion Company of India (Arcil): "Banks 
come to Arcil with far-fetched expecta- 
tions of returns. What they must under- 
stand is that the security receipt is not 


assets and only then can we offer re- 
turns that would be sustainable." Arcil is 
the biggest ARC in India with 300 cases 


the hammer 


In the absence of a mature NPA market, banks 
are trying auctions to get bad debt off their books 


| specialist global funds that buy dis- 
Not every bank wants, or is in a posi- | 
tion to wait that long. There have also | 


tressed debts (including the so-called 
vulture funds). As of now, the door re- 
mains shut for foreign funds. 

In India, the secondary market for 


| bad loans is not very deep. Therefore, 
| buyers cannot actively trade in them. 

ARC officials argue that banks havea | 
myopic vision. Says S. Khasnobis, presi- | 
dent and COO of the Asset Reconstruc- | 


At present, Kotak Mahindra Bank, Stan- 
dard Chartered Bank, JP Morgan Chase, 
Deutsche Bank and UTI Bank are 
among the few active investors in bad 
loans. 

The real reason that banks are now 


| experimenting with alternate price dis- 
the price that we are offering againstthe | 
bad loan. We need to deploy the stressed | 


under its portfolio and outstanding | 


amount of Rs 8,000 crore. 


While auctions are undoubtedly an | 


attractive alternative, there could be 


Like the ARCs, most of the banks in In- 
dia, too, are short of capital. Their loan 
books are growing at record rates, and 
each loan has to be backed by capital. 
Few have excess capital that they can 
deploy to buy distressed debt from an- 
other bank. 

Consequently, at the most, money 
will circulate within the system. Bank A 


| some problems just around the corner. | 


covery options is the absence of a full- 
fledged market for NPAs in the country. 
Fresh foreign capital would also help. 

A veteran banker closely associated 
with the setting up of ARCIL says: "Both 
the government of India and the bank- 
ing regulatory authority have been 
sceptical about foreign institutional in- 
vestors buying stressed assets. They fear 
it may become a back-door entry into 
the Indian banking system." 

State Bank of India, as part of its plan 
to auction a portion of its bad loans, has 
divided the portfolio on the basis of lo- 


| cation, sources said. So far the bank has 


will raise fresh money by selling its bad | 


assets and then use it to buy bad assets 


from Bank B. The system as a whole | 


does not gain. 
What is needed is fresh capital — ei- 


ther from new banks that want to grow | 


their balance sheets quickly or from | 
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created three baskets for three regions 
andinvited bids forthem. These include 
selected bad accounts of the Bhopal, 
Bangalore and Lucknow circles. The 
bank wants to sell about Rs 2,000 crore 
of bad assets. 

The success or failure of these three 
pioneering auctions will offer us a lot of 
clues about how banks will handle the 
next round of financial trimming. W 
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; TIARANCHAL is joining the 
value-added tax (VAT) 


bandwagon from 1 October 2005. 


The state, which had not agreed to 
, implement VAT in April, has now 


v decided to j join the 22 implementing ; 
| States. Finance ministry sources say ` 


they expect some of the BJP-led 


_| States to follow too. The only state 


likely to hold out would probably be 
Tamil Nadu where chief minister 
J. Jayalalithaa remains unconvinced 


about the efficacy of the VAT. 8 


Automation edge 
| A UTOMATION of various customs _ 


activities is bringing down. 


: transaction costs for businesses. 


According to the Central Board of 
Excise & Customs, Hewlett-Packard 
carried out a study to assess the 
impact of automation on their 


| clearances. It found that their — 
average demurrage per consignment 

| has come down from $79.7 in 1999 - 
.| to a markedly lower $1.97 in 2004 

`. | and the tumaround time is down 

» | from seven to two days. B 


| Catching the big fish — 


e in from around 900. 
s. Not all branches have 
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PLUGIN 


Raymond to 
reduce stake 


HE Raymond group, a 60 per cent 
T oma in the consumer 

durables retail chain Plugin Sales, 
is looking to reduce its equity in the ven- 
ture. The remaining 40 per cent is held 
by Plugins three founding promoters 
Nabunkar Gupta, Nitish Tipnis and Hi- 
manshu Patil. 

Plugin has been in talks with Video- 
con and other consumer durables mak- 
ers to pick up a stake in it. Gupta says he 
is not looking to offload his equity and, 
as far as he knows, neither are Patil or 
Tipnis. This leaves Raymond, for which 
Plugin is small change anyway. Patil ad- 
mits that Raymond is looking to "exit" 
the business "not necessarily com- 
pletely, but significantly". 

The buzz in the market has been 
that Plugin is looking to wind up opera- 
tions. The company has accumulated 
losses of Rs 7.86 crore on a turnover of 
Rs 20 crore (See ‘Plugin’s Performance’) 
and has shut 7-8 of its 17 stores. Many of 


Turnover Accum. losses 


Figures in Rs crore 


its franchisees have exited the business, 
leaving Plugin to manage the shops. 
Even supply from brands like Videocon 
and LG has become thin. When con- 
tacted, a Raymond spokesperson said: 
“Plugin is still operational and we would 
not like to comment further.” 

Patil insists that the company is not 
looking to exit the business, and what it 
needs is a round of funding. He adds 
there is interest in the market and the 
brand will “go national”. Industry watch- 
ers are not so sure. Says one: “When new 
retail ventures come in, they should en- 
ter with something radically different in 
terms of shopping experience or price. 
If you offer neither, how'll you survive?" 

So will the company shut shop or 
can it revive itself? B 
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ON DEMAND BUSINESS 


./ Energy Agency (IAEA) refer- 
_-, ting Iran to the UN Security 


' proliferation safeguards. So 


NDIA'S strategic part- 
nership with the US is 
facing its first serious 
challenge. The UPA gov- 
ernment is under in- 
tense pressure from the Bush 
administration to vote along 
with it and its European allies 
in the International Atomic 


Council for violating nuclear 


far, India, along with China 
and Russia, has pleaded that 
friendly persuasion and not 
the threat of UN sanctions was 
the way to deal with Iran. 

The stakes are high for In- 
dia in this delicate balancing 
game with the US and Iran. 
Washington is believed to 
have warned New Delhi that 
should the latter not support 
the American case on Iran, it 
could jeopardise the recently- 
proposed India-US nuclear 
deal. President Bush conveyed 
this to Prime Minister Man- 
mohan Singh when they met 
in New York this month. The 
Bush administration, as well 
as US Congressmen are par- 
ticularly incensed at the state- 
ment of foreign minister Natwar Singh 
in Tehran, where he declared that India 
supported Iran's nuclear programme for 
peaceful purposes. 

Clearly, it would be a major setback 
forthe UPA governmentifits differences 
with the Bush administration on Iran’s 
nuclear culpability were allowed to en- 
danger the lifting of sanctions on nu- 
clear cooperation with the US and its al- 
lies. This would not only deny India a 
chance to augment its nuclear energy 
resources and the opportunity to enter 
the exclusive nuclear club through the 
back door. Moreover, the issue may well 
disrupt India’s strategic partnership 
with the US on other fronts as well. 

Yet, India may find it difficult to turn 
its back on Iran, which is also of vital im- 
portance to it. For more than a decade, 
successive governments in New Delhi 
have cultivated the ayatollahs in Tehran 
for economic dividends from Iran's 


' sumptuous oil and gas resources as well 


as to gain diplomatic leverage in the Is- 


POLITICS 


Caught on the fence 


Can India maintain good relations with Iran without 
jeopardising its ties with the US? 





R), external affairs minister with Iran's president 


lamic world. Despite initial hostility to- 
wards India after the Islamic revolution 
in the early 1980s, the Iranian religious 
leadership has warmly responded to In- 
dias overtures in recent years, particu- 
larly after the two countries made com- 
mon cause against the Taliban in 
Afghanistan. Two years ago, the then 
Iranian president Mohammed Khatami 
was the chief guest at the Republic Day 
parade. On that trip, he signed lucrative 
oil deals and also a partnership involv- 
ingjoint Indo-Iranian military exercises. 

Not surprisingly, as Washington 
turns the heat on Tehran, the latter has 
turned to India for help. Significantly, 
Iran's chief nuclear negotiator, Ali Lari- 
jani, met the prime minister on the eve 
of the latter's visit to New York this 
month in aclear bid to enlist his support 
in the IAEA. Voting with the US against 
Iran, therefore, would obviously deliver 
amajor blow to India-Iran ties and jeop- 
ardise its economic gains and diplo- 
matic advantages. 
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The UPA government has also to 
consider India's image in the larger in- 
ternational community as it walks the 
tightrope. So far, New Delhi has ex- 
pressed its autonomy by resisting US 
pressures, first on the proposed Iran- 
Pakistan-India oil pipeline, and now on 
the nuclear issue. 

“We have obviously a lot to gain 
from close relations with the US. But 
there is no way a country of India's size 
can afford to bea puppet in the hands of 
Washington, which has to learn to agree 
to disagree on certain issues," asserted a 
senior foreign ministry official. 

Ultimately, two factors would deter- 
mine the course of India-US ties. The 
first is how far the US is ready to accom- 
modate Indias own international com- 
pulsions even as the two countries pur- 
sue a common agenda. And second, the 
degree of diplomatic finesse with which 
New Delhi is able to drive this point 
home to Washington. m 
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PARIVAR POLITICS 


A party 'Sangh'ied 


JP president Lal Krishna Advani's 
B decision to quit in December has 

left the party divided over his suc- 
. cessor. The isolation of the veteran 
leader who had shaped the BJP over the 
; past one-and-a-half decades was evi- 
dent from his bitterness with the party's 
~ ideological mentor, the RSS. At BJP's na- 
tional executive meeting in Chennai, Ad- 
vani urged the RSS not to interfere in 
day-to-day affairs of the party, indirectly 
blaming it for the mess BJP is in. 

Clearly, the party president is not go- 
ing willingly. He has been under intense 
pressure to step down from RSS hardliners 
after his laudatory remarks on Jinnah in Pak- 
istan earlier this year. Despite desperate at- 
tempts by Advani over the past few months 
to regain his authority, he has had to finally 
capitulate under humiliating circumstances. 
; Thisraises a question mark over his effective- 
ness in the other key post he holds — Leader 
of the Opposition in the Lok Sabha. 
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TRIBHUWAN SHARMA 


| on the RSS has further complicated the task 
| of finding his successor after he steps down. 
| The RSS having tasted blood with the ouster 
of Advani is likely to insist on its own candi- 
date as party president. But it remains to be 
seen whether BJP leaders reach at a consen- 
| sus on the issue. A dogfight among younger 
| leaders for the top job in the BJP could spell 


NATRIP 


Decision on 
bids soon 


HE bids for the 

Rs 1,718-crore Na- 
tional Automotive Testing 
and R&D Infrastructure 
Project (Natrip) were 
opened on15 September. 
In the fray are three global 
consortiums. The selection 
committee comprises rep- 
resentatives from industry 
and the govemment. While 
the official announcement 
Will come through only mid- 
October, rumour has it that 
the balance is tipped in 
favour of the Idiada-AVL- 
ICRA group by a huge mar- 
gin of 1:3:7. Other bidders 
are Dekra-Ricardo-Boston 
Consulting Group and Mira- 
Mott Mac Donald. m 

AARTI KOTHARI 


The controversy over Advani's remarks | AJOY BOSE 
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FAR-REACHING 
challenge to an 


SUGAR INDUSTRY 


Divided they stand | 


executive deci- 

sion delicensing 
the sugar industry has been 
put on hold by the Supreme 
Court. The Court has issued 
a stay on the entire Alla- 
habad high court judge- 
ment that had quashed 
Press Note 12 of 1998 and 
the subsequent notification. 
Monnet Sugar Mills had 
moved the high court chal- 
lenging the validity of the 
press note on the grounds of 
“excessive delegation of leg- 


why we are 


rated 
amongst 
the best in 


The battle goes on 


June 1998 Sugar industry delicensed 
through Press note 12 and Notification 
S.0. 808 (E) dated 11 September 1998 


August 2004 Uttar Pradesh announces 
an incentive scheme that envisages sig- 
nificant rebates for old and new mills 
alike investing a minimum of Rs 350 
crore over three years 


. September 2004 Monnet Sugar Mills' 
writ in Allahabad High Court challenges 
the setting up of Bajaj Hindusthan mill 

. and delicensing of the sugar industry 


24 August 2005 Allahabad High Court 
quashes Press Note 12 of 1998 and the 
Subsequent notification 


t h e coun t r y ? islative power". 

By extension, the high 
court judgement had ques- 
tioned the process in which 
industries like cement, au- 
tomobiles and white goods 
has been delicensed in India 
since the 1990s. 

It had also barred Bajaj 
Hindusthan from setting up 
a factory without getting a 






























1951. Moreover, it had cancelled the 
land allotted for building a mill and told 
the Cane Commissioner of Uttar Pra- 


mills to source cane, not to reallocate 


served for Monnet. 

In its order of 12 September, the 
Supreme Court said: "The directions of 
the [Allahabad] High Court... are stayed 
in respect of industries other than the 


Visit us at... 
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September, it said it would hear the case 
inthethird week of November. The apex 
court has also retained the right of the 
Cane Commissioner to assign crop land 
to mills following assurances that there 
would be adequate supplies for Monnet. 
The Indian Sugar Mills Association 
and Monnet say the problem is with the 
allocation of cane and that the Su preme 
Court order does not do enough to pro- 
tect the interests of the company. Says 


, Shristi, Miraroad (E), 
Mumbai -401 104 
845 4949 / 2845 3982 
Fax: 2845 4007 
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sugar industries for the present.” On 19 | 


licence under Section 11 of the Indus- | 
tries (Development & Regulation) Act, | 


12 September 2005 Supreme Court 
stays Allahabad HC 
industries 


49 September 2005 
Supreme Court stays 
all aspects of the ` a 
Allahabad High Court. 
judgment 2.8 


judgement for other 


Monnet director Sandeep Jajodia: "We 
wish our reserved area, which we have 
had for the last 12 years, had been 
protected pending a final resolution 


| ofthe dispute.” 


desh, who allocates specific areas to | 


He adds Monnet is facing cane sup- 


| ply shortage. Even last year, the mill, 


land to the company from the area re- | 


which hasacrushing capacity of 85 lakh 
quintals, crushed only 45 lakh quintals. 
Industry insiders, however, say that 
cane allocation is done in a fair and de- 
mocratic way by the Cane Commis- 
sioner and all parties get a chance to 
make their case. 

Meanwhile, the Supreme Court stay 
order has come asa relief for companies 
like Bajaj Hindusthan, DCM Shriram 
Consolidated, Balrampur Chini and 
Triveni Engineering. According to them, 
with the crushing season about to start 
in the first week of October, it was im- 
portant that the status quo was main- 
tained pending the final resolution of 
the dispute. B 
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7 PETRONET LNG 
. High-energy initiative 
: CEO Prosad Dasgupta is a man in a hurry. He has big 
/ plans for Petronet, even a foray into power generation 





ETRONET LNG (PLL) gota | 


twin shock on 17 September. 
First, it got news that a tug 
boat of the docked LNG car- 
rier had collided with a part 
ofthe support structure of the vital jetty 
at the company's Dahej terminal. Sec- 


; ond, its LNG transporter, GAIL, went to 
' town saying that the jetty had been 


damaged in the incident and it was ma- 


_ king alternative arrangements to evacu- 
, ate LNG from Shell's terminal at Hazira. 

Prosad Dasgupta, Petronet’s new | 
CEO and managing director, is still not | 


through assuring the concerned gov- 


' ernment, LNG users, and media thatthe | 
, jetty is alright — only a small part of the | 


support structure has been damaged 
and can be repaired at a nominal cost. 
Dasgupta is relieved as well as an- 


' noyed. “There was no damage to the 
_ jetty at all," he says, adding, "only three 


piles of the 28 such support structures of 
the breasting dolphin were damaged.” 
He says the ships bringing LNG from 
Qatar will continue to dock and unload 
as scheduled. “Any communication 
about any damage to a Petronet asset 
should go out from PLL and not from 
GAIL,” he fumes. GAIL itself has since 


TRIBHUWAN SHARMA 


backtracked on its initial 


claim about the jetty. 
This rough start to his 


tenure as CEO is symptomatic of his | in such a 


Prosad Dasgupta: 
Grand ambitions 


who conceded nearly two-thirds of the 
salary to join the company from Essar 


Telecom. "I wanted to be in the energy 


industry at any cost," he says. 

Now that the jetty crisis that never 
was is over, Dasgupta is focusing on 
what lies ahead. He has been given five 
years at the helm of Petronet and says he 
will see through the company’s expan- 
sion in LNG business and its foray into 
power before the end of this term. 

Petronet is already expanding the 
Dahej terminal from five mtpa to 12.5 
mtpa. With the marine facilities already 
in place, the additional 7.5 mtpa capac- 
ity will cost only Rs 1,600 crore com- 


pared with the Rs 2,350 crore that the ' 


first five mtpa capacity cost. The fresh 
capacity will become operational in 
September 2008. Another terminal of 
five mtpa is being set up at Kochi and it 
will cost the company Rs 2,400 crore 
and will be up by September 2009. 
Dasgupta is keen on Petronet enter- 
ing power generation. “Since there is an 
existing national power grid and nota 
national [gas] pipe[line] grid, it is much 
cheaper and efficient to transport en- 
ergy through wires than 
pipes,” he says. He wants Pet- 
ronet to have a power com- 
pany as the operating partner 
venture just as it has Adani 


stint with the company. When he joined | Portsasthe operating partner in its solid 


Petronet in January 2003 as finance di- 
rector, he faced another crisis. The com- 
pany was scheduled to start operation 
from 1 January 2004 and had yet to close 
most of its commercial contracts. Fi- 
nancing of $550 million was pending 


I 
| 


andonly50percentofthe equitywasin. | 


Dasgupta managed to sew up the loose 
ends and even managed to get Petronet 


to report cash profits in its very first year | 


of operation and a net profit in the last 


quarter of the same year. In 2004-05, | 


Petronet earned a cash profit of Rs 250 
crore, although after depreciation it re- 


ported net losses of Rs 28.44 crore. In Q4 | 


FY05, it logged net profits of Rs 7.6 crore 


and in Q1 FY06, it reported anet profit of | 


Rs 39 crore. The topline is firing up too: 
in QI this year, PLL reported a topline of 


Rs 925.3 crore, nearly half of last year's | 
topline of Rs 1,958.5 crore. Dasgupta | 


clearly owes his recent ascension to the 
top in the company to these deeds. 
Being made the CEO must be a rea- 


sonable compensation for Dasgupta | 
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port cargo venture at Dahej. Inciden- 
tally, the Gujarat government approved 
the LNG project on the condition that 
Petronet set up a solid cargo port as well. 

Dasgupta sees plenty of scope for 
expansion for Petronet in the LNG busi- 
ness as the country is already 50 percent 
short of its gas requirement and the de- 
mand-supply gap is widening. The only 
hitch is availability of LNG. Petronet is 
thinking beyond its 25-year 10 mtpa 
supply pact with Ras Gas of Qatar and is 
trying to tie up more gas from suppliers 
from other countries such as Australia, 
Indonesia and Malaysia. 

For the moment, however, Das- 
gupta has to take the fallout of GAIL’s 
grandstanding over the Dahej accident 
to its logical conclusion. “The damage 
to the support structure is minor and 
will not cost much to repair. The LNG 
ships will continue to dock and unload 
every fourth or fifth day as they have 
been doing,” he assures. | 

FEROZ AHMED 
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Rated inthe east & central region by COSMODE Business 
., World B-School survey, 2004 


X ACHIEVED 100% PLACEMENT IN 
NATIONAL & MULTINATIONAL 
COMPANIES. 


5 UPTO 100% SCHOLARSHIP 


2 YEARS FULL TIME 


B i i zz] 
Specialisation EZ am a 


@® Marketing @ Public Systems Mnagement 

L Finance @ Insurance and Risk Management 
SOB & HRM @ Technological Management 
@Systems L Environmental Management 

@ International Business @® Health Care Management 

L Travel & Tourism @ Rural and Urban Management 

@ Mass Communication @ Production and Operations Mgmt 





@ Telecommunication @ Banking & Financial Services 


@ Managing Small Business & Entrepreneurship 
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ENLM 
EASTERN INSTITUTE FOR INTEGRATED LEARNING IN MANAGEMENT 


6, Waterloo Street, 2nd Floor, Kolkata - 700069, West Bengal 
Contact :033-22100911- 13,9230504446, 9230504451 
Fax: 03322100909 





WORKING EXECUTIVES 





XLRI Jamshedpur, a premier management 
Institute, over the past 50 years has been shaping 
the minds and careers of several thousands of young 
men and women transforming them into world class 
professionals. XLRI announces admission to the 
following programmes which provide practicing 
managers the theoretical foundation and the practical 
insights that are indispensable in today's corporate 
world. Incumbents with minimum three years of work 
experience in an organization after graduation are 
eligible. 


Exec- PGP 
Three years Executive Post Graduate Programme 
leading to the award of PGDBM, recognised by 
AICTE. Participants while being on the job need to 
spend 18 - 20 days in campus thrice a year. 


One year General Management Programme 
leading to the award of Executive PG Diploma in General 
Management. It is a full time residential programme. 


Campus Placement facilities are provided 
to the Non sponsored candidates of both the 
programmes. 


Candidates have to register for XAT 2006 to 
be held on January 08, 2006 and the last date of 
application is November 30, 2005. 


5 XLRI Jamshedpur 


School of Management 


For further details log on to www.xlri.edu, www.xlri.ac.in 
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MOBILE COMMERCE 


Wallet on the phone 


HE latest way to pay is through the mobile phone. ‘Mo- 
bile wallets’ are catching on worldwide as operators 


look to give value-added services. Last week, Airtel an- 
nounced credit services on its SIM along with ICICI Bank and 
Visa to allow subscribers to pay through their phones instead 
of credit cards. The transaction is carried out via SMS. 

Globally, digital cash is used for smaller payments — flow- 
ers, pizzas or even toll — and is akin to a debit card of varying 
amounts. The concept of leaving behind your wallet, with all 
the change, is an alluring one. A recent research in the UK 
showed that at least 30 per cent of all mobile phone users 
would like to use their phones to pay for small items. 

The concept of paying through the mobile has been 
around for a few years, es- 
pecially in Japan and 
South Korea, considered 
pioneers in the technol- 
ogy. CoCyph, an elec- 
tronic purse that could be 
attached to a cell phone, 
was launched in Japan in 
2001. Since then, it has 
found an increasing num- 
ber of takers. Not surpris- 
ingly, Japan's telecom gi- 
ant NTT DoCoMo says it 
now has over 3 million 
mobile wallet users. US- 
based Vayusa has taken 
the technology a step fur- 
ther with its MobileLime 
service. It works with any 
mobile phone service. 

Back home, more banks and service providers are ex- 
pected to provide m-payment services in the future. While 
mobile phones may never entirely replace cards and cash, 
this makes it much more than justa communication device. $ 

NAMITHA JAGADEESH 


PetroKazakh: OVL to rebid 


NGC Videsh (OVL) would make a counter offer for 

PetroKazakhstan. Earlier, it lost out to China National 
Petroleum Corporation (CNPC). PetroKazakh has 500 mil- 
lion barrels of reserves. OVL had bid $3.98 billion, and 
CNPC $4.18 billion. To match CNPC, OVL will have to raise 
its bid by at least $200 million. Plus, it will have to pay a 
break fee of $125 million to PetroKazakh. That's $325 
million to draw level. So, to bag PetroKazakh, the bid will 
have to be hiked by at least $500 million. It may still not 
be enough as CNPC could bid again. m 

ANUP JAYARAM 





Bharti Tele-Ventures' joint MD 
A. Gupta (L) and ICICI Bank ED 
C. Kochhar launch the Airtel mChq 





Your potential. Our passion." 


Microsoft 







Fresh off his flight, Nikhil checks in with the home office... 





It's been in your 
inbox since this 
morning. 





But | haven't seen 
the final doc... 





You really want me 
to read you 14 pages 
of Q4 numbers? 





What do I look like, 
a satellite dish? 
You've got to read 
it to me. 





Do you know ow 
long that'll take? 


ó Pa 


The | CAN’T GET THE DATA WHEN I REALLY NEED IT era is over. 








Microsoft® Office has evolved. Have you? The latest version of Microsoft Office 
takes you beyond typical cell phones and Web-based e-mail. Now get improved 


~ "desk-like connectivity" to your data. Upgrade to the latest version of Microsoft 7 
Office today. Visit microsoft. com/india/office/evolve ad 
Microsoft 


| ffice 





bas A Mizsacntt and the Office Inno are either reaistered trademarks or trademarks of Microsoft Corporation in the United States ar 




















sex invoke an alchemy of great vision, strategy and character... 
They've got the power to inspire; and the power to inspire others to follow... 


dhe Power you can get ti 





...Jo lead the future of business. And to expand your 
abilities. So that you con one day soon make a difference 4 
to the way leader-managers succeed, 


The Center's smartly designed Management Programs 
offer you the latest in business and management - on 
education that stays with you for life. And helps you 
remain a leader throughout, even amidst constant churn. 


Its focus on creating global business leaders with values & 
vision has slotted NIILM Center for Management Studies 
among India’s top-ranking business schools in the last few ne 
years. 
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The Super Career Strategist 


ECOME A VISIONARY LEADER-MANAG 


DF 





The Power Through the Dynamic NIILM PGDBM Program! 
7 More CAT Top-Scorers are Choosing it Because... 


It's Time-Tested 

Now in its tenth year, the NIILM CMS PGDBM offering is among the country’s most 
innovative and industry-centric programs and is recognized as equivalent to an MBA 
degree by the Association of Indian Universities. 


ItExpands Your Limits 

You have the option of doing other exciting courses outside the curriculum, like Theater, 
Media, Music, Foreign Languages or those in other domains like Telecom, Healthcore, 
Electronics, Infocom, Retailing, Supply Chain, Entrepreneurship etc. 


it's Got A Career Rudder for You 
THANIILM Career Guidance Center does comprehensive & active Career Planning for you 
and this approach has ensured 100% quality placements. 


B-JI/66, M.C.LE, Mathura Road, Badarpur, New Delhi-110 044; Mobile: 9818020900 Ph. 29891529/1539/ 4513/4514 
Fax: 29894212, E-mail: pgdbm@niiim.com; Website - www.niílm.com 


There’s A Seamless Industry Connect 
NIILM’s structured Industry Outreach programs create real-time learning and industry 
interface opportunities for you 


You've Got Exciting Two Years Here 

NIILM Center stresses on all round development of a participant and therefore you find a 
whole range of activities, events and platforms to engage in and participate. And learn to 
lead. 


Excellence In intellectual Capital And Pedagogy 

In addition to thirty strong full time faculty with vast industrial experience, accomplished 
professionals, executives and policy makers comprise expert faculty panel. Pedagogies 
concentrate on global focus, action oriented projects and integrated learning 
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MEDIA ROOM 


HE recent takeover of Internet telephony provider Skype by Net auction 

company eBay clearly points the way to the future — more broadband and 
more Internet protocol TV (IPTV). The deal is typical of the hybrid businesses 
being created by telephony, media, Intemet and entertainment — which used 
to operate like silos in the past — collapsing into each other. Besides eBay, 
other companies that had shown interest in buying Skype include Microsoft, 
Yahoo!, Google and News Corporation. As revenues from voice stagnate in the 
US and the UK, telecom companies will try to provide more value-added ser- 
vices. Typically, this would be broadband Internet access that will eventually 
offer television. This has been expected for sometime now, but hastening the 
process are products like Skype. Skype users can talk to each other over the 
Internet free of cost, or to any phone user for a very small price. Price compe- 
tition from mobile telephony and cable operators, who are bundling telephony 
into the broadband services they offer, is creating tremendous downward 
pressure on voice prices in the developed world. Most analysts predict that 
in five years, voice services will become free in the US and the UK. So major 
telecom companies like SBC and British Telecom are rushing with their 
broadband plans. However, while offering IPTV, gaming and other goodies 
could help landline telephone companies survive, that may not be the case 
with mobile telephony companies largely dependent on voice. Without 
either enough bandwidth yet to compete with true broadband, or wire line 
operations, how they will cope is something the future will tell. 


OST analysts these 

days accept that 
now it is almost 
impossible to launch a 
successful general 
entertainment channel in 
India. Our cable pipes 
and TV sets are clogged 
(See 'Choked', BW, 16 
May 2005). And the cost 
of cutting through the 
clutter is prohibitive. So, 
when the (estimated) 


Hasi ki quarantee...hamari. 
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Rs 1,400-crore Star indigaicom 





India launched Star 
Utsav and Star One last 
year, most wrote off Star One after the first month of some rather 
unimaginative programming. The channel was supposed to connect with the 
‘multiplex’ and ‘Dil Chahta Hai’ generation. Meanwhile, Star Utsav, a free-to- 
air channel, was to re-run Star Plus shows and help the network penetrate 
deeper into the Indian heartland. While the latter delivered, Star One, with its 
high overheads, was seen as a loser. However, The Great Indian Laughter 
Challenge, a show on which stand-up comedians were judged a la Indian 
Idol, seems to have changed that. Now, Star One is within striking distance 
of the two main general entertainment channels — Zee and Sony. “If we get 
one more show right, we can beat Sony,” reckons Puneet Johar, senior vice- 
president (marketing), Star India. He is banking on Nach Baliye, a dance 
show with celebrity couples, to do the trick. If it does, Star One would be, 
arguably, the only general entertainment channel that has made any 
significant headway in the last four years. 9 
VANITA KOHLI-KHANDEKAR 





«THE POWER TO GIVE 
BENCHMARKS AN 


- INFERIORITY COMPLEX. 


The IBM eServer pSeries range of servers has surpassed 

all industry benchmarks — a staggering 57 in total. 

This world-beating performance is made possible by IBM's 
+ POWER architecture, enabling it to pack performance, 

flexibility and reliability all in one box. At a really low total cost 

of ownership to boot. If you thought there was a limit to how 


much power can accomplish, think again. 


server 





Powered by POWERS™ - the mos 
advanced 64-bit chip in the world 





Call 1600 338022 or visit ibm.com/shop/in 


to buy direct, locate an IBM reseller or for more information. 
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IBM and POWER are registered trademarks of International Business Machines C ation in the 
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IBM eSERVER pSERIES 510 
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line DVD-RO! 


AIX5L Operating System preioaded 


Rs. 2,31,250/-* 





IBM eSERVER pSERIES 520 


Rs. 4,01,250/-* 
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yresent the actual prodi 





by ashok v. desai 
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The author is consultant 
editor of The Telegraph. 


Both land 
price and 
income per 
sq ft are 
higher ina 
bigger city, 
but the cost 
of land 
rises faster; 
itis what 
limits the 
size of 
cities 








Geography of 
work and shelter 


ANISH Sabharwal is an 

evangelist of temping. I shall 

not dwell on his arguments, 

which are summarised in 

the white paper (actually, it is 
blue), Indias Labor Market: Case for Temporary 
Staffing Reform to Reduce Unemployment, 
which can be downloaded from www.team- 
lease.com, his company's website. He runs a 
temping firm, and finds the law stacked against 
it. Essentially, it discriminates against contract 
labour and is in favour of subcontracted pro- 
duction, which is an inferior form of contract 
labour. Manish Sabharwal is right, but I shall 
leave it to him to campaign for his cause. 

I was struck by something else he said to 
me. Hisis by no means a giant firm; the number 
of temps it handles runs into thousands, not 
lakhs. But he was already running into a short- 
age of workers in the big cities, and was looking 
for more in smaller cities. There are more jobs 
in big cities relatively to the people available. 
That is not just for pen-pushers for me; there 
are more jobs even for useful people like drivers 
and car washers. 

Whyis the labour market tighter in cities? 
Essentially because there is more purchasing 
power per square foot. Someone like me earns 
thousands in a little cabin of 50 square feet, 
whereas a farmer may have an acre or two — an 
acre is 43,660 square feet — and may earn less 
than a thousand a month. Naturally, I generate 
far more demand per acre than the farmer. 

So all the unemployed people across the 
country should rush to Delhi to clean my shoes, 
cut my hair, feed me betel nuts and so on. Why 
do they not? To do so, they would have to find 
somewhere to stay in Delhi, and somewhere to 
provide me with their services. Both require 
space, which is rationed out in some or other 
fashion in every city. In a well administered city, 
no one would be allowed to squat. Everyone 
would be required to have a pucca place of resi- 
dence with an address; and no dwelling could 
be built without the municipal corporation's 





permission and approval of the plan. So the 
supply of dwelling space limits the number of 
city dwellers. In cities in rich countries, there is 
generally a surplus of both dwelling and work- 
ing space; both have outrun the demand cre- 
ated by urban purchasing power, but the cost of 
housing still limits the supply of urban workers. 

In India, however, both are in short supply; 
this is why the interstices of Indian cities get 
filled up with slums. There are jobs enough, 
but municipal corporations do not approve 
enough houses to accommodate the people 
who can be employed, and those who are em- 
ployed earn too little, and cannot afford the 
houses that are built. So they occupy land with- 
out paying for it. And the authorities allow 
them to occupy it on certain generally irrational 
conditions: for instance, the rule in Bombay 
that a slum house should not exceed two sto- 
ries and 14 feet. 

Thus in a well administered city, the high 
price of real estate would choke off supply of 
labour and raise its price; in poorly adminis- 
tered Indian cities, it creates a dual market for 
space — an overpriced market for middle clas- 
ses and an underpriced market for the poor. 

This supply-demand imbalance is greater 
in bigger than in smaller cities. Whenever I go 
to smaller cities in India, I am struck by how 
much better living conditions there are — the 
roads are less cluttered, the inner spaces are 
less slummy, the middle classes live in better 
houses and spend less time commuting. 

So why do we not all go to Chandigarh or 
Guntur? Because there is no work there for peo- 
ple like us. That was true in my lifetime. But it 
does not have to be so any longer. All the 
amenities of big cities can now be supplied in 
small ones. Azim Premji should stop complain- 
ing of the neanderthals who rule his beloved 
Bangalore. With the thousands he employs, he 
can create his own town in the jungles of Jhark- 
hand, as Jamshedji Tata did a hundred and fifty 
years ago; eventually it would surpass Banga- 
lore. Leta hundred cities bloom. m 
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...because great careers 
demand smarter choices * 


"INMANTEC has proved to be above my 
expectations in terms of exposure to industry, 

4 quality inputs and above all personal touch with 
hà each student, which is comparable to parental feel." 


AMIT KUMAR, PGDM (2002-04), Coca-Cola 


INMANTEC proved to be a stepping milestone in 
my career through rigorous exposure to real 
corporate scenario, which helped me in getting my 
dream job one year prior to my passing out. 


YASHI GUPTA, MCA (2002-05), L&T Infotech 


Internationally acclaimed faculty & resource persons 

Envious employment record of all previous batches to the 
extent of 100% with leading companies in India & abroad 
Excellent natural ambience at the campus 

Use of latest & the best audiovisual teaching aids 

World-class computing & print/digital resources 

Full-fledged industry participation for excellent training & 
placement platforms and live cases for discussions 
Traditional learning ethics with modern outlook of the corporate 
Outward Bound Learning - a real time learning experience 


se 


ory Institute (AIMA) 


ank in India in Intellectual 
dian Management) 


i Rank in India (Cosmode) 


# 
2-year full time -approved by AICTE 
www.inmantec.edu 


Also offering MCA, BBA, BCA, BEd, LLB (3/5-yr) etc. 
Delhi-Hapur Bypass (NH-24), Dasna Crossing, 
GHAZIABAD - 201 009 

Call: (09818579220, 9313034343, (0120)3093615 -16 
E-mail: admission@inmantec.edu 





E PROMOTIONS | 


has been successfully running iis 

gramme in Management and related 

r. Sharad Jaipuria, industrialist is its chair- 

this short span, JIML has made a mark for itself 
> corporate world. Its full time programme is ac- 
ited by National Board of Accreditation, (AICTE), 
stry of HRD. It is the only private sector manage- 
nt institute in Lucknow which has got the NBA (AICTE) 
reditation. JML i is managed by Integral Educational 





























‘ston to the ‘youth. 


website enjoys world-class infrastructure like 


xt t and Rando activities. 
nce ‘of IT tools makes information technology 
ipments and facilities available in-house. 


he > institute has a strong core faculty. The teaching 
> core faculty is further supplemented through guest 
and visiting faculty. The visiting faculty is drawn 
ng universities, reputed corporate houses, 
and business. The skills and knowledge of the 
lty. is regularly upgraded. This combination 
student access to excellent pool of knowledge. 
stitute has a 100% record for placements. Stu- 
ve been absorbed in leading industries and 
iess establishments. Another area which the insti- 
| is concentrating on, is MDPs, which are being con- 
cted for young managers. It is also actively involved 
consultancy. The institute has come out with several 
ublications, documented case studies and has also 
'ublished a number of academic and research papers. 


jn nic Business School 
B siness School i is now a part at the CAT, all 


cated in the dorawiing 35000 sq. ft. cam- 
i Delhi. Two prestigious corporate of 


in vidual needs. ‘The institute has Bes of the art 
ucture facilities. The seating in the classroom is 
aximum of 30 students. The classrooms are fully 





internal place n 
placed in-house within the. g 
does not take the U 
taken care of through. the external Placement: Process. 
The syllabus is updated keeping i in mind the changing 
scenario in the corporate world. The students also work 







on assignments and do. on the job training. The grinding. - 
















routine of presentations, case studies and co-curricular ~~ 


activities keep the students busy. The students have been 
organizing cultural programmes and an annual event 


- called Aagaaz where students from both BBA and MBA 


participate. From 2006, plans are afoot to attract students 
from all B-schools for these events. . ` 


Invertis Institute of Management Studies 


Invertis Institute of Management Studies established 
in 1998 with the postgraduate MBA programme and two 
undergraduate programmes. ` Today it offers two post- 
graduate programmes and four undergraduate 
programmes. From the current academic year (2005 - 
06) a new branch called Invertis Institute of Engineering 
& Technology has been launched. This offers four stream 
of engineering education namely Electronics & commu- 
nication, Electronics & Instrumentation, Computer Sci- 


ence & Engineering and Information Technology. The ae 


institute has grown tremendously in the last five years, 
both in the increase of students and the number of 
programmes. The campus. spread over 20 acres of land 
has separate blocks for teaching, computers, library & 
administration, a girls hostel and boys hostel within the 
campus. A multi-purpose auditorium has been con- 
structed. The faculty comprises some of the best in the 
field. The teaching method uses audio-visual aids, mike 
system, LCD projector and computers. The computer 
lab comprises. eight labs each having 30 computers. 
Internet connection through VSAT provides for 24 hours 
internet accessibility. The library is well stocked collec- 
tion of books and journals. The library has latest editions 
of encyclopedias and. subscribes to 10 daily newspapers. 
Co-curricular activity is also given priority. The institute 
is constantly endeavouring towards professional excel- 
lence. It has been awarded the ISO certification 9001- 
2000 American global standards. The philosophy of the 
institute runs around the word Kaizen. 





















[About ITM PGDBM program | 
The PGDBM curriculum is well recognized by 
indian industry as an advanced preparatory for 
professional managers. Based on a two tier, six 
trimester design, the Curriculum progressively 
J] builds conceptually sound fundamentals across 
` | awide range of subjects in the first year, with the 
->F second year focusing on specializations and 
professional development. 





Courses in Communication and Presentation 
skills, Self-Discovery, Yoga, Stress 
Management, enhance our students’ personal 
development. 


| | Learning & Research | 
over 75 full-time faculty, many who are PhDs, 


5 and over 100 visiting faculty bring a combination 
of professional and academic experience into 
the classrooms, facilitating a learning 
experience that is intensive and highly 
interactive. In addition, well-equipped 
classrooms, computer labs, student laptops, 
large libraries and extensive online research 
archives (CMIE, EBSCO, Harvard Business 

_. | Review, etc.) all accessible via campus wide 

* WiFi networks, further enrich the academic 
environment. 


| Industry interface & Career Development | 
Through a variety of National & Global Industry 


conferences, our students connect with senior 
industry professionals. Events such as the India 
Brand Summit, World HRD Congress, 
Enterprise Scions, HR Avenues, Manaquest, 
BrandScore etc. bring hundreds of the industry's 
top managers face-to-face with ITM students. 


For more information, contact: Admissions Coordinator 


ITM Business School 


| 25/26, Institutional Area, Sector 4, Kharghar (E), Navi Mumbai 410210 
Tel: (022) 27580903 / 04 = email: admissions@itm.edu = wwwitm.edu 


ITM Business School ADMISSION NOTICE 


Bangalore = Chennai = Navi Mumbai = Warangal 


PGDBM 2006-2008 acr Approved 


Post Graduate Diploma in Business Management 


ITM Business School is rated among the Top 25 B-schools in India, and among the Top 5 
destinations for business education among aspiring MBA students. The PGDBM is offered at 
ITM Business School campuses in Bangalore, Chennai, Navi Mumbai and Warangal. 


| Placements | 
With hundreds of India's best known companies 


recuiting on our campuses, ITM students see 
career opportunities in a variety of sectors. Our 
placement performance is top notch, with 100% 
Placements at all Campuses. 2003-05 
performance- Top Offer: Rs. 1.4 million/year 
Average Offer: Rs. 400,000/year 


| Eligibility and Selection Process | 
Bachelors Degree from any AIU recognised 


University with minimum 50% marks aggregate. 
Final year students may also apply. 


All candidates must submit an attested copy 
of entrance test score. ITM accepts the CAT, 
XAT & GMAT tests. (CAT is used only for 
short-listing. IIM has no role in the selection 
process) 


Shortlisted candidates will be called to 
participate in GD/PI sessions to be held from 
February '06 onwards at various cities. Final 
selection is based on overall performance. 






SubmissionofApplication — 
Completed applications must be sent 
address below, along with a chequelD 
Rs.800/- favouring "Institute for Technology a 


Management" payable at Mumbai. 
Candidates who download application 


from our website must send a cheque) 
Rs.1000/- E 





















Scholarships & Financial Aid U 
The ITM Trust confers a limited number 


Scholarships, covering 25-100% of yearly tuti 
fees on a 'Merit-cum-Means' basis. Scholarsh 
offers will be made along with offer of admissi 
Candidates seeking Scholarships must submit 
their Application Forms before Decem 
2005. Educational Loans may be aN 
through our tie-up with Andhra Bank 



















Prospectus & Application Form | 
The PGDBM Prospectus and Application Form, 


containing detailed information about ITM 
Business School and the program may be 
obtained ata cost of Rs. 200/-, as follows: 
















Write to the Admissions Coordinator (at the 
address below) with a cheque/ DD for Rs.200/- 
favouring "Institute for Technology and 
Management" payable at Mumbai 


9 Aji Centres of IMS, Professional Tutorials, 
TIME and Career Launcher 


© Download from our website www.itm.edu 





APPLICATION DEADLINE! 











































N August, as the Sensex roared to- 
| wards 8500 points, finance minister 
| P Chidambaram told Parliament: 
"The market reflects the current 
potential of the economy." At about 
e same time, Morgan Stanley econo- 
ist Daniel Lian was meeting with in- 
estors and portfolio managers across 
long Kong and Singapore. He asked 


boom in Asian markets. And what they 
old him was a little scary. 

While most investors were, as ex- 
ected, bullish on Asia, some of them 
aid that a few ‘macro’ hedge funds, who 


| markets. They had already suc- 
ed in Indonesia, driving down the 
et there by 20 percent within the 
ace of one month, making big profits 
in the bargain. Since April, Indonesia's 
reserves have fallen by $5.4 billion — yet 
the rupiah has lost 14 percent against 
the US dollar this year. 
And now they were looking around 
more victims. In a report to investors 
6 September, Lian said that a handful 
of hedge funds were on the lookout for 
economies with three weaknesses: high 


Asi: 


em what they thought of the current | 


take big bets on currencies and financial | 
assets, had decided to go short on some | 








A debt-led eco- 
nomy, yawning 


trade deficit and 


| ital goods hasn't slowed — instead it has 


an overvalued 
rupee. Will 
global hedge 
funds sell 
Indian equities? 


fuel subsidies, poor fiscal balances and 
deteriorating macro-fundamentals. 
Says Lian: “They believe the Indian mar- 
ket could be vulnerable in the short 
term.” He adds that other markets 
which have been singled out include 
Malaysia, the Philippines and China. 
There are at least some investors 
who are willing to bet serious money 
that Chidambaram is wrong. The mar- 
kets may be booming, and even the 


‘fundamentals’ may be strong. The | 


question is, will they continue to be so? 
But 2005 isn't like 1997, when ‘macro’ 
hedge funds owned by the likes of 
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George Soros and Julian Robertson cre- 
ated havoc across the region. Back then, 
Asian economies were vulnerable be- 
cause of their tiny foreign exchange re- 
serves. Today, with India's over $145 bil- 
lion reserves, even the most aggressive 
ofhedge funds would think twice about 
taking bets against it. (Indonesia, in 
contrast, has reserves of $32 bil- 
~> lion; China has a whopping $ 740 
billion). Lian says that “...their [the 
- hedge funds’] ‘muscle is tiny rela- 
tive to the real money [non-hedge fund 
money], which is still aggressively long 
Asian markets.” However, that is not to 
say that the pessimism about the health 
of India’s fundamentals is unfounded. 

Since the second half of last year, the 
main driver of growth in industrial pro- 
duction has been consumer goods, es- 
pecially consumer durables. Chetan 
Ahya, an economist with Morgan Stan- 
ley points out that in incremental terms, 
over the last six months, about half of 
the industrial growth in India was due to 
consumption; just about 16 percent due 
to capital goods. 

According to the RBI, about 43 per- 
cent of the growth in the Index of Indus- 
trial Production (IIP) in 2004-05 was due 
to consumer goods, as compared with 
31 percent in 2003-04. Though, on the 
bright side, the growth in output of cap- 


accelerated by a bit over one percentage 
point to 14.6 percent in the April-June 
quarter this fiscal year as compared with 
the corresponding period last fiscal. 

In July, HIP growth slowed to 6.7 per- 
cent from 11.7 percent in June 2005. 
Ahya believes that industrial growth 
may have already reached its peak. 

Why should growth driven by con- 
sumer goods cause pessimism? Ahya 
argues that most ofthe demand for con- 
sumer goods is being driven by low-in- 
terest borrowing. That pace of borrow- 
ing is not sustainable, says Ahya, given 
that "household debt is significantly 
above fairlevels supported by India's per 
capita income and government debt to 
GDP ratio isat an all time high of 80 per 
cent." According to the RBI, household 
borrowing in 2004-05 saw a jump of 42 
per cent over the previous year to 
Rs 292,173 crore. 

That leaves them less room to ex- 
pand consumption in the future at the 
same pace by taking more debt. Sooner 
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Ácquiring human 
capifal made easy 


[ Just visit our campus. ] ———— 





Sri Balaji Society, a prominent name for Quality Education, runs four 
professionally managed, fast growing, multi disciplined Management Education 
Institutions in Pune. These institutions are fully geared and well equipped to train 
and present managers who are 'go-getters' in their respective areas. Good 
communication skills, discipline, willingness to serve in any part of the country and 
positive attitude are the inbuilt qualities in each of our student managers. 





Indian Institute of Modern Management (IIMM) (www.iimmpune.com) 

Rated as A+ by Business India (Oct.'04); Ranked among the top 20 best B-schools in India by Outlook (Sep. ‘05); 8" among the institutes in less 

than 10 years of existence by Business World (Sept.'04) and more by many other publications agencies. 

IIMM Programmes | Post Graduate Diploma in Management (PGDM) Autonomous, Dual Specialisation 
Specialisations Offered - Marketing, Finance, Operations, Banking & Insurance, PM & HRD and Systems. IT is common to all. 

Indian Centre for Telecom and Management (ICTM) (www.ictmpune.com) 

Ranked No. 3 among the top Telecom Management Institutes in India. 

ICTM Programmes | Post Graduate Diploma in Management (PGDM) Autonomous, Dual Specialisation 
Specialisations Offered - Marketing, Finance, Operations, Insurance and Systems. IT and Telecom Management are common to all. 

A Indian Centre for International Business (ICIB) (www.icibpune.com) 


Which achieved 100% placements for its first batch itself (Batch 2003-05) 


Post Graduate Diploma in Management (PGDM) Autonomous, Dual Specialisation 
Specialisations Offered - International Business, Marketing, Finance, Insurance, Operations and Systems. IT & IB is common to all. 


ICIB Programmes | 
Indian Centre for Management and HRD (ICMHRD) (www.icmhrdpune.com) 
One amongst top class B-Schools in the country. 


ICMHRD Programmes | Post Graduate Diploma in Management (PGDM) Autonomous, Dual Specialisation 
Specialisations Offered - HR, Marketing, Finance, Operations, Systems. IT is common to all. 


i Campus Placements 2005 - 06 Prof. (Col) A. Balasubramanian 
President, Sri Balaji Society 


Scheduled to commence from 18th December, 2005. 
Please contact our placement cell. 


IMM  :Tel:020-26614709/] 10 E-mail: placements@iimmpune.com 


ICTM : Tel.: 020-26059043/50 E-mail: placements@ictmpune.com Admission process for Management Programmes 
starts in October 2005 


ICIB : Tel.: 020-26612664 | 107 E-mail: placements@icibpune.com 
ICMHRD : Tel.: 020-26832846 /7 E-mail: placements@icmhrdpune.com 


Find your future 
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Tel.: 020-26688591. Fax: 26696671. 
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-svor later that borrowing will hit a 
limit, slowing down the de- 
mand for consumer goods. If 
;' overall industrial production is 
to continue to grow, capital 
goods growth needs to be even 
stronger than it is at present. 
: But why would investors build 
cup new plant and equipment, 
-if they see demand for their 
goods reduce? 
And, as faras the government is con- 
cerned, rising oil subsidies mean that 
government expenditure is also becom- 













government needs to prune expendi- 
ture to meet fiscal discipline targets, as 


ever, the first category to receive theaxe | 


could be public investment. 


There are other risks too — strong | 


- Fil inflows have offset the fact that In- 
-dia's trade deficit is currently at 5.4 per 
: cent of GDP — high by any standards. 
The rupee is overvalued by almost 10 


«percent and many traders reckon it too 
could be due fora correction soon. 
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The rise in US intere 
rates may impact foreig 


the emerging markets 


| 


| omy. The days of huge abundance of 
ing over-stretched. In fact, given that the | 





Further, India is vulnerable to 
changes in the rest of the global econ- 


global liquidity in emerging markets 
may be over. Recently, the US Federal | 
Reserve raised interest rates for the Lith | 
time in succession. This may signifi- 
cantly affect foreign borrowing by In- 
dian companies — the foreign borrow- 
ing accounted for 23 per cent of the total 
funds available to Indian companies in 
2004-05. The IMF estimates that for | 
every 2.75 percentage point rise in US | 
interest rates, interest rates foremerging | 
market borrowers rise by one percent- | 
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age point. As Morris Goldstein, 
in a recent paper for the Insti- 
tute of International Econom- 
ics says: "...[W]hen US short- 
term interest rates go up, 
rivate capital flows to emerg- 
ing economies typically go 
down, and the interest rate 
spread on emerging-market 
bonds rises.” Investor senti- 
ment towards emerging mar- 
kets is closely tied to how developed 
economies perform. Low US interest 
rates allow institutions like hedge funds 
to borrow in cheap dollars (or yen) and 
invest them in emerging markets. 
Higher rates can force them to withdraw 
their money from these markets. 

India is actually less vulnerable than 
many other emerging markets to such 
downturns on a range of measures (ex- 
cept in the case of government debt), as 
Goldstein points out. But one needs to 
remember the lessons from the Asian fi- 
nancial crisis: panic tends to hit both 
weak and healthy economiesalike. W 
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The best things in life are free. 
They also come to the best. 


| | Welingkar announces 
| Protsahan - Scholarships for bright minds. 





You've always believed you have it in you. Well, here's your 
| chance to prove it. Welingkar announces Protsahan - 
| Scholarships for bright minds. A scholarship designed to 

reward the creme de la crème of management minds from 

| all over the country. It is available to students applying for 
our Post Graduate Diploma in Business Management 
(PGDBM), Post Graduate Program in e-Business (PGPe-B), 
Post Graduate Diploma in Business Management- Retail 
(PGDBM - Retail) and Post Graduate Diploma in Business 
Administration (PGDBA). The scholarship selects the best 
minds through Welingkar's rigorous selection process 
(entrance test - CAT Nov. 2005, group discussion, 





personal interview, psychometric test); and then rewards 
the top five students with a fully paid sponsorship for the 
entire duration of the program - in other words, a 100% 
| tuition waiver. The next five students in the list will be 





k ; NUS aS PNY ae E awarded free laptops from Welingkar. What's more the š P 
"B SNP AUR OE EM 
DO RECON i next five students will have their foreign internships Wi E. | 


sponsored. So, go on and apply. It's your chance 
prove yourself. — "T da 
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Is the Left 


The Left has been opposed to FDI 
in retailing. But why is it ignoring 
the Chinese experience? 


ANJULI BHARGAVA & M. ANAND 


THERE has been a lot of noise surround- 
ing the issue of foreign direct investment | 
(FDI) in retailing. But the arguments of 
those opposing the move and those sup- 
porting it are yet to be fully presented co- 
herently. Businessworld kicks off the first. | 
in a series of stories that seek to present a 
lively and meaningful debate reflecting | 
the hopes and concerns of both sides. 


NDIN'S Left parties have fiercely 

opposed any move to allow foreign 

direct investments (FDI) in retail- 

ing. For long, they have contended 

that foreign players will swamp | 
theIndian market, wipe out small retail- 
ers and put millions of jobs in jeopardy. | 
They have argued that giant global | 
retailers will squeeze suppliers. The 
global retailers will eventually harm 
consumers by encouraging skewed 
urban development, the Left says. 
Recently, it summarised these argu- 
ments in a seven-page 
note. Some — and cer- 
tainly not all — of the ar- 
guments are meaningful. 
They merit consideration 
and debate. 

However, the Left note 
is incomplete on three 
counts. First, ithas chosen 
to look at the retailing 
business in isolation, ig- 
noring the larger ramifica- 
tions on foreign trade and, 
more importantly, India's 
export competitiveness. 


Prakash Karat, general 
secretary, CPI(M) 


PREM SINGH 


between large global retailers and large 
Indian retailers, supposing the latter to 
be a nobler breed. That may not be true. 
When Indian retailers become large 
enough, they may usher in the same ‘ills’ 
that the Left fears the global retailers will 


bring. Third, the Left has chosen to be | 


blind to the experience of Communist- 
controlled China. Thirty-five of the 
world's 50 largest retailers are already 
present in China. Evidence available so 
far suggests that the Middle Kingdom 
has gained more from the entry of 
global retailers than it has lost from it. 


We will come to that later after we first | 


present the Left's argument. 


Impact on employment 


India's retail trade employs four crore 
people and is the main source of in- 
come for over 18 million non-agricul- 
tural small and family enterprises. Mil- 












Adverse 
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impact on employment 


THOUSANDS of small retailers will be forced 
to shut shop, leading to large-scale dis- 
placement of labour. 


Predatory pricing 


GLOBAL chains, it believes, will squeeze 
suppliers more, rather than deliver genuine 
supply chain improvements. 


Urban development 


PROLIFERATION of large stores will alter the 
Indian model of urban development. 


lions of unemployed people see retail 
(read: kirana shops) as the easiest busi- 
ness to start. To that extent, the Left note 
argues, retailing is an informal social se- 
curity net for the unemployed. "The en- 
try of global retailers will lead to large- 
scale displacement of labour and 


| Second, the Left is making distinction | closure of kirana shops. The situation is 


already bad, as 98 per cent of the unor- 
ganised sector in retail is a form of dis- 
guised unemployment," argues Nilot- 
pal Basu, CPI(M) Rajya Sabha member. 

To make the point, the Left has com- 
pared the average revenue of an Indian 
employed in retailing with that of a Wal- 
Mart (the world's largest retailer) em- 
ployee. India's Rs 312,180-crore retail 
trade employs four crore people — the 
revenue per employee is Rs 78,045. On 
the other hand, the Rs 244,804.95-crore 
Wal-Mart International (excluding the 
US) employs only 330,000 — the rev- 
enue per employee is Rs 7,418,332. "The 
annual turnover per employee of Wal- 
Mart International is nearly 95 times 
that of the employee in the Indian retail 
sector. This gives a rough estimate of the 
extent of the job loss that can be caused 
by the entry of such multinational retail 
chains," the note concludes. 











right? 


However, the assumptions underly- 
ing that grim forecast can be chal- 
lenged. While job losses are inevitable, 
so is job creation. Globally, growth of 
organised retailing has stimulated con- 
sumption. The greater production 
needed to meet the demand will create 
jobs. One could also argue that while 
most job losses will be in the cities 
(where foreign retailers will open 
stores), a lot ofthe job creation will oc- 
cur in small towns and villages (where 
the retailers will source their farm and 
other merchandise from). Global retail- 
ers may move jobs from the cities to the 
villages. That's not so bad. Moreover, 
global retailers will themselves hire by 
the thousands. But the Left is not pre- 
pared to accept this possibility. 

If the Left's fear of large-scale unem- 
ploymentis indeed true, it needs to start 
lobbying against large Indian retailers as 
well. Powerful business houses like the 
Tatas, Anil Dhirubhai Ambani Enter- 
prises and the Goenkas have huge am- 
bitions in this sector. Already, large hy- 
permarkets like Spencers (formerly 
Giant), Big Bazaar and supermarket 
chains like FoodWorld are growing by 
the day. Won't they displace jobs and kill 
kiranas? "Large format retail will lead to 
job losses (but it will also create jobs by 
increasing consumption)," says Kishore 
Biyani, managing director of Pantaloon, 
andaleading opponent of FDI. 


Predatory pricing 


The Left note argues that if global retail- 
ers offer lower prices to consumers, it 
will not come from 'supply chain effi- 
ciencies' but by virtue of their power to 
'squeeze' producers. However, huge in- 
efficiencies do exist in the Indian supply 
chain. The entry of organised retailers 
and distributors (both foreign and local) 
will remove many of those inefficiencies 
and lead to enormous cost savings. But 
the question is to whom will these sav- 
ings go? Will it go to the farmer/pro- 
ducer or the retailer/distributor or the 





| farmers in Hosakote and Ko- 


consumer? The Left fears that global re- 
tailers, by virtue of their size and pur- 
chasing power, will take away a lion's 
share of those savings. 

However, there is some evidence to 
show that farmers will also benefit. A re- 
cent study by two IIM Bangalore profes- 
sors shows that efforts by 
corporates like ITC and glo- 
bal cash & carry chain Metro 
demonstrate the benefit of a 
modern distribution system. 
The professors, S. Raghu- 
nath and D. Ashok, studied 
tomato and cauliflower 


lar in Karnataka, and whole- 
salers and retailers in the 
Kalasipalayam vegetable 
market, Binny market and 
the APMC yard in Yashwant- 
pur, Bangalore. They found 


NAMAS BHOJANI 


that modern distribution systems in- | 


creased the farmers realisation by 22 


per cent and brought down the price to | 


consumers by 11 per cent. 


Large retailers have built their busi- | 


nesses by making their suppliers more 
efficient. But often, they have also been 
accused of squeezing suppliers, and 
sometimes even killing them. That 
may happen in India if adequate checks 
to prevent monopolies are not put 
in place. 


The China Experience 


The Left's stand in India is a stark con- | 


trast from the approach that Commu- 
nist China has taken. China first opened 
up in 1992 when it allowed global chains 
to form joint ventures with local compa- 
nies and allowed them to start opera- 
tions in a few cities and special zones. 
The foreign company could not own 
more than 49 per cent equity in the joint 
venture. It also placed restrictions on 
the total number of such joint ventures 
in each city. Since then, as the industry 
evolved, China has gradually disman- 
tled many of those restrictions. Today, 
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The retail 
experience in China 


Bi Almost every major global 
retailer is present in China, 
which now allows 100% FDI 
in retail. But together, they 
control only 5-8 per cent of 
the market. Also, domestic 
retailers are growing faster 
than foreign chains. 


iW 10% of China's exports to 
the US are to Wal-Mart. 


B Metro buys $2 billion 
worth of goods 
from China. It 
exports more 
from China than 
it sells there. 


B China's farm 
sector has bene- 
fitted from the 
sourcing opera- 
tions of global 
retailers. 





















John Menzer, CEO, 
Wal-Mart International 


100 per cent FDI is al- 
lowed in China. 

Organised retail now accounts for 
20 per cent of trade in China, and global 
chains control only 5-8 per cent. There 
have been no large-scale job losses. Re- 
tail still accounts for about 6 per cent of 
employment there (almost the same as 
India.) More importantly, the number of 
domestic retail outlets has increased by 
32.35 per cent, while foreign-funded 
ones grew by 21 per cent. 

There is another, more compelling 
angle to China's FDI experience. As the 
global chains were setting up stores 
across China, they also discovered its 
potential as a local sourcing base for 
their global operations. Wal-Mart, 
which had a 'Buy American' theme till 
the 1990s, sourced $15 billion worth of 
goods from China last year. Metro was 
sourcing about $45 million-$50 million 
from China till it opened outlets there. 
Now it buys $2 billion worth of goods 
from China for its global operations. "It 
is quite possible that something similar 
could happen in India too," says Harsh 
Bahadur, managing director, Metro 
Cash & Carry. But the Left note has cho- 
sen to ignore these spin-off benefits. Bi 
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of time? 


The bidding process 
for airport privatisation 
is finally underway 


IN THE RUNNING 


even as a parliamen- 
tary committee argues 
it is a futile exercise 


Delhi | 
Foreign partners In consortium with 
.. Aeropuertos Services Auxiliaire Reliance Airport Developers (Anil Ambani Group) 
|. Fraport GMR group : 
Macquarie Bank & Aeroports de Paris Sterlite Group 
TAV Investment of Turkey Pan India Paryatan (Essel Group) 
. Munich Airport DS Construction 
— Mumbai 


Airports Co. of South Africa 
——— RENE 


ANJULI BHARGAVA 


T'S a waste of time," says Rajya 
Sabha member Nilotpal Basu, a 
man clearly not used to mincing 
his words. It has taken more than 
seven years and countless hours 
of work, yet the Ministry of Civil Avia- 
tion's attempt to restructure and priva- 
tise the Delhi and Mumbai airports has 
still not seen the light of day. Basu, who 
chairs the parliamentary committee on 
civil aviation, is convinced that the en- 
tire effort is too little, too late, and wont 
endup solving even half the problem. 
But as Basu and his colleagues gath- 
ered their findings, the bidding process 
of the now snail-paced privatisation ex- 
ercise finally got underway last week af- 





Foreign partners 


ter some initial glitches (two fairly | 


strong consortiums pulled out at last 
minute). Six consortiums have put in 
their bids for Mumbai, and five for Delhi 
(see 'In The Running?. Although civil 
aviation minister Praful Patel failed to 
keep his earlier self-imposed deadline 
of June 2004, this time, officials say the 
December 2005 deadline will be met. 
However, many believe the main 
problem will not be resolved even ifthe 
deadline is met. This is particularly true 
for Mumbai and, to a lesser extent, for 
Delhi. The critics’ main point is that the 
investment plan for modernisation and 
restructuring  Mumbai's airports 
stretches till as far as 2019. But as per 
present traffic estimates (official num- 
bers expect the traffic to climb to 52 mil- 
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lion in 2024 from last year's 14 million), 
and the fact that a new runway cannot 
be built at the existing Mumbai airport, 
the airport faces severe saturation even 
before the investment plan is over. “We 
fail to understand how an investment of 
Rs 5,825 crore can be justified when the 
existing capacity constraints would not 
permit capacity addition. The airport 
will be choked even before the invest- 
ments are over. This is like pouring 
money down the drain," says an incred- 
ulous Basu. He argues that even the 
Delhi airport cannot be converted into a 
world-class facility, given the kind of 
constraints it has. "The scope of mod- 
ernisation is severely limited by its old 
design. Remember, this is a 50-year old 
facility," he adds. 


SANJAY SAKARIA 









The Goddess 
brings joy to all. 

No reason why you 

should be left out. 


With Durga Puja closing in, ABP is ready to 
set the pace for all the festive excitement. With 
an enormous basket of publications that 
includes dailies, Puja annuals, supplements and 
events. Apart from the all-time favourite Puja 
annuals, there are a number of immensely 
popular events under the ABP umbrella. And 
these present great opportunities for your brand 
in this festive market. What's more, this entire 
festive movement starts just at the peak of the 


4 
shopping frenzy and carries on for two months. 
Including the five days of explosive revelry! 
Offer the ABP basket to your media plan. Thereafter, be blessed 
with some truly heavenly benefits for your brand. 
* 


Puja 
D. Annuals 


For further information: Kolkata 033 22378000/4880 Chennai 044 28131278/279/286 Delhi 011 23702170-79 Mumbai 022 23962601-08 
< 1 "Ana REEAAINTIOND MEEOE20£ Liudarahad NAN 23317147 Ahmedabad 079 26569905. 
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Many agree with the basic 
point made by the parliamen- 
tary committee on aviation. In 
fact, some argue that the airport 
will be choked much earlier than 
the government or the commit- 
tee anticipates. R.K. Singh, who 
heads the ATC guild, agrees: “At 
the rate traffic is growing, the 
Mumbai airport could be satu- 
rated even after changes are 
made in five years time.” He 
doesn't see how the airport can 
handle, say, 45-50 movements 
per hour (as against the current 
25-30 movements per hour) as is 
envisaged, even if the ground in- 
frastructure and other changes 
are made. Sources at the Airports 
Authority of India (AAI) point 
out that these two airports — 
Delhi and Mumbai — were de- 
signed so many years ago that 
this kind of traffic growth was 
never imagined. “Therefore, 
they have some inherent lacu- 
nae which cannot be bridged,” 
says one official. 


While the aviation ministry and | asked the state government to acquire | 


other lobbies favouring privatisation 
agree with some of the traffic capacity is- 
sues, they are quick to point out that nei- 
ther Basu nor anyone else has been able 
to come up with any viable alternative. 
“What is the choice? Just hang up our 
boots and do nothing? You tell me how 
long a greenfield airport can take? Can 
we afford that long?” asks a senior avia- 
tion ministry source. “The parliamen- 
tary committee has suggested setting up 
a greenfield airport. You think we have 
not looked at that?” And with the dead- 
line of the 2010 Commonwealth games 
looming, any further delay could prove 
costlier than ever. 

Apparently, Mumbai’s land con- 
straints are the reason there are not 
many greenfield sites in the city. One al- 
ternative is expansion of Juhu airport, 
but that would have to be seawards and, 
therefore, environmental and cost is- 
sues need to be studied. The second op- 
tion which the state government has 
been pushing is setting up a brand new 
facility at Navi Mumbai. But according 
to government sources, with the exist- 
ing land that is available at Navi Mum- 
bai, the airport would again have only 
one runway. The Centre has, therefore, 








Nilotpal Basu, who chairs the committee on aviation, 
sees the whole process as an exercise in futility 


more land so that two runways can be 
built. This may be the eventual solution. 
Says Kapil Kaul, chief executive (India 
and Middle East), Centre for Asia Pacific 
Aviation, a specialist consultancy group: 
"The existing facility could either be 
converted into a domestic airport or 
even a low-cost facility." Kaul feels there 
is no way but to go ahead with the pre- 
sent privatisation exercise, even if it 
doesn't fully resolve the problem. “The 


track record with greenfield ventures in | 


India hasn't exactly been encouraging. 
In that kind of time, even the govern- 
ment may change," he points out. 
Meanwhile, until greenfield facilities 
come up, AAI should handle the re- 


quired upgradations and raise the | 
money required, suggests the parlia- | 


mentary committee. Says Basu: "If you 
look at AAI's bottomline, you will see 
that it can easily raise the money. They 
have reserves in excess of Rs 2,000 crore 
and make profits every year." 

Leaving things in the hands of AAI 
and waiting for the new facility to come 
up either in Mumbai or Delhi is clearly 
not an option. Says says a source, for- 
merly with AAI: "If one looks at the state 
of the two main airports, we have not 
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one to thank for it but AAI. How 
can anything further be en- 
trusted to them? Also, don't for- 
get that if AAI handles it, it will 
still be public money — whether 
it raises it in the market or what- 
ever. At least with a private 
player, itis not public money.” 

Also, the point the lobbies 
favouring privatisation are mak- 
ing is not whether AAI can raise 
the money or not, but whether 
one wants to be saddled with the 
rubbish that it will provide with 
that money. They argue that 
whatever is done — restructure 
old airports or build greenfield 
airports — must be done with- 
out the expertise of the ministry 
of civil aviation and AAI. Says an 
airline operator: “We have 
enough evidence of how things 
will be run if the government is 
involved in this again.” 

The lobbies in favour of pri- 
vatisation further argue that this 
entire report is nothing but a 
bogey to stall privatisation. Ac- 
| cording to sources, a closer look at the 
| report will show what the main aim of 
the exercise is — to stall the process. For 
instance, the report points to certain 
global standards to be achieved in run- 
ning a world-class facility and even ar- 
| gues that the AAI has already achieved 
that target with the present investment. 
“Anyone who has travelled even as far as 
Sri Lanka will tell you this is hogwash," 
says one aviation industry source. That 
Indias two main metro airports are 
rapidly hitting the bottom of the pit as 
| far as standards are concerned is a fact 
| few will deny. 

The report argues that "the govern- 
ment can mobilise the required funds. 
This will ensure not only that the man- 
agement control ofthe proposed opera- 
tors is in the hands of Indian nationals, 
but will also result in protecting the 
safety, security and sovereignty of the 
country." So, while the Left and lobbies 
opposing the airport privatisation ini- 
tiative may have a point, and with air- 
port employees opposing privatisation 
tooth and nail (they have called a strike 
on 29 September) — it is not enough to 
merit a relook. m 
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Some regard him as 
ONGC’s saviour. 
Others say he has 
failed to deliver. Just 
what is Subir Raha’s 
real achievement? 


FEROZ AHMED 





Eis atthe helm of India’s largest 

company. His admirers see him 

as the man who saved ONGC 

from going under after it lost its 

monopoly on exploration and 
production (E&P). They say he has put 
the company on the global map and 
brought it the largest market capitalisa- 
tion on the Indian bourses. He thinks 
big, talks tough, and takes on his bosses, 
subordinates, vendors and detractors 
with equal irreverence. 

His critics consider him a destiny’s 
child. They say that ONGC's numbers 
soared under his charge because he was 
at the right place at the right time. They 
point out that under him, ONGC has 
had nosuccess in E&P In fact, India's de- | 
pendence on expensive oil imports has 
gone up from 70 per cent to 85 per cent | 
in the current decade. 

But whatever be his eventual legacy, | 
nobody can take Subir Raha lightly. 

At ONGC's AGM on 21 September, 
chairman and managing director Raha 
addressed one ofthe sharpest criticisms 
levelled at him — the company’s dismal 
E&P record under his charge. “In the | 
next 18 months, one field in eastern off- | 
shore and two fields in western offshore 
will go into production. Your company 
is targeting to deliver India’s first deep- 
water gas in April 2006,” he said. His de- 
tractors, however, quickly point out that | 
ONGC is yet to report any ‘real’ find. A | 
‘real’ find, they say, is one where the op- | 
erator is actually able to draw oil orgas. | 
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“If the state refuses or withdraws protection, the choicggsreither to dis 


solve the company and carry out the purpose through a department, or 


let the company run as an enterprise. 


In fact, the deepwater gas find Raha 
talked about has run into trouble. ONGC 
has informed the directorate general of 


| hydrocarbons (DGH) that it has tem- 


porarily suspended work on the well in 
the Krishna-Godavari exploration block. 
The rig that was drilling the well got dis- 
lodged. While trying to reposition it, a 
blade and pipe fell into the well, say 
DGH sources. The well promised to end 
ONGC’ five-year exploration drought at 
blocks allocated under the New Explo- 


ration Licensing Policy (NELP). The 13 | 


wells where drilling has been completed 
have turned out to be dry. Three other 
wells are being drilled — two in K-G 
basin and one in West Bengal offshore. 
Raha has also had something to 


cheer about in the last week. On July 27, | 


the Prime Minister's Office (PMO) over- 
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Subiy Raha, Chairman, ONGC 


rode repeated objections from the min- 
istry of petroleum and natural gas and 
allowed ONGC to participate in a 
Rs 25,000-crore Special Economic Zone 
(SEZ) project along with the Karnataka 
government. The ministry finally gave 
its nod last week. The project is one of 
the key planks of Raha’s strategic vision 
of de-risking ONGC's business and his 
dream of making ONGC a $50-billion 
conglomerate in five years. 

Raha has taken ONGC a long way 
since taking charge in May 2001. At that 
time, management consultants McKin- 
sey had predicted that the company 
would head for the sick bay in 3-5 years. 


| They had said the inefficient monopoly 


wouldnt be able to survive the competi- 
tion NELP was going to bring in. 
Providence came of help. First, the 
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mproving exploration and 
production performance 
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administered pricing mechanism was 
abolished in 2002. Then, in 2003, George 
W. Bush invaded Iraq, fuelling an oil 
: price rise that has continued unabated 
now. Crude oil prices almost trebled 


enues and profits doubled between 
ened while the company's crude pro- 


million tonnes to 22.97 million tonnes. 

... The windfall has left a large stash of 
cash in ONGC’s pocket, even after pay- 
g dividends of Rs 13,400 crore over the 
t three years. "Luck does play a role," 
concedes Raha. But he dismisses the 
riticism over lack of success in explo- 
ration. “In the last six months, we have 
:had success in one of the two drilled 
ells. That is as good a success rate as 
iybody has internationally,” he says. 

| Even while he acknowledges the 
and of luck, Raha maintains that he 





minds that its production had actually 
fallen from 32 million tonnes per an- 
num (mtpa) in the mid-1990s to 24 | 
tpa when he took over. He has man- 
"aged not only to stem the 7-8 per cent | 
natural decline in production from the 































this period. Aided by this, ONGC’s | 
2001-02 and 2004-05. And that hap- | 


duction actually declined — from 24.02 | 








has done his bit to revive ONGC. He re- | 





ageing fields, but has even pulled pro- | 








Oil’s well 


Revenues and profits have soared, but not output 


REVENUE 
2001-2002 P> 


2003-2004 P> 


Revenues and profits in Rs crore, production (of oil and oil equivalent) in million tonnes 


32,927 > 


duction back to 26 mtpa. 

He has tried to address ONGC's ob- 
solescence in equipment and technol- 
ogy by engaging global E&P consulting 
and equipment firms like Halliburton, 
Schlumberger and Baker Hughes as 
consultants. While doing so, Raha has 
tried to beat the tender-based system, 
which favours the cheapest and not the 
best. He has started getting proprietary 
technologies from the global firms 
through nominations. "People have to 
understand that what they save through 
tendering is lost in downtime," says 
Raha. ONGC has also started farming 
out exploration work to global majors as 
nominees, a move that has won some 
grudging admiration from the critics. 

The other blemish on Rahas record 
is stagnant production. Redevelopment 
has raised the recovery rate at Mumbai 
High from 28 per cent to 32 per cent. 
Raha now wants it at 40 per cent. 

Still, ONGC has not agreed with the 
government on the production target 
for 2005-06. The government wants 
ONGC to deliver more than 30 million 
tonnes of oil and gas. But ONGC is not 
willing to commit more than 27 million 
tonnes, arguing that overexploitation 
may damage the aging reservoirs. 

Anyways, after the damage to a 
Mumbai High platform by the fire on 27 
July, this year's output is likely to be less 
than last years. ONGC has been able to 
revive 70 per cent ofthe production, but 
the remaining 30 per cent will take time. 

Raha and his team dispute the alle- 
gation that the falling output is the result 
of a lack of focus on E&P. R.S. Sharma, 
director (finance), says that a dramatic 
| surge in production can occur only if 
new fields are discovered. "If I dont get 
enough discoveries, I have to worry how 
the company will survive 10 years later. 


BUSINESSWORLD 48 3 OCTOBER 2005 





NET PROFIT PRODUCTION ` 





So, without losing focus on upstream, 
we're looking at downstream,” he says. 

Sharma reels off numbers to show 
that ONGC has, in fact, spent more on 
exploration in recent years. "Our explo- 
ration budget for 2005-06 is Rs 4,000 
crore. ... Three years ago, it was merely 
Rs 1,600 crore. We used to spend 25 per 
cent of the capital expenditure on ex- 
ploration. We've now raised it to 35-40 
per cent. The survey budget was about 
Rs 800 crore three years back; this year 
it's Rs 2,000 crore," he says. 

The higher allocations are also rais- 
ing costs. According to Sharma, the 
'finding cost' in 2002 was $1.4 a barrel 
and the 'lifting cost' was $3. Now, they 


| areat $1.5 and $4, respectively. But an 


increased production today, even at a 
higher cost, would improve profit mar- 
gins because ofthe high prices. 

Sharma would rather fight on other 
fronts. ONGC' subsidy burden is prov- 
ingto be a dragon its financials. Despite 
the higher average price of oil, ONGC 
may end this year with hardly any 
growth in revenues and profits, as the 
subsidy burden may rise from Rs 4,100 
crore last year to Rs 12,500 crore this year. 
On the positive side, ONGC will gain Rs 
1,100 crore from the higher gas prices, 
which have improved by a fifth this year. 
ONGC would like the government to 
take the subsidy in the form of higher 
dividend or cess, leaving the topline and 
bottomline untouched. The petroleum 
ministry has agreed to this, but the fi- 
nance ministry is yet to take a view on it. 

Overall, it's clear that Raha has 
steered ONGC broadly in the right di- 
rection. But his legacy will remain 
flawed if he fails to deliver adequately on 
the core charter of increasing produc- 
tion. Unless he gets an extension, he has 
only till May 2006 tosetthatright. — B 
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What's 
stopping 
India from 
being on 
top of the 
world? 
Health, 
infra- 
structure, 
politics, 
and 
terrorism, 
Says 
Thomas 
Friedman 


subroto bagchi | 


Towards India 











Version 2.0 


T happened one evening with Tom 
Friedman, the author of The Lexus and 
the Olive Tree and The World is Flat. 
Friedman has been a great advocate of 
India in the US, where his column in The 


| New York Times is widely read. He has strongly 


argued for greater understanding of the forces 
of globalisation, and opening up of the Ameri- 
can mind to a fast changing world reality. 
Friedman is fascinated with the Bangalore 
intellect, though appalled by the city's infra- 
structure. The Bangalore airport is like a Grey- 
hound bus station with a runway attached to it, 
he says. But he is so taken in by how India will 
be the centre-stage of developments in the 


| contextofglobalisation that he allows such dis- 


cussions to be dropped in favour of topics like 
the emergence of IT and the biotech opportu- 
nity. During our meeting, he is obsessed with 
what he calls ‘India Version 2.0’. “Tell me what it 
will be like?" he asks animatedly. 

But I do not want to talk about India 2.0. 
I want his opinion on the barriers to India Ver- 
sion 2.0. Friedman is not prepared for the con- 
versation, and I am not willing to let him off 
the hook. After egging him on, he states what 


| he thinks are serious risks in India's pursuit 
| to become a leading player in the newly flat- 


tened globe: health, infrastructure, politics, and 
international terrorism. 

Why health? Bangalore produces close to 
2,000 tonnes of garbage every day — and half of 
it remains uncollected. In 1990, prior to the IT 
boom, an estimated 100,000 people lived on 
the streets. Today, I do not want to think about 
the numbers because the shock will kill me be- 
fore the germs do. But it is not Bangalore city 
alone; every city in India is choking with filth. 
The national apathy is so pervasive that anyone 
who talks on health issues is seen as an NGO or 
activist. The infrastructure bit is easy to under- 


| stand aswell. Our approach to creation of infra- 
| structure has always been based on con- 


straints, not opportunities. When you begin 
with constraints, you live within its boundaries. 





Instead, when you begin with the opportuni- 
ties, resources follow ideas. 

The third risk Friedman talked about is 
politicians — most of them are enough to take 
us back by a thousand years and leave us there. 
With some of them leading us, we don't need 
the proverbial “foreign hand”. These three risks 
are inherent to India. Only the fourth risk, that 
of international terrorism, is something we 
have no control over. But if one dwells in some 
depth on each of these factors, it becomes clear 
that there is a common thread binding all four 
risks: the historic ability to trivialise everything. 
"Nothing will happen. Nothing may happen. 
Anything can happen." So why worry? 

Unlike anywhere else in the world, in India, 
itis possible to be street-bred and still lead a full 
life; the heat and cold don't kill the vast majority. 
Over centuries, this has given us continuity as a 
civilisation, but has also taken away our sense 
of urgency. So it is OK to under-respond to the 
Mumbai flood — after all, the mighty US gov- 
ernment could not prevent the Katrina disaster. 
So why bother as long as we can somehow get 
back on our feet again? In Bangalore, sewage 
pipes and water pipes coexist — sometimes 
they leak into each other — either cleansing or 
contaminating the other. Itis alright; why worry 
about it when places in Hassan or Hamidpur 
do not even have water? 

This week, I met a young, Harvard-edu- 
cated woman of Indian origin. She spends a lot 
of time travelling in China. She was in Banga- 
lore, ruing that the Chinese are streets ahead of 
us in building infrastructure. Lately, I haven't 
been flogging that dead horse anymore. But 
she also said something else that struck me: 
when she meets the average Chinese, she is 
amazed at the sense of pride in him. The aver- 
age Chinese, she says, feels very proud and 
powerful. It is an unmistakable wave that is 
sweeping the nation. The Chinese are con- 
sumed with a sense of history like never before. 
Ifwe were to be seized by something similar, we 
will first have to stop trivialising everything. Bi 
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congregation of global specialists, industry stalwarts and 
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HE big difference you will notice in our 
list of top 100 B-schools this year is that 
we didn’t rank the top 10. They have 
been listed alphabetically. There were 
two primary reasons for that. First, the 

Vp B-schools in our survey this year formed a 
| very tight bunch in terms of overall scores, 
though they differed widely in terms 
-of individual parameters. Second, three of 
| ourtop 10 — the Indian Institutes of Manage- 
_ ment Ahmedabad, Bangalore and Calcutta — 
| did not provide the data asked for by our 
| survey teams. 
|. Infact, all the IIMs had collectively decided 
i ‘to stay away from all B-school surveys this 
| year. There was ample secondary data avail- 
| ableon the three older IIMs — A, B & C (from 
their websites, press releases, etc.) for us to 
| include them in our survey. However, the Cos- 
| mode teams could not visit their campuses 
| to validate the data, an essential part of our 
survey process. We also couldn't rank the other 
| three IMs in Lucknow, Indore and Kozhikode 
because we didn't have enough data on them. 
| (For more on the Indian Institutes of Manage- 
| ment staying away, see ‘What Are The IIMs Afraid Of?’). There- 
- fore, in the interests of fairness, we decided to carry the top 10 
| asa listing, rather than a ranking. Incidentally, the data of each 












| of the other 97 schools in our survey has been validated by 








| Cosmode, which conducted the survey. 

The big similarity you will notice in our rankings this 
| yearis that the composition of the top 10 remains practically 
| unchanged. The only difference is that the Institute of 
| Rural Management, Anand (IRMA), one of the top schools 

















| last year, could not participate in our survey this year because 





| of its internal problems. That allowed Delhi-based Fore 
| School of Management, which was number 11 in our list 
x : are to enter the top 10. 

dn many ways, 2004-05 was a particularly tumultuous year 


mud 
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In alphabetical order, not by rank 
Fore School of Management, New Delhi 
indian lI Institute of Foreign Trade, New Delhi 
| dian Institute of Management, Ahmedabad NE 
dian Institute of Management, Bangalore S 
Indian Institute of Management, Calcutta 
anagement D Development Institute, Gurgaon 
National Institute of Industrial Engineering, Mumbai 
| P Jain In Institute of Management & Research, Mumbai : 





It was a tumultuous year 
for management institutes 
across the country. 
Prosenjit Datta 


THE TOP 10 


for B-schools. Two of the premier B-schools 
in the country got embroiled in major contro- 
versies. The chairman of IRMA, Dr Verghese. ` 
Kurien, sacked the director of the institute, Profes» © 
sor K. Prathap Reddy. This was followed by a bitter battle 
between Kurien and the members of the IRMA board who 
were backing the director. The entire affair has now degeher- 
ated into a messy court battle over control of the institute 

Meanwhile, the Faculty of Management Studies, Delhi;: 
made headlines over an admission controversy. A faculty 
member allegedly tried to help his son clear the written ens — 
trance exam, with the full knowledge of one of the deans. The `. 
matter finally blew over because the son didn't make the cut- ` 
off despite the help, but not before claiming the scalp of the 
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dean. There were sundry other controversies that dogged the 
lesser known B-schools. 

From the perspective of B-school students though, this 
was an excellent year. Campus placements really took off. 
Salaries — both the highest offered, as well as the median — 
showed a marked rise over last year. And there were more 
jobs on offer. Many of the tier II B-schools could boast of 100 
per cent placement this year. 

High-paying jobs weren't the only reason for cheer. Over 
the past couple of years, there's been a fair amount of soul- 
searching among the prominent B-schools as to whether 
the management courses on offer have kept pace with the 
changing times. This has led to newer courses as well as 
specialisations on offer. Some B-schools have introduced 
courses specifically designed to teach scions of business fam- 
ilies. Others are debating whether it makes sense to make 
work experience mandatory for applying to B-schools. Still 
others are trying to see how the courses can be tailored to 
bring in more industry interface. 

The management courses offered by the IITs have drasti- 
cally increased the options for engineers looking at courses 
that blend technology and management. Before the IITs got 
into the game, NITIE was the only option available for these 
engineers. In fact, drastic changes are taking place in the field 
of management education today. Indian B-schools are exper- 
imenting and innovating like never before, to attract the best 
students as well as the best recruiters to their campuses. 


B-SCHOOLS 2005 


The prominent 
absentees 


ESPITE our efforts to make the survey as inclusive as 

possible, there are a few prominent schools that 
could not be included. The most important one is the 
Indian Business School (ISB), Hyderabad. Because our 
survey is designed to rate the traditional two-year busi- 
ness management course, we haven't been able to in- 
vite ISB to participate in our surveys so far, as it offers 
only a one-year MBA course. We expect to rectify that 
omission by the time of our next survey. 

The six IIMs refused to participate in any B-school 
survey this year. However, we managed to include IIM 
Ahmedabad, Bangalore and Calcutta because of the 
ample secondary data that was available. We could not 
rate the other three IIMs because we couldn't get data 
onall the parameters we sought. At any rate, the other 
three IIMs do not enjoy the same cachet among either 
students or employers as the older IIMs. 

The Jamnalal Bajaj Institute, Mumbai declined to 
participate because it has a 

relatively small permanent 
faculty. Despite its other 
strengths, it felt that it would 
reflect badly in a survey 
which places a fair 
amount ofimportance 
on the strength of an 
institutes 
permanent 
faculty. The In- 
stitute of Rural 
Management did 
not participate this 
year, probably be- 
cause of the strife it 
was going through 
when we were inviting 
institutes. The Faculty 
of Management Studies, 
Delhi, stayed away this year as 
well, despite our best efforts. We 
hope that next year, both insti- 
tutes will be part of our survey. 


















ANTHONY LAWRENCE 
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x< Strengths and Weaknesses: The 





most interesting part of the Cos- 


mode-BW business schools survey | What are the 
- IMs afraid of? 


NE fine day, the director of one of the 
older IIMs sent out a message to the 
media. This year, the six IIMs had 
collectively taken a decision to shun all 
Indian B-school surveys, he said. 
Ostensibly, some of the surveys were too 
subjective for their comfort. Over a 
period of time, other reasons were 
proffered as well. One former faculty 
member of IIM Ahmedabad wrote that 
the IIMs were the crëme de la créme and 
could not be compared with any other 
private B-school. His conclusion was 
that the IIMs didn't need to participate 
in the surveys that were designed torate | 
your average, garden-variety B-schools. — | 
A lofty stand? Or just a sense of | 
insecurity? You decide. 


has always been the insights it 
throws up on the strengths and 
weaknesses of the schools. Two 
schools might have similar overall 
scores, but will differ considerably | 
in their individual parameters. The 
survey examines the institutes in 
terms of five major parameters — 
infrastructure, faculty, admissions 
process, placement record, and net- 
working. The scores ofthe various | 
institutes on these individual para- 
meters show the stark differences | 
between them. (To see the parame- | 
terscores ofall the B-schools, logon | 
to www. businessworldindia.com.) | 

In the top 10, for example, | 
IIM-A, B & Cand Xavier Labour Re- | 
lations Institute, Jamshedpur, boast | 
of the best infrastructure as well as 
the best placement records. MDI 
Gurgaon has a huge permanent fac- 
ulty, and is very aggressive in its net- 
working. Xavier Institute of Management (XIM), Bhuban- 
eswar, scores rather well in both infrastructure and faculty, but 
lags behind in terms of placement and networking. 

The individual parameter scores become particularly in- 
teresting when you look at the schools beyond the top 10. The 
University Business School, Chandigarh, number 15 in the 
overall rankings, has strong scores for faculty, admissions pro- 
cedure and placement, but fails to get a higher overall ranking 


Department of Management Studies, IIT Delhi The rise of the IITs in management training has been a notable 
finding. On current form, they could give the IIMs a run for their money in another five years 








largely because ofits low networking 
score. The Lal Bahadur Shastri Insti- 
tute of Management, Delhi (No 19), 
actually has a higher placement 
score than XIM, Bhubaneshwar, one 
of the top 10 institutes overall. The 
Lal Bahadur Shastri Institute’s scores 
on faculty and_ infrastructure, 
though, show precisely why it was so 
far down in the overall rankings. 

The networking scores are par- 

ticularly interesting because it pro- 
vides an interesting insight into the 
schools that are trying their best 
to build up a higher profile, and also 
the schools which are content to rest 
on their laurels. MDI and IIFT, based 
in Gurgaon and Delhi respectively, 
are the most active on the network- 
ing front. IIM Ahmedabad and 
IIM Calcutta are fairly laidback 
in this respect, perhaps because 
their formidable branding allows 
them to take this attitude. 
Power Shift: There are two interest- 
ing trends that are slowly gathering 
pace, but do not show up in quantitative data just yet. The first 
is the number of schools that are experimenting with their for- 
mats. For instance, the one-year MBA course is slowly gaining 
momentum. Even IIM-A is introducing a one-year course to 
woo the same kind of students who go to the International 
School of Business, Hyderabad, currently. IIM Calcutta al- 
ready has a one-year course tailored for people who want to 
take a break from work and get a management education. 
While these are courses that need 
people to take a break from their 
jobs fora year, the Indian Institute 
of Foreign Trade has introduced a 
one-year course that can be done 
on weekends. 

The second interesting point 
is the rise of the IIT management 
schools. Three of the IITs have 
built up formidable management 
schools. They have several intrin- 
sic advantages and are trying to 
capitalise on them fully. In the 
next couple of years, you can ex- 
pect to see them shove their way 
into the top 10. Five years down 
the line, they could well displace 
the IIMs as the most coveted man- 
agement schools in the country. 

In the stories that form part of 
this special issue, we explore both 
these trends, as well as other is- 
sues of importance in manage- 
ment education, in greater detail. 

Happy reading! | 


AMIT VERMA 
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then new x woidd beckons! 

! The world map has undergone a sea change this last decade. The trend continues and promises to be even 

- unfamiliar. The need to be geared up for tomorrow is more than ever before. 

. Tobe qualified, well informed, with confidence of speech, possess special knowledge in areas that Mau 

| and proficient manpower is the crying need of today. The need to be a step ahead and a step faster an 

| understand the dynamics of change and come out a winner. 

|. At Skyline Business School students ate trained to equip themselves to take on the world and catve out their 
. nichein tomorrow! s iwori. 


| Timese HSBC P ICICI s Jet Airways e LG Electronics e Lufthansa e Woke. come M: 
« Price Waterhouse Coopers. e Select Hotels « Sify ə Singapore Airlines * Sita World Ti 


———————M 


For prospectus & details ple 


Skyline online: visit www.skylinecollege.com rE 









-A,B & C: Private equity companies and hedge funds are Se aso n 
iting graduates from here — the first-time ever in any In- 
dian B-school. 

B ISB: Its graduate receives the highest international offer ($ x” i adt 
FE NO) maderon Pel Bates B-school graduates have never had it 


. coni dou fe campanie returnempty-handed. S0 good. And the trend isn’t restricted 
| Natio, ns 6j ustrial Engineering: Ten interna- s . 

tional placements — the highest 7 : only to the Top 10. Aarti Kothari 

ever at NITIE. Zé 
S.P. Jain Institute of Man- 
agement & Research: Only 50 
. out of 140 students stay for final 
| placements. 































two years, things began to look up on the place- 
ment front in 2003-04. But it's only in 2004-05 
| thatsome peaks have been scaled. Hyderabad- 
T^ based Indian School of Business (ISB) had the 
(d 44 twin honours this year of its graduates receiv- 
ingthe highest international and domestic of- 
fers for an Indian B-school (see 'Hunting 
^ High & Low’). Many may feel this statistic 
doesnt tell the whole story, given that ISB has 
more lateral placements than is the norm. Still, it is 
worth mentioning with many other Indian B-schools 
also preferring students with work experience. 
At IIM-B, the number of overseas recruiters has dou- 
bled in 2005, from sixin 2004. Further, one-third ofthe grad- 











s 
WHAT was all that, again? The most \\ 
lucrative international salary, the 
lighest-ever domestic salary, the largest 
number of international offers, the maxi- 
' mum number of companies to come to a 
B-school campus and return empty- 
_ handed... 

.. By all accounts, 2004-05 has been an excep- 
tional year for Indian B-schools. After a slump of 





Hunting High & Low 





HIGHEST CTC* AVERAGE CTC LOWEST CTC I 
— -- pu = 























indian jobs | international | Indian jobs | Intemational | Indian jobs | International 

: (n Rslakh) jobs (In $) | (n Rs lakh} |. jobs (In $) | (in Rs lakh) jobs (in $) | 
Department of Management Studies, IIT Delhi 125 | - | 61* - 3.8 - 
Faculty of Management Studies 13 | 60,000 8.1 45,000 5.5 N.A. 
Indian Institute of Foreign Trade 95 | 100000 | 537 70,000 45 35,000 
jan Institute of Management, Ahmedabad 145 | 152000 | 79 | 80000 | NA. N.A. 
dian Institute of Management, Bangalore 15 | 120,000 | 825 N.A. 5.2 N.A. 

Indian Institute of Management, Calcutta 16 423500 | 83 | 85000 | NA. NA | 

.| Indian School of Business 21.1 | 181,000 | 10.01 | 100,000 NAA. NA. | 
| | Institute of Management Technology 78 | 100000 | 543 | 100000 | NA. NA. 
| International Management Institute 81 | -| 52 - | NA - 
Management Development Institute " - 83 | - 4.7 - 
x National Institute of Industrial Engineering 12 | 45,000 72 | 41000 5+ 33,000 
S.P. Jain Institute of Management & Research 13.4 ~ | 742* = 5 - 
Shailesh J. Mehta School of Management, IIT Bombay " _ 745 | - 45 - 
Symbiosis Institute of Business Management 95 | 45,000 5.76 45,000 3.5 45,000 
[ Vinod Gupta School of Management, IIT Kharagpur 8 i 51 | = 4 - 
| Xavier Institute of Management, Bhubaneswar 85 | 84000 5.24 84,000 3.5 84,000 
Xavier Labour Relations Institute 12 | 80000 | 74 80000 | 45 | 80,000 











‘CTC: cost to company; average - median Source: B-Schools and coolavenues.com 
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Graduate to the new World : 

: SKYLINE BUSINESS SCHOOL 
14 Home Truths we'dlike to share. 
At Skyline Business School we develop students rei, e 10 score in mind. Business 
management concepts are taught together with such other soft skills as listed below, so as to turn out that 
perfect executive needed by almost every organisation today. Executives who can communicate, 
organise, present, sell, create, initiate, be team players and who add to the isation's bottom line; 


Given below is a performance appraisal of MBA 2003-2005 student, Shweta Madan after her Summer 
Training with LG Electronics. Appraisals such as this one underscores our commitment to our mission, 
“to provide our students with the best professional career prospects”. 






LG Electronics India 
20-A, Shivaji Marg Main, Near Police Station, Moti Nagar, New Delhi - 110 015 


PERFORMANCE APPRAISAL 





Student's Name : Shweta Madan 
Institution : SKYLINE BUSINESS SCHOOL 
Course : M.B.A. (Marketing) 


Rating * 
1. Technical knowledge regarding the industry and the job he/she was involved Good 



















2. Communications skills (a) Oral Excellent 
(b) Written Excellent 
(c) Listening skills Good 
3. Ability to work in a team Excellent 
4. Ability to take initiative Good 
5. Ability to develop a healthy long term relationship with clients Exellent 
6. Ability to relate theoretical learning to the practical training Good 
7. Creativity and ability to innovate with respect to work methods & procedures Excellent 
8. Ability to grasp new ideas and knowledge Excellent 
9. Presentations skills Good 
10. Documentation skills Excellent 
4 11. Sense of Responsibility Good 
š a 12. Acceptability (patience, pleasing manners, the ability to instil trust, etc.) Excellent 
13. His/her ability and willingness to put in hard work Good 
14. In what ways do you consider the student to be valuable to the organisation? 
Consider the student's value in terms of (a) Qualification Good 
(b) Skills and abilities Excellent 
(c) Activities/Roles performed Excellent 


lave, New Delhi - 110016. — 
Tel./Mobile:2686 4848, 2686 6968, 2652 4399 / 9810005021 / 9810877385 











xÇ uating class in the top three 



























IIMs (Ahmedabad, Banga- 
lore and Calcutta) have been 
placed overseas — with 82, 
53 and 59 international of- 
fers, respectively. These in- 
stitutes also attracted inter- 
tional private equity and bagged by students at IIM 
; salary: over $100,000 p.a. 

al Atlantic Partners, Gart- 
Jre, Sun Group and Arch- 
s Capital; this category of 
Tecruiters was previously 
issing in Indian B-schools. 
Abbas Ali  Gabbula 
ned S.P Jain Institute of 
Management & Research 
(SPIHIMR) in 2001. Since 
n, he has been overseeing 
lacement process. “Ear- 
lade 5-7 calls per re- 
er to chase them. Last 
ar, the situation got re- | 
rsed. Now, Ihave compa- | 
s like Lehman Brothers | 
„and Indian Oil Company 

. calling me.” Only 50 out of | 
| 140 students sat for final 





comfortable margin. 


The rat race is on 


LACEMENT is months away, but some lucky rats 
have already crossed the finish line. Ten interna- 
tional PPOs (pre-placement offers) have been 


But the toast of the town right now is Gaurav 
Agarwal, a second-year student who has got the ‘high- 
est-ever offer' of £105,000 p.a. That's $193,000, or Rs 84 
lakh, and beats the previous years IM headline salary 
of $152,000 (IIM-AS Ravi Singhvi, HSBC London) by a 


Agarwal has an electrical engineering degree from 
IIT Kanpur, and a Masters degree from the University 
of California at Berkeley, which is quite an unusual 
profile. Similarly, Singhvi was a qualified CA with work 
experience in three different firms. These are the stu- 
dents with the X factor — not representative of the 
average prospects even at an IIM. 

But the media, always in need of new stars, could- 
nt care less. I'm guessing the big story this placement 
season is going to be the first 'crorepati' from an IIM. 
Anda million more ummeeds will be born. 


| Companies are now visiting 
more B-schools for hiring than 
in the past. This has made the 
final placements a battlefield 
for recruiters seeking the best 
students. Yet, a simpler way 
outis to catch them early in the 
summers. If they're satisfied 
with a student's work, they 
make him a pre-placement of- 
fer (See ‘The Rat Race Is On’). 
And this number has been ris- 
ing. Fifty-nine (out of 140) fi- 
nal-year students at S.P Jain 
got pre-placement offers 
(PPOs) in December last year. 


| 
i 
I 
i 
H 
I 
| 
Bangalore. The average | 
I 
| 
| 
| 
i 
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of summer placements get 
converted into PPOs. At the 
Xavier Labour Relations Insti- 
tute, Jamshedpur, which had 
increased its batch strength to 
120 (from 60 last year), 30 PPOs 
were made after the summers. 

Further, B-school students 


standing compensation pack- 


RASHMI BANGAL ages. CTC is a post-2000 phe- 








. placements. The remaining 


l 
i 
1 
i 
l 
| havesmartened up in under- 
i 
i 
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nomenon. Two years back, 
























| had other options. Schools 

| like SP Jain and NITIE, which 
| followed the one-offer-per-student rule, switched to a system 
E last year wherein a student goes for as many offers as he can 
| get. They changed the system because of the bumper offers 
| students were receiving. The IIMs already have such a system 
lace but then, they can afford to even in the lean seasons. 

.... What also makes the 2004-05 placement season excep- 
E tional i is that the feel-good factor has trickled down to even the 
E second and third rung schools. "The previous two years were 
| bad from the recruiter and the salary points of view. But this 
. year, we finished placements in two days, compared with a 
| month last year. We had to even turn down some companies as 
_ there were no students available,” says C.S. Venkata Ratnam, 
director, International Institute of Management (IMD), Delhi. 
While IMT's placement head, M.M. Anand, is thrilled that 
| CitiFinancials took 12 students as management trainees this 
| year as against two last year, he is worried about the expecta- 
tion next year. Another example is the Lal Bahadur Shastri In- 
| stitute of Management. The 2003-2005 batch received 141 of- 
| fers with the average salary (CTC) rising to Rs 5.1 lakh per 
| annum, as compared with Rs 4.8 lakh the previous year. The 
_ highest pay packet of Rs 8.2 lakh was offered by Power Finance 
. Corporation. In fact, the average salary in the last five years has 
| increased by almost 75 per cent while the maximum pay 
| packet has doubled. Even lesser-known schools like the 
| Visakhapatnam-based Gitam Institute of Foreign Trade saw 
| 100 percent placements for the first time this year. 

|J... There arealso subtle changes happening in the placement 
[ process With the economy doing well, the job market is up. 














there were cases of students 
feeling cheated by recruiters because their take-home salaries 
were much lower than what was cited in the letter. But now, 
they understand the difference between CTC and take-home. 
Moreover, recruiters face a tough time at the pre-placement 
talk level when they are asked the exact break-ups. The confu- 
sion exists in small pockets. The IIT schools, for one — being 
fairly new, the systems are still being put in place. 

Another interesting trend this year was Indian companies 
offering international positions to students. At ISB, compa- 
nies like BirlaSoft, ITC Infotech, Satyam Computers, Mind- 
Tree Consulting and RPG among others, offered international 
positions to the ISB students in countries such as the UK, Aus- 
tralia, the US and Singapore. 

Unfortunately, what an outsider never sees is the clock- 
work-like machinery in the placement process. In most B- 
schools, the entire work from pitching to recruiters to organis- 
ing the time for companies is handled by students. And they 
are very active. When the issue of lack of transparency in com- 
pensation packages arose a couple of years ago, a system was 
immediately put in place to create a dossier on each company, 
to speak with alumni, and do a market perception study of the 
company. The suggestions came from students who continue 
to keep recruiters on their toes with questions on exact career 
growth in the organisation, break-up of compensation and so 
on during pre-placement talks. 

The tables are turning. If the coming placement season is 
anything like the one that went by— good luck, recruiters! fi 





With reports from Tanmoy Neog & Namitha Jagadeesh 
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: Strict lementation of anti-ragging & sexual harass- | 


Pollution free vast green campus. 

Multimedia Computer Centre with Wireless Satellite 
connection. 

Wide inductive leaming horizons in the Capital City. 
20 Bed Hospital with 24 hour ambulance service. 
Regular Bus Linkage to the city. 


Scholarships (Compete for our Academic Board Chair- 
man Mr. Ajit N. Haksar & Advisor Ms. Tara Sinha's 
Excellence Awards) 

'Earn While You Learn' scheme 

Bank Loan Facilitation 
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Admission Procedure 


Eligibility : At least a 3-year Bachelor's degree or equivalent 
in any discipline recognised by the AIU / AICTE as eligible 
for Post Graduate Studies. Candidates appearing for the 
final examination for the Bachelor's degree (or equivalent 
exam.) can also apply. 

Applicants are required to appear for CAT' 2005 to be 
conducted by the llMs on November 20, 2005. 

NRI candidates living abroad can apply with their GMAT or 
GRE scores. Candidates who live in India with NRI parents 
must appear for CAT only.The number of such candidates 
will not exceed five. 

Additionally, the candidate should register with 
EMPI through separate EMP! application form. This 
can be obtained from EMPI Residential Campus / City 
Centre, New Delhi on payment of Rs. 1100/- by cash or 
through post by sending a Demand Draft of Rs. 1200/-. 
Demand Draft should be made in favour of “EMP! Business 
School" payable at New Delhi. 

Company Sponsorship : Companies can sponsor 
candidates (preferred areas : Entrepreneurship, int'l 
Business). Final selection will be based on CAT score. The 
number of such candidates will not exceed five. 

Final Selection : Shortlisted candidates will be called 
fo our Personality Profiling exercise - a prelude to 
grooming your Total Personality including Group Tests 
and Interviews. 


Commurnicatt 


e-mail :  empi@vsni.com 

























Reach across SECs 


SEC Al+ 47.996 
SEC Al ` : 42.496 
SEC A2 38.996 





Source: IRS '05 R1, ABC Jan-June '05 


La Opala wanted more than 
a fair share of the mar ket. 
They wanted 


Kerala on a platter ; 


That's why La Opala chose to be on the pages of Vanitha, 
became a household name in almost no time. India's No.1 
influences the shopping decisions of over 42 lakh reade | 
Malayalees to take notice of your brand, just add Vanitllili 





| erate’s most effective advertising medium. Outcome: La Opala 
P»men's magazine with a circulation of 5.41 lakh copies, Vanitha 
[every fortnight. Now, if you want the affluent and aspiring 

to your media plan. Then scoop up the rewards and relish! 
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RASHMI BANSAL 


| The author is an Indian 
Institute of Management, 
Ahmedabad alumus 
and the co-founder and 
editor of the popular 

| youth magazine JAM 
(www. jammag.com). 

! She can be reached at 
rashmi@jammag.com. 





The mediocre teacher tells. 

The good teacher explains. 

The superior teacher demonstrates. 
The great teacher inspires... 


Tatop tier B-school, you'll find all ofthe above species 
of professors — and then some. But for an academic, 
what is the real measure of greatness? Popularity 
among students or stature among peers? Number of 


papers published or days spent consulting with com- | 


panies? Management — never an exact science — is a field 
where the academic community has struggled. However, the 
debate has just got more heated. 

In a paper published recently in Harvard Business Review, 
Warren G. Bennis and James O'Toole of the University of 
Southern California argue that business schools have adopt- 
edan inappropriate — and ultimately self-defeating — model 
of academic excellence. The duo contend that instead of 
measuring themselves in terms of the competence of 
their graduates, or by how well their faculty members un- 
derstand important drivers of business performance, 
B-schools assess themselves almost solely by the rigor of 
their scientific research. 

"This scientific model is predicated on the faulty assump- 
tion that business is an academic discipline like chemistry or 
geology when, in fact, business is a profession and business 
schools are professional schools — or should be,” the paper 
asserts. "Business school deans may claim that their schools 
remain focused on practice, but they nevertheless hire and 
promote research-oriented professors who haven't spenttime 
working in companies." 

And therein lies the crux of the matter. The top B-schools 
in India — with a couple of honourable exceptions — employ 
only PhDs or FPMs (the PhD-equivalent qualification 





` While an academic debate 


rages on the nature of 
management education, 
B-schools find it tough to 
hire faculty of substance. 
Rashmi Bansal 


awarded by IIMs). A majority are ‘career academics’ who 
joined a doctorate programme in their mid-to-late 20s. Why? 


| That's the question many are asking themselves, given the far 


more lucrative options available elsewhere. Disparity always 
existed — it's just more visible now, and deeper. 

Although anyone who's gone down the academic road 
swears by its cerebral charm, the sad truth is there's always a 
wish-it-paid-more wistfulness in the B-school prof's voice. 
Which is why so few of the 'best minds' are attracted to 
the profession in the first place. As the old saying goes: 'If 
you pay peanuts — you get monkeys.' In this case, very 
intelligent monkeys; but they are nevertheless far lower in 
the food chain than the homo-corporate-sapien as far as 
money or status goes. It doesn't 
help that the very students these 
professors teach for less than 18 
months get average salary pack- 
ages that exceed their own annual 
earnings! 

The alternative to the career 
academic is the practitioner who 
wishesto teach, commonly known 
as ‘visiting faculty’. While visiting 
faculty bring in a wealth of practi- 
cal knowledge, academics are not 
completely convinced about their 
efficacy as teachers. 

As one dean remarked in an in- 
terview with The Economist: “The 
problem is, once they stop telling 
‘war stories, what do they do?” 

The right mix between perma- 
nent and visiting, research vs ring- 
side action, is a matter of individ- 


GOUTAM ROY 
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ual philosophy. At XLRI — which has over 55 permanent fac- 
ulty on its rolls — two to four classes out ofa 20-session course 
may be taken by invited practitioners. Says professor Mad- 
hukar Shukla: "Our experience has been that practitioners 
have useful, but limited content to handle a full course. Most 
practitioners are limited in their exposure of management 
practices to the 3-4 companies they have worked for." The reg- 
ular faculty, on the other hand, have the benefit of consulting 
for several organisations with a diversity of practices. 
Institutes like Jamnalal Bajaj Institute of Management 
Studies (JBIMS) espouse the opposite view. JBIMS has a 
70-plus faculty strength, of which a mere six are employed 
by the institute. As a Bajaj student cheerfully declares on 
the institute's official website: "The visiting faculty here is 
very powerful. They tell us exactly what is going on in the 


A tale of two 
- campuses 


Jamnalal Bajaj Institute of Management 
Studies (right) and XLRI (below) have two very different approaches 
lo faculty hiring, each with their own advantages. While XLRI has a 
big staff of full-time teachers, Jamnalal Bajaj depends on guest and 
visiting teachers — it has only six permanent faculty members! 
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faculty gap 


corporate world... The projects they give us to work on are 
very helpful. Besides, the simple cost-benefit analysis also 
works to our advantage.” 

Little wonder then that Bajaj stays away from B-school 
surveys, where lack of permanent faculty equals an inevitable 
fall in ranking. Be that as it may, thanks to its long-standing 
reputation and impressive alumni network, JBIMS continues 
to attract excellent placements. 

Its a similar story at Symbiosis. With just 4-6 full-time fac- 
ulty and an army of visiting professors, the institute has man- 
aged to hold its own in the placement circus. Both schools use 
student feedback to determine whether visiting faculty make 
effective teachers. And some schools like S.P Jain prefer bring 
ing in alumni, who already know the culture. 

It may be that two parallel models are at work here: the 
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management institute and the B-school. A 
management institute imparts business 
ducation, but also seeks to add onto the 
body of knowledge that exists for the sub- | 
ct as a whole. A business school, onthe | 
ther hand, has a single objective: teach- — 
ing business management. | 
"As IIM Bangalores professor Trilochan 
| Sastry observes: "We need to take a judge- 
| ment call on how many research-oriented 
| schools the country can support." Not all 
- B-schools seek to be management insti- | 
| tutes — they simply wish to churn out | 
| competent graduates. (Whether the 
| Johnny-come-lately institutes fulfil even 
| thatobjective is, of course, debatable.) 
|... Onceaschooland its students are clear 
| about positioning, the faculty issue be- 
comes far less vexing. Practising managers 
are available to bridge the gap — even if it 
means students spending seven hours in 
ass on à Sunday (the only day a time- 
starved vice-president or general manager 
free to share his gyaan!) l. 
-. Another alternative to the career acad- 
emic is the 'post-career' academic. Take for example M.S. 
Rao, a 1969 batch graduate from IIM Ahmedabad, who is 
now a full time faculty member at S.P Jain. After nearly 
three decades in the industry, Rao became CEO of Easy 
all Paging. But even at that summit of his career, Rao says 
* was ready for “a different kind of challenge" Of the 29 








n five and 30 years of corporate experience. 
Which is all great news, but the migration of talent from 
jardroom to classroom is still a trickle — demand far 


Star teachers | 


HEI is ‘God’ on the HM Bangalore campus. RamC, as 
professor J. Ramachandran is popularly known, is one 

Of those rare professors who combine academic i 
authority with a magnetic personality and powerful 
industry presence (he is on the board of directors at 
Reliance Infocomm). 

_ But great teachers are not necessarily just born 
t way. Like good wine, some mature with age. 
udents who attended professor Jayanth Varma's 
MANAC (Managerial Accounting) II classes in the | 
rly 1990s remember him as a brilliant but awful 
sacher: A Sebi stint arid a decade of classes later, and 
Varma is quite a different animal. He was voted the 
nost popular professor at IIM Ahmedabad by the 
class of 2005! 

Incidentally, Jim Collins was a "Distinguished 
eacher' at Stanford University before he authored the 
classic Done In Search Of Excellence. 


faculty at S.P Jain, close to 70 per centare listed as having | 


| 
i 
i 
i 
i 
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Why I quit teaching 


| 
| 
| 
A first person account. i 
I'VE always enjoyed teaching. I still do, and I teach one term on week- | 
ends. The reasons why I moved out of teaching are many. First, the stu- | 
dents attitude has gone awry. As long as a course looks good on | 
their CV and gives them some fundas to throw during recruitment, | 
they would love it. | 

Research, that should be another attraction towards academic i 
institutions, is also not seen as a serious component. Often, newspaper — | 
articles are palmed off as "research". 

The other component of academics is consulting. The popular 
perception is that this is the golden goose for faculty members. 
Unfortunately, this is not true. Only a small number of faculty 
members get consulting assignments (and then it just gets self- 
perpetuating). 

Finally — and most crucially — these institutions have stopped 
attracting good talent because their salaries have not kept up with the 
outside world. 

This academic could not resist temptation. An FPM from IIM-A, he is 
now back working full-time in the industry. 


| exceeds supply. So, what is the answer? More money, for one. 


Institutes like IMI Delhi are paying far above JGC and 
AICTE guidelines (upto Rs 1 lakh a month to some prof- 
essors). With a clutch of international B-schools poised to 
set up base in the country soon, salaries could shoot up 
even farther. 

Last heard, 54 applications were pending with the 
education secretary from foreign universities wishing to set 
up engineering and MBA schools in India. Once they get 
the green signal, will these schools go on a hiring spree? And 
if so, will they succeed in luring the hard-core academic? 
That's a tricky one. When ISB Hyderabad came up, half a 
dozen IM professors did join — at far higher salaries. All 
but one returned to their original jobs, citing issues such 
as differential pay and cultural mismatch. 

The truth is, many academics join the field because of 
the personal freedoms it offers. They crave to be “who they 
are” — a state of being which is often not possible in the 
corporate sector. But ‘succeeding’ in academics, often 
equated with bagging prestigious consulting assignments, 
is not just about brilliance. It requires the very same 
profile-building and perseverance in the PR department 
that most ‘thinking types’ abhor. Which is why there are so 
few B-school professors with their names in lights — both 
in India and elsewhere. Peter Drucker is an exception, as is 
C.K. Prahalad. 

As The Economist recently noted: “Despite a few well- 
known names — such as Michael Porter at Harvard 3usiness 
School — business-school teaching and fame have not in gen- 
eral gone hand-in-hand. The most eagerly discussed manage- 
ment thinkers, in turn, do not necessarily come from the 
world of business school.” 

This sort of statement should serve as a challenge to the 
exceptional professors in our midst. The world is waiting. 88i 
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managers through a holistic orientation in Marketing, Finance, HRM, Operations, Logistics, Supply ` 


Chain Management, Systems, and Technology Management. 


and Environmental Management. This cross-functional programme includes education in modern 
operational and general management methods and tools. 


| BBS? GRADUATE I 


Provides a good blend of IT and management Concepts with emphasis on did a holistic ` 
approach to problem solving using IT. The programme aims to provide total solutions using IT across ` 


industries. 
All the above are two year full time, residential programmes and recognized by AICTE. The 


programmes also cover sustainable practices of business management spanning operation 
finance, economic and human resources angles and include an industry-based two-month summ 


internship and four-month industry project. 


Placement) Record of NITIE is 100% since inception. NITIE graduates are sought after by leadi 


Multinational and Indian companies. 


TLIGIBILUITYS SELECTION) Engineering / Technology graduates in any branch with First Class 


(relaxable by 596 in case of SC/ST/PD candidates) and with valid CAT score (Common Admission 
Test). Admission is based on Group Discussion and Personal Interview with appropriate weightage to | 
CAT score. Reservation for SC/ST/PD candidates is as per Govt. of India rules. Candidates who are. | 
currently in their final year of Engineering / Technology degree can also apply, provided they expect to | 
complete all their exams and other requirements for obtaining the qualifying degree before | 
June 30, 2006. Only shortlisted candidates will be called for Group Discussions and Personal Interviews ] 
atNITIE, Mumbai. 
Fulfilment of minimum qualifications would not be an automatic claim for Group Discussion and Interview. 


Rashtriya — š 


Brochure & Application Form for PGDIM / PGDISEM / PGDITM may be obtained from the address shown below by enclosinga ` P 
DEMAND DRAFT for Rs. 1000/- (Rs. 500/- in case of SC/ST/PD candidates with attested certificate of caste / disability), drawn M 
in favour of ‘NITIE MUMBAI’ and payable at SBI, Vihar Lake, Mumbai — 400 087 with four self-addressed stickers (7.5cms X | xÇ I 
3.5cms). All communications should be addressed to : DEPUTY REGISTRAR (ACADEMIC), NITIE, Vihar Lake, P.O. NITIE, E 
Mumbai —400 087. « Tel. (022) 2857 33 71 * Fax: (022) 2857 3251 + e-mail: admissions@nitie.edu 











DON'T be surprised if you find a smattering of Indian Air 
Force group captains and wing commanders in a 
management class at the Vinod Gupta School of 
Management (VGSOM). This group of 15 is the first batch of 
Air Force officers going through a residential programme in 
manage- ment at a B-school. And they are not complaining. 

The IAF sponsored Rajkumar Srivastav, an electronic 
warfare engineer with 17 years of service, to the programme. 
The course will help him move into a higher position upon 
completion, probably assisting the top management. “We 
learn a lot from them (IAF officers), especially where 
discipline is concerned,” says a student. Not surprisingly, the 
age band in the classroom is a wide 22-54 years! 

This is just one example of the innovative approach 
VGSOM has taken to teaching management. While two- 
month summer internships are the norm in most B-schools. 
here students do a six-month live project, or dissertation in a 
company. This was the reason why some of the students 
opted for VGSOM although they had offers from other top B- 
schools like IIM-Lucknow and IMT-Ghaziabad. Since the stint 
is in two parts — a two-month internship followed by a four- 
month dissertation — students can try out two companies 
and even two different functions. 

This way, they spend enough time in a 
company to understand the relevance of what they 
learn in class. Recruiters, meanwhile, get to know a 
potential hire over a period of time and not ina 
15-minute interview. The chances of a 
mismatch are reduced. 
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Not 


VERY year, around this time, I visit B-schools to geta 
feel of what's new in the world of management educa- 
tion. Last year, it was the Indian Institutes of Manage- 
ment. This year, I was curious about the Indian Insti- 
tutes of Technology. Or more precisely, their man- 


agement offerings. And I wasn't disappointed. 

Around that time I came across an article titled ‘ITs togive ^ 
IIMs a run for money. Somewhat ambitious I thought. After 
all, the IIMs are the holiest temples ofmanagement education 
in the country. If they are under threat, so are the dreams of 
130,000 MBA aspirants who vie for seats there each year. I 
don't have a clear answer to the question, but I will try to com- 
pare these and the credible non-IIT B-schools. 


GOUTAM ROY 





Today, there are seven Indian Institutes of Technology in | 
the country. Of these, six offer post-graduate courses in man- | 


agement. Three ofthem have come along way since they were 


set up about a decade or so ago. The Shailesh J. Mehta School | 
of Management, IIT-Mumbai, (SJMSOM) and the Vinod | 


Gupta School of Management, IIT-Kharagpur, (VGSOM) are 
independent schools within the IIT set-up. IIT-Delhi, how- 
ever, has a Department of Management Studies (DMS). (More 
on the differences later). This story discusses these three. 


Whatis the promise? 
The biggest advantage the IIT B-schools/departments have is 


the overall IIT background. Just consider that two ofthe three | 
schools we are discussing were set up courtesy generous en- | 


dowments by alumni of that IIT. “We have a certain parentage, 
which is the IIT superstructure," says Probir Gupta, dean, VG- 
SOM. It means a lot. To begin with, IIT B-schools/depart- 
ments have at their disposal some ofthe best infrastructure in 
any educational institution in India. Together, the three IITs 
are spread over 2,450 acres. Compare that with the 830 acres 


on which the six IIMs are built. In the IITs’ integrated set-up, | 


while each school or department may have less land in its own 
name, what is relevant is infrastructure facilities available per 


studentand not per school. Each IIT is atownship in itself with | 


schools, hospitals, etc., and over 5,000 people on campus. 
Several students I met pointed at other invisible benefits 
like access to a different category of thinkers in the B.Tech. stu- 
dents, and having a wide choice of electives from other de- 
partments. MBA students at, say, SIMSOM can take a subject 


SHAILESH J. MEHTA SCHOOL OF MANAGEMENT, IIT-MUMBAI 
AS you approach IIT from Mumbai, two conical spires break the 
horizon across the Powai Lake. They are the students’ hostels, 
contemporary and different from the rest of the campus. Maybe 
that was how they were meant to be. For, the school was, in many 
| ways, the beginning of a new innings for the IIT. 
| SJMSOM is the most successful management extension of all 
the IITs. For instance, it has been the face of India in a global re- 
search project called "The Business & Information Technologies' 
(BIT) study since 2003. BIT is trying to track the impacts of infor- 
mation and communication technologies on business practices 
worldwide. Led by the Anderson School of Management, Univer- 
sity of California at Los Angeles, it has researchers from countries 
like Argentina, Chile, Italy, France, Germany and Korea. This par- 
ticipation not only reinforces the B-school's research focus, but 
also goes a long way towards building a network with both foreign 
and Indian companies and B-schools. 
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IITs are churning out good 
managers t00. Aarti Kothari 


like Enterprise Resource Planning from the Kanwal Rekhi 
School of Information Technology, or psychology from the De- 
partment of Humanities & Social Sciences. This is the kind of 
flexibility that international management schools offer. More- 
over, it is possible to share faculty for subjects like quantitative 
techniques common to engineering and management. 

More important, management education is imparted 
within a larger framework of research orientation. As Rajendra 
M. Sonar, placement head, S]MSOM, put it: “When we meet 
our peers from other schools/departments, the first thing they 
ask is what research are we doing.” Considering that a doctor- 
ate is a mandatory for a core faculty member, research output 
is higher than in other schools. DMS alone claims to have pro- 
duced 12 books, 160 papers and 43 cases in the last year. AtVG- 
SoM, 10 per cent of the cases resulting from the students’ six- 
month dissertation project in the second year are ploughed 
back into the Research & Case Development Cell. 

The IIT B-schools/departments can also tap into the par- 


| ent institute's network. Ifan IIT has a collaboration with, say, a 
foreign university, the visibility of its B-school, too, increases. 
One of the biggest differentiators of a business course in 
the IIT set-up is its technology orientation. Kalyan K. Guin, as- 
sociate dean, VGSOM, says: “In future, industries will be 
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STUDIES, IIT-DELHI 


DEPARTMENT OF MANAGEMENT | 
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Whatare the pitfalls? 
Being part of IITs is a double-edged sword for the B-schools. 
While they get a ready set-up, they face an identity crisis. There 
is a difference between what the school offers and what the 
students want from it. The schools were modelled on Massa- 
chusetts Institute of Technology's Sloan School of Manage- 
ment. The latter says that while “MIT itself is a vital economic 
engine, MIT Sloan is perfectly positioned to transform the in- 
stitutes intellectual sparks into economic horsepower". 
However, students who enrol in IITs do not necessarily 
come looking for a business course with a technology bent. 
They expect the regular finance, consulting and marketing 
jobs that the IIMs and other B-schools prepare their students 
for. The administration, though, still seems to believe in the 
initial mandate. Meanwhile, because IIT B-schcols/ depart- 
ments are part of a technology superstructure, placements 


tend to be more in IT and operations jobs than in marketing € 


and finance jobs. But is that really what the students want? 

“The IIMs have always been a gen- 
| eral management brand. We (the 
school) seem to be perceived by the 
market as [good at] systems, opera- 
tions, manufacturing and IT,” says 





knowledge-based and technology- 
driven. For a long time, we were giv- 
ing raw material to the IIMs, which 
played the role of finishing schools. 
So we thought: Why not start such 
courses of our own?” Courses like 
technology policy, R&D manage- 
ment and managing technology 
transfer figure in the list of subjects 
with the regular courses on finance, 
operations and HR. 

Even the admission criteria for 
IIT B-schools favours engineers. To 
apply, one has to have a first class 
engineering degree or a first-class 
M.Sc. All the students in Delhi and 
Mumbai are engineers, while 
Kharagpur has 2-4 non-engineers in 
a class of 120. “Our admission crite- 
ria are stricter than for other places. 





SEVERAL things set this apart from the other 
IIT B-schools. It is the only IIT to offer 
multiple courses in management from general 
to telecom & technology. That's the 
beginning. Now, it plans to add management 
courses on agri-business, bio-informatics 
and environment. 

Like the two IIT B-schools, it will soon 
offer a dual-degree course in engineering and 
management. Eventually, it wants to become 
a full-blown B-school. Being part of an IIT | 
takes care of funding problems as it gets | 
government grants. The flipside is the usual 
red tape that is part and parcel of the word 
‘department’ in the Indian context. 

Another unique feature of DMS is the 
Rostrum Lecture Series organised by 
students every fortnight on a functional 
theme. Instead of random guest lectures, 
students choose the theme and invite 
speakers for discussion. Their way of getting 
in touch with the practical side of education. 


Shishir Jha, assistant professor, SJM- 
SOM. He adds: “But the idea is to 
play on both strengths. IT is impor- 
tant. So, instead of diluting it, [we 
must] strengthen the other areas.” 

The IIT superstructure can be a 
burden otherwise too. Policies for 
appointing faculty are the same as 
for the engineering courses. So, 
however brilliant a teacher may be, 
without a PhD he stands disquali- 
fied. While the institutes say the situ- 
ation is not bad since there are ways 
to get around this problem by hav- 
ing more adjunct, visiting and guest 
faculty, they do not deny the impor- 
tance ofa large core faculty. ^We are 
like the IIMs in quality, but the place 
where we get beaten is faculty be- 
cause we have an inflexible system 
of selection,” says Baisya. 

These schools need to ask them- 
selvesa few questions. Is technology 


Soour intake is limited to students with post-graduate qualifi- 
cations, mostly in engineering," says R.K. Baisya, former head, 
DMS. The students have more work experience than in other 
schools. In the batches of 2007 in the three schools, as much 
as 50-80 per cent of the students have worked for more 
than a year. 

Since the number of students graduating in each year 
from IIT B-schools/departments has been small so far, plac- 
ing them has not been a problem. In fact, says Martin Appel, 
vice-president (HR), IBM Global Services: "On the face of it 
they (the MBAs) look more stable than [those from] other top 
B-schools." IBM was one ofthe largest recruiters last year on 
all the three campuses. 





a focus area or not? Is there a mismatch between what are set 
out to be and what their largest stakeholders, the students, 
want them to be? Also, if the IITs want the world to know that 
they create not just world class engineers, but also business 
leaders, they need to build a critical mass. VGSOM is getting 
there. “Between our flagship MBA, doctoral and clefence pro- 
grams, we will have 700 students in 2007,” says a proud Gupta. 
But the numbers are small at the other two — about 60 each in 
the MBA program. 

There is no doubt that the IIT B-schools have it in them to 
get right to the top. But they need to practise some of what 
they preach. Leaders should have a focus. They should know 
which way to go. a 
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A Group with over 200 recognized 
schools in 174 cities in India? 


A Group with 7 Management Institutes? 
A Group with over 100000 students? 
Applications are invited for admission to : 
xjy CPD Lieuteg s Post graduate programm 
Master in Business Administ 
Admission forms available at all PT. Education/Career Launcher, TIM .E.. and Career Forum 
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in favour of Cosmic Business School payable at Delhi. We accept only CAT Score. 
Last date of submission of application form is 5th December 2005 
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CAMPUS: B1/E11. MCIE (Near Shamken House, NTPC Badarpur} 
Mobile: 9891386027 e-mail : adm 





yridwide for its excellence in 
arch and consultancy. it has a 










: siis graduating out of the best institutes in 
r neve is simply insufficient to meet the demand, 























e, IIT Madras has conceived and 


nt's internationally reputed research 
35 host well over seventy scholars having 
ca nal and professional backgrounds and 
hey form one of the largest and most di- 
arch groups in B-schools in our country. 

A Programme 

year, eight-quarter, full time MBA programme 
iniguely structured and rigorous. The batch sizes 
the range of 50 to 60 students, selected from 






: ‘Also, apart from the regular B-school courses, 
te has introduced. a one-year certificate 
' with Madras Management Association, which 
come extremely popular. It plans to kick start a 
jar course on Infrastructure Financing in asso- 
ith Indian Banking Association (IBA). 
its-kind 1-year certificate course on Banking 


is on the anvil where lectures will be de- 
h rust classroom to participants all 


nce Research (CMFR) is into ; 


nd awe and sirateoy onthe 


tive courses, dn ve areas of Busi 5 

Consulting, Finance, Global Busi : 
sources Management, Marketing, P and Opera- 
tions Management, Sraleoy. Systems and 1T Manage- 
ment. i : i 
Placement 


Internationally and nationally reputed. organizations, 
from a wide variety of business domains, have offered 
attractive careers to the students, and the MBA 
programme has had 100 per cent placernent since 
inception. 

Faculty 

The faculty members have rich teaching, research and 
consulting experience. Their research work is pub- 
lished in reputed national and international journals, 
and presented at prestigious conferences. They regu- 





“larly interact with business and other organizations/ 


institutions for mutual benefit. 

IIT Madras is committed to provide excellent, value- 
laden management education for responding to and 
steering the dynamics of the complex business 
environment of today. The distinctive MBA @ IIT Madras 
presents itself as an intellectually stimulating, 
professionally enriching and highly valuable learning 
option for both freshers and professionals with work 
experience. 


by leading professionals in Economics and Finance.We 
basically provide funds, logistics and research 
associates. We work very closely with them.” 


CMFR also organizes weekly or bi-weekly seminars. 
with academicians and MFI fractione as "well. as 
organizing courses. 


The objective of the Training and Strategy Unit is 
training in financial management and banking to 
senior management personnel of MFIs: Says Annie, 
“The micro finance sector has expanded rapidly enough 
to be commercially sustainable.” 

The Centre for Advanced Financial Studies (CAFS) was 
set up with the objective of initiating research efforts in 
finance. R Chandrasekhar, Head CAFS explains, "In 
India education in finance is lagging behind the US. 
One of the reasons is because we were a controlled 
economy, which meant that a lot of the training that 
took place focused on what was necessary in India. 
The idea is to correct that. With deregulation, the 
environment today is very different. From the perspec- 
tive of a finance. manager or a banker, the Teide 
has become more complicated." f 


CAFS has put together a detailed database along with 



















-EPW Research Foundation where daily data on 


exchange rates, government security prices etc are 

available on the ICiCIResearchcentre.org website. 

Says Chandrasekar, *The id | searchers 
eps 





SRI SRINGERI SHARADA INSTITUTE OF MANAGEMENT 


THE NEW THRUST IN 
MANAGEMENT EDUCATION- 
INDIAN ETHOS! 


SriSIM has pioneered and operationalised value based management education-Vivek Management as a new concept. 
The Institute also aims to develop a band of learning individuals, armed with strong conceptual foundation and 
intuitive insights, who are capable of successfully meeting the challenges of a Global Business Economy. 

Post Graduate Diploma in Business Management 


2006-2008 (11th Batch) 


CONTEMPORARY COURSEWARE 


Offering concentration in the areas of 

Marketing, Finance, HRM and 

Information Technology, SriSIM 

courseware also adopts the following 

process orientation : 

€ Morning meditation sessions for 
self development, resilience and 
transformation. 

€ Pedagogy based on group dynamics 
and learning experiences through 
self managing teams (SMTs). 

@ Intensive integration of 
information technology and value 
orientation in all courses. 

€ Development of entrepreneurial skills 
throughactivebusiness projects. 

€ Problem solving projects in 
consonance with Industry 
requirements. 

€ State-of-the-art infrastructure and 
serene learning environment. 


HIGH PROFILE FACULTY 
SriSIM offers high end workshops, 
executive development programmes 
and consultancy to the corporate 
world in addition to its widely 
acclaimed PGDBM programme 
under the stewardship of Eminent 
Management Philosopher 
Dr. M. B. Athreya, Ph.D. (Harvard) 
and Renowned Management 
Consultant Dr. Sai Ramachandran. 
A team of well qualified, experienced 
and reputed faculty headed by 
Director, SriSIM, Dr. C. V. Ramanan, 
conducts the core academics. Their 
visionary guidance create the agenda 
of growth for SriSIM. Highly 
experienced guest faculty from 
corporate world also support the core 
faculty. 


EXCELLENT PLACEMENT 


In the year 2005, SriSIM has continued 
with its success in achieving 100% 
final placements of student managers 
and a remarkable increase in the 
average salary. 

SriSIM Alumni are working across 
top business organisations including 
American Express, ABN Amro Bank, 
ACC, Anand Group, Brain Labs, 
British Airways, Citi Bank, D. S. 
Group, Eicher, Exxon, GE Capital, 
Gillette, HDFC Bank, HLL, Hewlett- 
Packard, Hyundai, IBM, India 
Bulls, ITC, LG, Kotak Securities, 
MTR Foods, NIIT, PEPSI, Punj 
Lloyd, Philips, Ranbaxy, Samsung, 
Times of India, TCS, Thomas Cook, 
Transworld, Vardhman, Videocon, 
Wizcraft, Wipro, Zee TV, among 
others. 


wo 


e Rated A, Level I 
(Business India-Mars, 
Oct.-Nov. 2004) 


ADMISSION PROCEDURE: All MAT 
cleared candidates with Bachelor 
Degree in any discipline from a 
recognised university can procure 
application forms from the Institute's 
office in cash or on sending DD of Rs. 
800/- in favour of Sri Sringeri Sharada 
Institute of Management, payable at 
New Delhi. Candidates appearing in 
the final examination of Bachelor 
Degree can also apply. 


SRI SRINGERI SHARADA 
INSTITUTE OF MANAGEMENT 


(A Unit of Sri Sringeri Sharada Peetham) 


e Excellent 10095 


Placement Record Sophisticated library facilities 


State-of-the-art computer system 


New Campus 


APPROVED BY ALL INDIA COUNCIL FOR TECHNICAL EDUCATION, GOVT. OF INDIA 


Dr. Amarendra Kumar, Admission Coordinator 

Plot No. 7, Phase-ll, Institutional Area, Behind The Grand Hotel, 
Vasant Kunj, New Delhi-110070 

Ph.: 39569295/97, 26124087/88 (Monday Closed) 

Website: www.srisim.org, E-mail: srisim@vsnl.net 


= SINE ry = 


Managing through Wisdom 









DR SATHYA SEKHAR 


Company: Caliber | 
Technologies, 2001 | 


Business: Laboratory 
information | 
management system | 


Support: In August 
Í 2005, Sathya 
approached the 
Indian School of 
Business's 
incubation centre to 
help him with 
finances to expand 
= operations abroad. The 
centre put him in touch with 
the Silicon Valley Bank, which 
invested $5 million in the company 





HE job of a B-school doesn't end with the courses it | 

runs; it extends to the jobs the courses fetch. Indian B- | 

schools realised that about two decades back. They | 

started giving placements their due significance. To- | 

day, no B-school worth its graduation hat goes with- | 
outa full-fledged placement cell. 

The thought was taken forward about a decade back. Why 
not train the managers to be entrepreneurs? After all, they are 
trained to climb the corporate ladder. Why not train them to 
build their own corporations? These thoughts, too, have borne | 
fruit. A dozen of the top 20 B-schools on our honours list this 
year run entrepreneurship programmes — as full-fledged 
courses or electives. 

The thought has rolled even farther. Why not help the bud- | 
ding entrepreneurs walk their talk and actually start their en- 
terprises? There's a clear need for it. Businessworld first looked 
at entrepreneurship programmes a year back ('Game For En- 
trepreneurship?’, 6 September 2004) and found that they were 
indeed popular with the students. At IIM Ahmedabad, for ex- 
ample, more than half the students over the past 
two decades have taken the elective in en- 
trepreneurship. Yet, only a handful of 
the heads coming out of such pro- 
grammes have managed to 
translate their ideas into new 
businesses. Between the talk 
and the walk lies hard reality. 

I To stand up, business 
ideas need physical sup- 
port. They need funds, 
space and contacts. The 
ideas need grinding on the 
millstone of the market. It's so 
much better that someone 
holds the hand of such corporate 
toddlers when they do it. Hence the 
idea of incubators came to the fore. 

The idea itself is not new in India. 
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for the 
plunge 


How B-school incubation centres are 








| nurturing entrepreneurship. Tanmoy Neog 


| The country’s first business incubator came up iri 1985 at the 
| Regional Engineering College (REC), Tiruchirapalli. By one es- 


timate, there are some 80 of them today — mostly at technical 
institutes like the Indian Institutes of Technology and RECs, 


| and some set up by private equity investors and technology 


parks. Now, B-schools have started joining their ranks. 

The first B-school incubator in India came up et the Indian 
School of Business (ISB), Hyderabad, in 2001. Called the Wad- 
hwani Centre for Entrepreneurial Development, this incuba- 
tor, like most others, is open to outsiders. Udayan Bose, an IIT- 
Delhi graduate, came to know of it from a friend studying at 
ISB. He had an idea based on increasing the efficacy of Inter- 
net advertisements. Bose had the technology, but not the ex- 
pertise to make a business ofit. He approached the Wadhwani 
Centre in 2004. The centre helped Bose draw up an organisa- 
tion structure and put him in touch with legal counsel in the 
US, which he needed to secure his own intellectual property 
rights. The centre's contacts with the National Institute of 


| Technology in Warangal also ensured that Bose could out- 


source some ofthe software work to the institute at a low cost. 
The company born of the effort, Infinitus e-Marketing Solu- 
tions, has already recovered its project cost of Rs 20 lakh. 

V. Chandrasekar, director of the Wadhwani Centre, puts his 
centre's contribution in rather modest terms. "The projects 
mentored belongto different industries — from bictechnology 
to IT and pharma. We just help thern make the 
right alliances," he says. 

The idea of alliances has evolved 
too. After funding the incubator at 
ISB, Romesh Wadhwani, US- 
based serial entrepreneur and 
CEO of software company 
Symphony Services, has 


UDAYAN BOSE 


Company: Infinitus e-Marketing 
Solutions, July 2004 


Business: Maximising returns for 
pay-per-click Net advertisers 


Support: The incubation centre at ISB 
helped draw up a compensation plan for 
Infinitus employees. He was also advised 
to outsource some of the software work to the 
National Institute of Technology, Warangal, a 
move that helped to keep the costs in check 


B.K. RAMESH 
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Imagine Cup - 2005 A Microsoft Sponsored 
Technology Competition Yokohoma, Japan 
Won by BIM Team in August 2005 


Managerial Excellence Award - 2005 Presented by 
Madras Management Association at Chennai. 


Entrepreneurship Competition (GSEC) Award 
by University of Washington - Seatle. 


WHAT BIM OFFERS ? 


BIM - MBA 


ADMISSIONS 2006-2008 





Two-year full time residential MBA Programme with specializations offered in Marketing, 
Finance, Operations, Systems and Human Resource Management 


WHY BIM? 


100% placements since inception. Ranked No 14 (Placement) in All India by Cosmode 
- BW Survey 2004* 


Winner of Global Social Entrepreneurship Competition (GSEC) by University of 
Washington 


Winner of Microsoft Imagine Cup 2005 at Yokohoma, Japan 
Winner of Managerial Excellence Award 2005 by Madras Management Association 


Active Collaboration with the Public Sector giant - BHEL and located inside BHEL 
Complex 


Anexcellent core faculty supported by eminent visiting faculty from corporate sector 


Acomputer center with a 2 mbps dedicated line and internet facility, accessible round - 
the - clock, with connectivity to all hoste! rooms 


Air Conditioned library equipped with more than 6 online databases and 1100 online 
journals including Harvard Business Review 


Up-to-date curriculum in tune with latest industry requirements 


WHO IS ELIGIBLE ? 


Bachelor's or Post Graduate Degree or its equivalent in any discipline with a minimum 
of 50% marks. 

Final year degree students may also apply, subject to successful completion of degree 
with minimum 50% marks by July 2006. 

Applicants will be shortlisted for Group Discussion / Personal Interview based on their 
CAT/XAT scores 

All applicants to BIM should take either CAT (Conducted by IIMs on November 20, 
2005) or XAT test (Conducted by XLRI on January 08, 2006) 


HOW TO APPLY ? 


Prospectus and Applications can be obtained by any of the following ways: 

By sending a Demand Draft for Rs.1000/- (SC/ST Rs.600) along with two self-addressed slips b 
regular mailto the BIM address given below 

By online registration at www.bim.edu with an option to pay either by Demand Draft or by Credi 
Card. For Credit card payments an amount of Rs. 1,075/- should be paid instead of Rs.1000/- an! 
(for SC/ST Rs.675 should be paid instead of Rs.600/-) 

Demand Draft should be drawn in favour of 

"Bharathidasan Institute of Management" payable at Tiruchirappalli 


Application Forms can also be obtained from the following places 


Fo 


All IMS Study Centres, T.I.M.E. Centres & Career Launcher Centres 
ICICI Bank : Branches in 5 metros & all State capitals 
Indian Bank : Branches in Tamil Nadu - All District Head Quarters and Pondicherry 
Issue of application forms and online Registration is going on 
IMPORTANT DATES 
Date of CAT test November 20, 2005 Date of XAT test : January 08, 2006 


(Refer CAT Advertisement released in major News Papers on July 17, 2005 & XAT Advertisement on August 28, 2005) 
Last date for submission of application form and Online Registration : December 30, 2005 





r further details refer our website : www.bim.edu - Send your enquiries to : admissions@bim.ed 
] 


[IMs XLRI have no role either in the selection process or in the conduct of programme | 








All Correspondence including the requisition for application should have 
“MBA Admissions 2006-2008" superscribed on the envelope and must be sent to 


Note : Application money paid will neither be refunded nor transferred to another candidate under ony circumstances 


The Admissions Chairman 


BHARATHIDASAN INSTITUTE OF MANAGEMENT 


(School of Excellence of Bha 


P.B. No.12, MHD Campus, BHEL Complex, Tiruchirapalli - 620 014 
Ph: 0431- 2520796, 2520502. Telefax : 0431-2520733 





Uni y) 


I Nadu. India 





story iu 


Pd gone on to set up the National Entre- 
preneurship Network. It's a network 
of management and technical insti- 
tutes that can incubate business 
ideas. Out of 150 institutes that ap- e 3 
plied for membership ofthe network, V £s 
fivewereselectedin2003.Theselected ~“ 
institutes have their tasks cut out. The 
S.P Jain Institute of Management Research 
and the IIM-Ahmedabad are expected to pro- 
vide managerial inputs, BITS Pilani is slated to work 
on general engineering issues, IIT-Powai is expected to look af- | 
ter information technology needs, and the Institute of Bioin- 
formatics and Applied Biotechnology in Bangalore would look 
after its own domain. 

Among the other B-schools that have started their own in- 
cubators or entrepreneurship centres are the IIMs in Ahmed- 
abad, Calcutta, Bangalore and Lucknow, the Management 
Development Institute (MDI) in Gurgaon, and ICFAI Centre in 
Hyderabad. And this year, the Faculty of Management Studies 
(FMS) in Delhi has bolstered its efforts at fostering entrepre- 
neurship by holding a business plan contest. 

How are these B-school incubators different from those | 
set up by the tech schools? 

Somnath Chatterjee, CEO of the Centre of Innovation, In- 
cubation and Entrepreneurship (CIIE) that was set up at IIM 
Ahmedabad in 2002, explains: ^We, at CIIE, focus on the man- 
agement part of technology. For technological development 
of products, we have a tie-up with IIT-Delhi." Most tech school 
incubators, which make up more than three-fourths of all the 
business incubators in the country, focus on the basic product 
technology. Says Chatterjee: “We believe that a lot of bright 
ideas and technologies fail because of lack of managerial in- 
puts.” That's the gap B-school incubators would like to bridge. | 

B-schools’ incubation efforts also come with a higher 
component of research — in the legal, financial and market- 
ing aspects of business. Their knowledge pool and extensive | 
networks with R&D organisations, intel- 
lectual property rights consultants, banks 
and venture capitalists can plug several in- 
puts needed for a new venture. For the stu- 
dents and faculty at the B-schools, the 
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ABHAY PANJYAR 
Company: Ceon Solutions, 2003 
Business: Software solutions 


Support: Ceon has been able to find 
only one client — the Anandniketan 
School in Ahmedabad — for its 
education management 
System. The IIM-A 
incubator has helped 
price the product 
and is now trying 
lo broaden the 
client base 
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SANJEEV GOKHALE 


Company: Exotic Technologies, 
August 2004 


Sus ness. Technology products, the first 
one is a health monitor called INFLO 


Suppor) People from the IIIA-A’s 
incubation centre and the National Institute 
of Design improved upon Gokhale original 
model. The IIM-A centre also introduced him to 
Troika Pharmaceuticals, which party funded the 
product development and will market it in 30 countries 





start-ups become real-life case studies. 

IIM Ahmedabad's CIIE chooses its projects through a busi- 
ness plan contest. The search, called Anveshan, is conducted 
| under three categories. The winner in each qualifies for incu- 
bation. Entrepreneurs who have developed a product proto- 
| type and need help in commercialisation go through Incubiz. 
Those who have an idea but need assistance to develop the 
product are slotted in the Ideaz category. The third slot, called 
B-Planz, is for people who have a business plan but not the 
idea of a product or service. 

The chosen entrepreneurs are given a seed capital of Rs 5 
lakh-10 lakh, workspace in the CIE building at IIM-A, R&D as- 
sistance through tie-ups with the National Institute of Design 
and the Council of Scientific and Industrial Research, and 
contacts for getting funds and working out marketing plans. 

ISB's Wadhwani Centre operates a tad differently. It first 
puts the entrepreneurs face to face with industry experts and 
| venture capitalists and lets them weigh the project. The ap- 
proach is more of an associate mentor. If an idea passes this 
| Stage, even non-technical projects are taken up. The centre 
also arranges interactive sessions with The Indus Entrepre- 
| neurs, a network of entrepreneurs and investors. The entre- 
preneurs are also encouraged to represent ISB at international 
business plan competitions. 

In contrast, incubation at the S.P Jain Institute would in- 
volve a bit of theory too. The institute's 16-week programme 


called'Start your business' is expected to start 
in January 2006. After a few theoretical ses- 
sions on general management, a mentor and 
a domain specialist would be assigned to 
each entrepreneur. 

Whereas the others are trying to broad- 
base their efforts in terms of the industries 
delved into, the Centre of Excellence for En- 
trepreneurial Learning at MDI has found a 
niche in automobile components. A. Sahay, 
head ofthe MDI centre, says: “We are working 
with some local automobile parts manufac- 
turers in Gurgaon to fine-tune certain prod- 
ucts. At the moment, these parts are im- 


ported from China. We believe that we can develop them here 
in some time. But the projects are still at a nascent stage.” 

The B-school incubators will take time to be known for 
their own, distinct models of mentoring. For now, it's impor- 
tant to have as many of them as possible in this country where 
jobs are growing far slower than the working population. Bi 








With reports from Aarti Kothari 
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Second Best has never been an Optic 
Or our Students | 
IIMS & HET Strive for the Best 


THE ACADEMIC PROGRAMMES 
PROGRAMME | Duration 


| B.Tech. (Computer Science & Engineering) 4 Years Graduate Degree 


B.Tech. (Information Technology) 4 Years Graduate Degree 
B.Tech. (Electronics & Instrumentation) 4 Years Graduate Degree x a 4 
B.Tech. (Electronics & Communication Engineering) 4 Years Graduate Degree : 
MBA (Master of Business Administration) 2 Years PG Degree 
MCA (Master of Computer Applications) 3 Years PG Degree 
BBA (Bachelor of Business Administration) 3 Years Graduate Degree 


BCA (Bachelor of Computer Applications) 3 Years Graduate Degree 


B.Sc. (C.5.) 


(Bachelor of Science in Computer Science) 3 Years Graduate Degree | 
Lm us x 





tyle * USHA International Ltd. «TCI Ltd.* Shiv Vani Group 
Indiamart Intermesh Ltd. ° Tata Infomedia Ltd. « Intercard India Ltd. * Indiabulls * Cipla Ltd.» Dr. - 
Nigam's » Sterling Resorts e Neon Labs «Karvy Consultants «Indusind Bank» Infocom + Shamken ` 
* Cox & Kings ° Asian Paints « Saffron «Ma Foi Shelters e Kitply Ltd.e NTPC «EIL * NMDC * BEL * ` 
]GTS*BHEL «IFFCO Ltd. LML L. SM Tech s RS Solutions « Nic» Gail» OCL «MMTC. 


"i Invertis Institute of | b Invertis Institute of 
LA dies | We Engg. & Technolog 
eU Management Studies | ngg. & lechnology 
CITY OFF. : B-186, Civil Lines, Bareilly (U.P.)- 243 012 Phone : (0581) 2429000, 2429100 
CAMPUS : 12 km. Stone, Bareilly-Lucknow NH-24, Near Transport Nagar, Bareilly (UP)-243 123 
Phone : (0581) 2460442, 2460443 Telefax : (0581) 2460454. 
e-mail : infoGinvertis.org Visit at : www.invertis.org 


(Both are Approved by AICTE, MIN. of HRD, Govt. of India (Affiliated to U.P. Technical University, Lucknow, 
CCS University, Meerut & MJP Rohilkhand University, Bareilly) 
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NDIAN business schools, by and large, used to offer only M aste rs 
standardised two-year courses focused on training fresh 

graduates. Over the past couple of years though, many B- 
schools have started paying more attention to a very dif- 


ferent breed of students — working executives. And they | More and more Indian executives are 
are creating special courses tailored around the working going back to school. And they seem to 


executive's needs. | : š : 
There is a whole host of institutes, ofall grades, queuing up be studying longer 100. Aarti Kothari 

to woo this very lucrative and under-served segment of MBA 

aspirants — candidates who are three years into a job or five, | ing a slew of focused courses through direct and distance 

or even 10 and more. Short-term executive training pro- | learning. The ideais to create a brand." 

grammes or workshops have been on the rise year after year. The eligibility factor for these executives at IIM-C varies 





courses — spanning a year or more on a part-time basis. | work experience for the Business Leaders Programme to just 

Leading the pack is the Indian Institute of Management, | three years for the Executive Programme in Business Manage- 
Calcutta (IIM-C), the first IIM to occupy the one-year pro- | ment for Young Managers. 
gramme space. Six years back, it introduced the first ‘IIM-C Other institutes to enter the fray in the last 2-3 years are: 
Long Duration’ programme with just 28 students. Quietly but | S.P Jain Institute of Management & Research, Mumbai; the In- 
significantly, it created a whole new segment within the exec- | ternational Management Institute (IMI), Delhi; and the Vinod 
utive education space. Today, IIM-C offers eight one-year pro- | Gupta School of Management, IIT-Kharagpur. S.P. Jain Insti- 
grammes to over 600 working executives. Says Ranjan Das, the | tute started its one-year EMBA in August 2002 , wherein work- 
driving force behind the long duration programmes at IIM-C: | ing executives with 5-7 years of experience spend about 60 
"We are focusing on just one area: strategy and general man- | dayslearning on campus. The school runs five batches con- 
agement. Within this, we are creating a super market by offer- | currently and is now teaching about 250 students, each of 
whom pays a fee of Rs 2.65 lakh. 

TheVinod Gupta School has an interesting format. Lever- 
aging its locational advantage, it conducts its two-year week- 
end course simultaneously in Kharagpur, Kolkata and 
Bhubaneswar. Enrolments have gone up to 42 from 35 last 
year. With some sponsored candidates from Bangladesh, the 
school is running a full house in Kolkata. IMI differs from the 
others — the two programmes it offers focus on certain niches 
like international management and knowledge management. 





"Through short term 
courses, one can 
acquire a skill, but 
not behavioural 
change," says 
RANJAN DAS, IIM-C. 


The List Goes On 


But just how big is the market for executive education? "There 
are 5,000 corporates creating wealth in the country. Each 
would have an average of at least 30 managers. How many of 
these are MBAs?” asks Das. Till last year, the top 20 schools to- 
gether inducted 3,000 students every year. Assuming that at 
least 10,000 out of the 130,000-odd CAT applicants are bright 
candidates, 7,000 drop out of the MBA process, disappointed. 
In all likelihood, these 7,000 students would rather gain work 
experience than go to a non-IIM school. 

That being the case, the potential for executive educa- 
tion in management is huge. So those working executives, 
who want career growth or a specialty shift 'say from fi- 
nance to HR), mostly opt for the full-time cr long term 

programmes programmes as they are the same as the reg- 
ular two-year MBA course. The only difference is: they are of 
a shorter duration. Says Suresh Mony, chairperson EMBA, 
S.P Jain Institute: "Two executives from Tata Motors from our 
first batch gained eight-years' worth of growth in their first ap- 
praisal after completing the course." Moreover, unlike the 
short-term programmes, many of these courses offer place- 


BUSINESSWORLD 18 3 OCTOBER 2005 


But the new trend is executives opting for longer duration | from programme to programme. It is anything from 10-years <=. 
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GHAZIABAD 


Estd. 1990 


Get the cutting edge education 


Hm E 1 


ni Studies. G ha 


An Im 77] certified Institute & 'A' rated premier B-school imparting professional education for 
the last 15 years. 12th rank in intellectual capital out of top 50 B-Schools 





Institute of Management Studies, Ghaziabad and IMS Ghaziabad (Delhi Chapter) promoted by the IMS Society, 
Ghaziabad offers a wide range of courses in the area of TUE information hiwa ud Bio-Science & Engineering 
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Singh University, Meerut | 
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| is 1002 aliiüivedenthom any recognised Board 
Admission : On meritof 1042 


1042 bradas from any recognised Board with 
! Mathematics at 10th level. Admission : On merit 


Graduation in any discipline with ` 
minimum 50% marks. Admission : 
Through MAT/CAT/GMAT score 



































Graduation in any discipline 
PGDTM © Admission : Through MAT/CAT/ GMAT score 











10*2 or equivalent from a recognized 
board with Biology. Admission : On 
merit of 10+2 





PGDB M Graduation in any discipli ine with 50% marks 
* having 2 years work experience. Course to be 
_ run at IMS Delhi chapter. Admission : Direct 


1042 or equivalent from a recognized 
Board with Biology and English with 
minimum 4595 marks. 

Admission : On merit of 1042 


MI B Graduate or equivalent degree in any discipline MBA (DLP) 
(under 10+2+3 pattern) from a recognized 
University with 45% marks. 
Admission: On merit of graduation 


— ee 


- Graduation in any discipline 
Admission : Direct 









" rely Lucknow | | girls (All rooms have attached bath & toilet)» Recreation : 
Graduation with 50% marks & Maths at 1042 or | as na ict T Livery MT "s a 
Bachelor's degree level. | | computer facility at hostels «Mess & C faci 
Admission: Through SEE - UPTU oe 


For further details, contact : 


INSTITUTE OF MANAGEMENT STUDIES IMS Ghaziabad (Delhi Chaptér) : 


Lal Quan, G. T. Road, Ghaziabad-201009, National Capital Region 18/1, Aruna Asaf Ali Marg, Qutub Institutional Area, New Delhi - 110016 


— Ph. : (0120) 2866033/35/38/39 1- 
| Fax:2866034 E-mail : ims@del2.vsni.net.in Website : ims-ghaziabad.ac.in 0015100131 SQUE Fa of 2493007 
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^ EAgMHERE are at least three new full-time executive 
MBA programmes in the offing. The most antici- 
ae pated is IIM Ahmedabad's much talked about 

*.one-year executive MBA programme, PGPX, to be 
:;"Jaunched on 2 April 2006. With GMAT replacing CAT 
as the entrance exam, the admission procedure is on 
the lines of the Indian School of Business. There is an 
emphasis on managing across borders and cultures. 
Finally, there is a five-week international project. All of 
this at a cost of Rs 800,000. Yet the numbers are hefty — 
70 working executives are expected to be enrolled in 
the next couple of years. 

The Shailesh J. Mehta School of Management at 
HT-Bombay is also launching a two-year manage- 
“ment programme for working executives by 2007. The 
-Department of Management Studies, IIT-Delhi, will 
"follow suit with its rather pricey (around Euro 30,000 
"per annum),18-month MBA for senior executives in 
collaboration with ENPC, Paris. Its USP will be an 
international faculty and an international catchment 
area. But the course is awaiting a nod from authorities. 






Pls 








..B-SCHOOLS 2005 


ment opportunities too. 

Executive programmes also make good business sense for 
institutes. At IIFT, theone-and-a-half-years Executive Masters 
in International Business costs Rs 100,000 for a day-pro- 
gramme. It is more like a weekend course with about 90 days 
of classroom teaching. The same is also spread over three 
years ona part-time basis. IMT, Ghaziabad, offers a 15-month, 
full-time residential post graduate diploma in executive man- 
agement at a cost of Rs 4 lakh. As part of the programme, stu- 
dents do a two-week stint in some European countries. 

Let'stake a momentto do the maths. When an institute of- 
fers a three-year, part-time executive management pro- 
gramme which 'consists of 36 courses of 30 contact hours 
each, what does it really boil down to? Forty-five days (take a 
complete 24-hour cycle) of teaching out of total 1,095 days 
(three years) ofthe course duration. The cost? Rs 2.25 lakh. 

"Theoretically, the one-year, full time course should be in 
great demand. But it depends on the institute," says Casimir 
Raj, director, XLRI. Incidentally, XLRI offers one-year, three- 
year and part-time satellite-based programmes. 

The question to ask is whether a second innings at school 
actually helps these executives meet the objectives they had 
set out for themselves at the beginning of the course. But that's 
another story. Watch this space! m 


www.businessworldindia.com ) 





E _ LAL BAHADUR SHASTRI INSTITUTE OF MANAGEMENT, DELHI | 


ay 


Recognised by AICTE, Ministry of HRD, Govt. of India 


\ __ ANNOUNCES ADMISSION TO | 
| \2005 Two Year Full-Time Post Graduate Programme in Management 2006-2008 | 


| ç 
i 


The Institute is a centre of excellence in value based management education, training, research and consultancy. ithas 

roan permanent faculty members with varied experience in industry and academia and has exchange programmes with 

SU, SVSU and NJIT, USA. The Institute has been consistently ranked among the top 20 B-Schools in the country by all leading B-School Surveys. 

programme consists of six trimesters and offers specialisation in ten areas - Finance & Accounting, Information Technology - : — vr 

ms, Marketing, OB & HRM, Operations Management, Management of Technology, international Business, be THE PROGRAMME 
neurship & Small Business, Insurance & Risk Management and Management of Services. : 


. Altleastathree year bachelor’s degree or equivalent in any discipline recognised by AICTE as eligible for Post Graduate Studies. Students 
_ appearing for the final year of degree examination in 2006 can also apply. RE Ñ 


Al candidates seeking admission to LBSIM are required to appear in the Common Admission Test (CAT) to be 4 ADMISSION AROCEDURE 


conducted by IMs on 20.11.2005. 


Candidates are also required to register at LBSIM, Delhi through application form which can be obtained from Admission Coordinator, _BSIM, Delhi 
till 19.11.2005 on all working days from 8:30 AM to 8:00 PM on payment of Rss. 1150/- in cash or DD in favour of Lal Bahadur Shastri Institute of Management, 
yyable at New Delhi (Add Rs. 75/- for sending form by post in India and Rs.200/- abroad). We ` 


Application Form can also be downloaded from our website : www.Ibsim.edu and submitted alongwith a DD for Fis.1225/- (Rs.1350/- abroad) 
in favour of Lal Bahadur Shastri Institute of Management, payable at New Delhi. : 
Final selection will be based on CAT score and performance in the subsequent Group Discussion, Extempore & Personal Interview. 
Our Institute uses CAT for short-listing the candidates for our Two Year Full-Time PGPM. HMs have no role either in the selection process or in the 
f the programme. `: CAN : 
. The Placement Cell maintains close linkages with potential employers and the entire batch of 2003-2005 students have been placed 
_ ip reputed Indian and Foreign companies. Full details are available in the information brochure: m DNUS 
th boys and giris. LBSIM supports educational loans from Banks. 


PP i SORTANT DATES Wisa 


| 1. Last date for issue and submission of LBSIM Application Form 19.11.2005 | 


20.11.2005 | 





Lal Bahadur Shastri Birth Centenary Celebrations Oct 02, 2004 ~ Oct 02,2005 


INSTITUTE FOR FIN 


à I AND RESEARCH. 


One-year full-time P 


^A leading business school with st 

| 1870 as an autonomous insti 
established Centres for Advante 

also manages the ICICI Research Centre an 
affiliation by the University of Madras for students. 





Two-year Postgraduate Diploma in 
Business Management - (PGDBM) 


PROGRAM HIGHLIGHTS: 
AICTE approved 
Two-year full-time course work 
Information Technology (IT) integrated pedagogy 
x Includes process based courses such as SCM, CRM, ERP, 
BPR, etc . 
Develops general management skills through. an integrated 
approach 
Focuses on building interpersonal skills for effective teamwork 
Designed with an international perspective and incorporates best 
worldwide practices 
100 percent placement in leading companies 
ELIGIBILITY : First-class undergraduate degree (10+2+3). 
Candidates appearing for the final year degree 
examination in the year 2006 may also apply. 


e best in Tamilnadu, - 
k, September 2008) — 


jusiness Management - (PGDBM) 


in Advanced Finance - (PGPF) 


he financial sector, IFMR was founded i 
ther major corporates. IFMR ha 
aining in these areas. IFMR 
JEMR has been granted 


PROGRAM HIGHLIGHTS 


Four terms (12 months) full-time course wok. 


Hands-on approach to learning with exercises, c 
trading. 


Tools and techniques relevant to Indian mar 


Prepares students for inm ; 
functions. ; 


Class size: Up ta twenty students. 
A few: scholarships are aval F 


ugh th ICICI Research 


ICICI Bank will Ta graduating students. 





SELECTION : 


Through Common Admission Test (CAT) conducted by HMs d PGI 


GRE scores at the 95th percentile or above (test taken after June 2005). 


without these scores. Shortlisted candidates will be called 1 


also undergo a written test. 


HOW TO APPLY: Common application for both the pi 
“Institute for Financial Manaqa | 


Application kits are 


ams. s. Application ki available payment of Rs.600/- by cash or DD drawn in favour af 


plication forms are also vice on our ae 


anagement & Research 
Chennai - 800 034. 

-mail: eng@ifmr.com 
searchcentre.orgluserícafs 


Centres and T.LM.E offices across the country 









ROW or perish is the mantra B-schools drill into the 
heads of MBA students. And yet, when it comes to 
their own expansion, they're not quite as gung-ho. 
Yes, over the last five years the IIMs have increased 
their intake, but they've done this by adding infra- 
structure at existing locations. IIM Bangalore has made a 
tentative foray into Singapore and IIM Lucknow has set up 
an executive education centre 
in Noida. But as a former IIM-B 
student who visited the insti- 
tutes offshore 'campus' ob- 
served: "It's nowhere near the 
scale of what INSEAD has 
achieved in Singapore. Frankly, 
Iwas disappointed." 

Not that INSEAD had it easy. 
"Integration was very pain- 
ful,” admits Soumitra Dutta, 
dean of executive education. 
INSEAD hired nearly 80 full- 
time faculty over nine years to 
help create the campus, which 
opened in 2000. Indian B- 
schools, on the other hand, are 
looking at flying in their existing 
faculty members and taking 
short bursts of courses. 

S.P. Jain Institute is following 
asimilar model, but it has done 
a far better job putting together 
its Dubai campus. You could 


with mixed SUCCESS. Rashmi Bansal 
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outward 


Creating new branch campuses for 
established B-school brands has met 





ug " " 


E. 
m 


HEMANT MISHRA 


ICFAI: It has expanded its reach to over 14 centres; the Mumbai branch started small but grew fast 


credit the success to a more entrepreneurial mindset, unfet- | on ‘delivery’, operating mostly from rented premises with 


tered by sarkari compulsions that the IIMs face. However, 


even S.P Jain doesn't seem keen to expand within India itself. | 


So, why do they want to go abroad when they can set up 
branches in Delhi, Bangalore or Chennai first? 

The official explanation is a need to maintain standards 
and quality. This is the same sort of issue which faces a fashion 


designer who produces a couple of hundred pieces of haute | 


couture. Can the brand be taken to the masses without dilut- 
ing itself? It's a risk few designers — or top-tier B-schools — 
are willing to take. 

But the new generation of B-schools have no such qualms. 
The demand-supply skew is just too delicious to ignore. 


Welingkar has set up a centre in Bangalore, a city starved | 


for quality B-school education. A full-fledged campus is 


expected to come up by 2007 and director Uday Salunkhe 


envisions ten such centres across the country by 2015. 


One player which has actually already 'been there, | 


done that’ is ICFAI. In the last five years, aggressive expan- 
sion has taken the ICFAI Business School (IBS) to 14 centres. 
IBS operates on a hub-and-spoke model with most of 
the knowledge generation taking place at the mother centre 


in Hyderabad (activities such as case writing, curriculum, | 


research and publications). The other centres concentrate 





contract faculty. 
Of course, not all the centres are of uniform quality. As 
recently as 2002, ICFAI Mumbai was housed on a single 


| floor inside Khalsa College — and placements were far 
| from healthy. Yet that same year, the B-school doubled its 


intake, moved to a makeshift campus in Goregaon and then 
got former NMIMS director Y.K. Bhushan to take charge. 

All these efforts coincided with the boom in entry- 
level jobs for MBAs in the retail, insurance and banking 
sectors. Marketing and customer service jobs in the Rs 1.8 
lakh-3 lakh range are the mainstay — and there are enough 
of them going around to share with students ‘rom ICFAI 
centres like Jaipur and Dehradun, where placements are hard 
to find. The school has an online centralised placement 
database for that purpose. 

The confounding bit, however, is that the same instititu- 
tion also operates an ICFAI National College which awards a 
five-year integrated MBA and a two-year regular MBA. The 
difference, chiefly, lies in pricing — like a Hindustan Lever 4 
offering a Lux soap in premium and popular variants. / 

Can the same strategy work for education? If you see it as & 
business and the student as a consumer, then, perhaps yes. 
But only time will tell. E 
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Ask the students of our earlier batches who have experience 


* "A"Rating (Business India survey 2003), € 


Ranked 1" in Rajasthan (Business Today 

survey 2002) & 50" in India (Outlook 
Survey 2005) amongst the top 

management Institutions. š 


€ Academic Complex with — latest 
infrastructure & facilities including high 
speed broadband internet connectivity. 


€ Furnished hostel facilities with meals 9 
separately for boys and girls. 














< S ARAVALI INSTITUTE OF MANAGEM EN 
X £3) (An institution of Marwar Education Foundation) 
2 Marwar Bhawan, Polo No. 2, Paota, Jodhpur 342 006 (Rajasthan) 
Tel. : 0291-2542235, 2550070 Fax : 0291-2543600 
E-mail : aravali@india. com Web : http://www.aravali.org 


Admissions Notice for 7” batch (2006- -08) of x 
Two Years Full-time Post Graduate Programme in Management 








1" and only management institute in 
Rajasthan affiliated to Commor 
Admission Test (CAT) conducted by the. 
prestigious IMs. H 
Around 500 CEOs of leading organisations 
from all over india and abroad including 
several IIMs & IITs professors visited us in 
last five years. 


Facilitation for 10096 placements in. 
national and multinational organisations. 





Promoters are primarily the alumni and faculty of IIMs & liTs with commitment | 
to transform the students to make them budding managers par excellence. | 












completing graduation by 30" June 2006. 


Selection Process : Performance in Common Admission Test (CAT) of IIMs, academic track record, 


group discussion and personal interview. 


Our Institute is affiliated to CAT for shortlisting the candidates for our Two Years Full-time Post 
Graduate Programme in Management. IIMs have no role either in the selection process or in the 


conduct of the programme. 


_ Please pay in cash or send cheque/draft for Rs. 1000 only in favour of “Aravali Institute of Management" 
payable at Jodhpur towards Information Brochure, Programme Form and Admission Processing Fee to the 


- Chairman (Admissions) at the above address. 


The Programme Form and Information Brochure can also be downloaded from our website 
<http:/Awww.aravali.org> which please do visit for further details. 


Important Dates 


e Common Admission Test (CAT) conducted at selected centres all over India : 20" November 2005 


e Issuance of AIM Programme Forms 


Eligibility : At least three years bachelor's degree or equivalentin any disciplinerecognizedbyUGC or —— 
the state/central government. Final year students may also apply but admission is subject to — ° 


: 10" Sept. to 10" Dec, 2005 


e Last date for receipt of completed Programme Forms at above AIM address : 10^ December 2005 


e Group Discussion and Personal Interview at Jodhpur 


e Preparatory classes in Accounts, Communication, Computers & Maths 


e Start of regular academic session 


FOUNDATION FOR BETTER LIFE 


: During February/March 2006 
: 01-30 June 2006 
: 06" July 2006 








Family, bus 
Manageme E 
JAMNO Groupes) 
iay VRUD: 
UJiiiare i a i 


m 
+ — 


| 


| 


iL th 





SHRRUTI BATRA, FMBA STUDENT AT S P JAIN INSTITUTE, has started implementing the learnings in her family business 
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` Success in separating owner- 


HE cliché most abused by Corporate India during the 
1990s was "lack of a level playing field". Furrowed 
brows said that the wave of economic liberalisation 









unleashed would drown out the country's family-run | 
businesses. These were, after all, the pillars on which : 


Indian business was built. Their contribution to the nation's 


economic output was pegged variously between 30 per cent | 


, Y and 50 per cent. And their playing field was simply not flat 
- enough fora fair game. 


Those furrowed brows are more serene today. Family- 


owned businesses are still going strong. The Tatas, Birlas and | 
Ambanis have grown to hold on to their leadership positions. | ogy (Bimtech) in Greater Noida started its Post Graduat 


| Diploma in Entrepreneurship and Family Business and has ` 


And a few others — in industries as diverse as auto compo- 


nents, textiles, consumer durables and telecom — have come | 


up the ranks. 


|. B-school to have caught on to the trend is Mumbai's We 


But take a step outside this field and the picture would | 
change. You would find about 25,000 medium enterprises — | 
those that earn anything between Rs5 crore and Rs 100crorea | 
year. Move further back, and you would find about a crore of | 


companies that earn less than Rs 5 crore. More than 95 per | 


cent of all these firms are family-owned. And all of them are 
trying to find a way into that exalted field, flat or not. 

The perimeter of that field is drawn by managerial exper- 
tise. Yes, other resources too 
separate the grounds — those 
ranging from cheap funds 
and accessible technologies 
to a nurturing regulatory 
framework. But then, how did 
so many family-run busi- 
nesses make it into the field 
within the span of a genera- 
tion? Experts say it was their 


ship from management. In ef- 
fect, they say it was their focus 
on training the right manage- 
rial resources on the right ar- 
eas. M.L. Shrikant is one of 
those experts. 

Shrikant, honorary dean 
at the S.P. Jain Institute of 
Managementand Research in 
Mumbai, spotted the hunger 
ofthese smaller companies to 
make it to the field as early as 
1997. To satisfy that hunger, 
he started a management 
course for such family-man- 
aged businesses. Today, the 


done away with. 
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FMBA vs MBA 


Aspirants for family business management courses need 
lo be working in their family businesses. Rather than a 
written test like CAT, candidates are often chosen through 
interviews and psychometric | tests. 


inan FMBA, subjects are taught to the me required for 
a student's business. So a lot of theory orientation is 


FMBA exercises a are e mostly based í on a student's S family 
business. The closest an MBA student comes to real-life 
examples are in case studies or internships. 


NIBA course materials are ‘geared for large enterprises. 
FMBA courses look more at smaller enterprises and the 
challenges | in scaling them up. 


FMBA students aren't encouraged to stay away from ih r 
businesses during the course. This cuts down on the 
facilities B-schools need to provide them, improving their 
margins from such courses. 





| similar courses. Today, 125 students attend the two course 


B-SCHOOLS 2: 




































institute runs a two-vear course on family managed business 
administration (FMBA). From a batch of 16 in 1997, the course 
has grown to accommodate 150 students in the current batch 
"Our flagship programme may be the two-year MBA. But the 
FMBA is more important and more socially relevant,” x 
Shrikant, himselfa doctorate in general management from x 
Harvard Business School. 
Others have followed in the wake. In 1999, Mumbai 
Narsee Monjee Institute of Management Studies started 


In July last year, the Birla Institute of Management Technol 


enrolled 16 students in the first batch. The lates 


ingkar Institute of Management Development and Resea 
which is launching its Professional Programme in 
Managed Business in October this year. All of these are 
fledged courses, not electives. : 

Shrruti Batra, whose family owns the Knight Queen group 
makers of mosquito repellents, joined the FMBA course: 
Jain Institute a year back. The idea was to prepare herte 
with a larger role in the family business. "Within the first two 
contacts (classroom sessions 
in FMBA lingo), there was a 
tremendous change in my atti 
tude. I knew the business be 
fore, but not the way [know it” 
now,” says Shrruti. us 

The difference made by the 
course flows from the wa 
such courses are desig 
Among other things, th 
gramme at S.P Jain Instit 
quires students to spend just. 
week every month in the clas: 
room. For the rest of the. 
month, the studentis expected. 
to go back to the family busis 
ness and apply what has been 
learnt in the classroom. Shrruti 
did that too. She re-prioritised 
her company's operatio : 
focus attention on the to 
distributors who bring in. 8 
per cent of the sales. 

You may say that's hardly: ` 
different from the wisdom that 
may be gleaned at general | 
MBA courses. The 80:20 ne in | 





tory ae 





d the FMCG business is hardly revelatory in this age. But then, 


whereas general MBA students just get to learn that in text- 
books and case studies, FMBA students like Shrruti get to 
practise them straightaway. 

There are other, significant differences between MBA and 
FMBA courses. The first and the biggest is that FMBA pro- 
grammes are geared for smaller enterprises, because the need 
to grow small, family-run businesses is what spawned such 
courses in the first place. In sharp contrast, general MBA pro- 
grammes, most of whose students aspire to join multination- 
als, are stacked with study materials that talk about challenges 
facing large corporations. 

Shrikant says getting a faculty or the material to teach such 
à course are problems in front of the B-schools themselves. 
"Conventional management teachers are oriented towards 
functions like HR, finance or operations," says Shrikant. But at 
FMBAs, these functions acquire a broader significance. They 
are taught as ‘management of people, ‘management of 
money’, and ‘management of activities’ to impart a more 
holistic view on the business. 

Familial relationships, succession issues, self-account- 
ability and maintaining ownership control are hardly the 
principal matters of concern at large corporates. That's why a 
module like ‘Family issues’, which deals with things ranging 
from the role of women to induction of young members into 
the family business, is an important component of an FMBA 
course. Also on the curriculum are things like developing 
more tolerance for the ‘old system’, respecting the experience 
of the previous generations and even handling the egos of 
family members delicately. Students are not taught to undo 
their family businesses, but make changes from within. 

So, FMBA students are not required to plumb the depths of 
subjects that are de rigueur for general MBA courses. Ratan 
Sharma, who heads the FMBA faculty at S.P Jain Institute, il- 
lustrates the differences. “We don't stress mathematical mod- 
elling, for one. In accounts and finance, we teach balance 
sheet analysis by making the students study their own compa- 
nies’ balance sheets, instead of others,” he says. 

Apart from the distinct course content, the teaching 
process is different too. Cases from Harvard Business Review 
don't feature at the top here. The approach is to teach from 
real-life, local examples. Parents of students, who are them- 
selves expected to be part of the family business, are invited to 
participate in lectures and discussions. 

There are certain downsides to this flexibility, too. B.M. Ka- 
cholia, programme director at the Narsee Monjee Institute, 
says: “Absenteeism is a problem. Since the students are work- 
ing while studying, they have exhibitions and workshops that 
they need to attend.” 

The flexibility is the reason Rajat Barjatya, scion of the en- 
tertainment group Rajshri Productions, didn't go for the two- 
year course at S.P Jain Institute. Instead, Rajat, who had al- 
ready been working at his groups marketing department for 
9 years before he went for the FMBA, chose one ofthe courses 
at Narsee Monjee, which required him to attend classes only 
on weekends — and that too for just 8 months. 

This flexibility doesn't translate into laxity or passive ap- 
proach to the studies. In fact, it's more demanding in that it 
needs to translate into business growth directly. Parimal Mer- 








AN FMBA CLASS AT BIMTECH The school is extending the course to 2 years 


chant, a teacher at the S.P Jain course, says: "The objective is a 
quantum jump in the students' businesses. ...His doing the 
course must mean something big." 

Merchant gives the example of Devang Trivedi, a student 
in S.P Jain's first FMBA batch. Before joining, Devang, a civil 
engineer by training, had started a real estate business along 
with his father on a seed capital of Rs 5 lakh. His current rev- 
enues, claims Merchant, are Rs 30 lakh. His company, Progres- 
sive Builders, now wants to raise capital from the stockmar- 
kets. “I always wanted to do something on my own, however 
small. But today, we're big," says Devang. 

The B-schools, too, stand to make substantial margins on 
these courses. Compared to general MBA courses, FMBA pro- 
grammes need fewer contact hours, lower infrastructure costs 
and fewer teaching staff. So, though the two-year, regular 
MBAs cost more, the profits from FMBAs are higher. In fact, 
spurred by the initial success, S.P Jain Institute has already in- 
creased its fee from Rs3 lakh to Rs 4.5 lakh this year. (Its two- 
year MBA costs about Rs 3.5 lakh.) Narsee Monjee charges Rs 
76,000 for its week-end programme, while Welingkar will 
charge Rs3.5 lakh for its programme. Next year, when Bimtech 
converts its one-year programme into a degree course (in af- 
filiation with auniversity) covering two years, its fees will go up 
to over Rs 2 lakh. These four institutes are looking at earning 
over Rs 9 crore from just 340 FMBA students. 

Similar reasons have made FMBA courses a hit with B- 
schools all over the world. IMD, Lausanne, has a Femily Busi- 
ness Center that conducts programmes on topics like ‘Leading 
the family business’, ‘Building on talent’, and ‘Mastering new 
challenges’. The Marshall School of Business in the University 
of Southern California conducts an executive programme 
called ‘Family Business Network. Babson Colleges Institute for 
Family Enterprises is slightly more focused, with an emphasis 
on "Trans-generational entrepreneurship’. Harvard Business 
School has authored cases on topics ranging from ‘Lessons in 
competitive advantage from great family businesses’ and ‘Suc- 
ceeding generations’ to ‘Lifecycles of the family business’. 

But if it is such a hit formula the world over, why haven't 
other Indian B-schools caught on to it? Shrikant has a simple 
explanation. "Leadership of management institutes has been 
very conventional in India. They don't look at gaps in society or 
whatis socially relevant," he says. It seems that even among the 
countrys B-schools, the playing field is not all that level. = 
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"Where Excellence n DAS bae i 


FACULTY OF MAN 


©. INDIAN INSTITUTE OF RURAL MANAGEMENT, JAIPUR 


(Recognised by AICTE, Ministry of HRD, Government of India) 
SESSION 2006-2008 


© Ranked A+ among the Top 20 Business Schools of India during the past 5 years 
ORanked 8th among the Best Sectoral Business Schools in India 


THE INSTITUTE 

IIRM is nationally recognized as a Centre of Excellence in 
Management Training, Research and Education. The institute 
organizes numerous short-term management training 
programmes and research studies sponsored by Central/State 
Governments and the UN/International Agencies. FMS-IIRM is 
moved with the objective of imparting quality education in 
managementin general and promotion of Rural Management as 
a scientific discipline in particular. Established in March, 1988 
the FMS-IIRM has earned an enviable name and is acclaimed as 
abusiness school of repute in India. 


THE PROGRAMME 
Academic Session 2006-2008 
Post Graduate Diploma in Management (PGDBM / RM) 


ELIGIBILITY 


A Bachelor's Degree or equivalent in any discipline with not 
less than 50% marks in aggregate. Candidates appearing forthe 
final degree examination in the year 2006 can also apply. 


FEATURES 

* Spread over 64 acres campus including the Rural & Main 
City Campus. 
State-of-the-art computing facility with over 100 
terminals and latest softwares. 
Computerised Library with more than 35,000 books, 
periodicals & connected to DELNET. 
Hostel with a capacity of over 250 students in addition to 
theexecutive hostel facilities. 
Faculty & Student Exchange Programmes with leading 
foreign universities. 
100% Placement track record assisted by Placement Cell. 


SELECTION PROCEDURE 

All candidates will be required to appear in MAT/XAT/ATMA. Final 
selection is based on over-all scores obtained by the candidate in 
any of the above exams followed by Group Discussion, Personal 
Interview and Academic Record. 


APPLICATION PROCEDURE 


Aspirants are required to apply on prescribed 
application form obtainable alongwith Information 
Bulletin from the Registrar, FMS-IIRM Campus, 
Mansarovar, Jaipur-302020 on payment of Rs. 800/- in 
cash or Rs. 850/. by D.D. (in case of postal 
request)drawn in favour of "Indian Institute of 


Rural Management" Payable at Jaipur. 


(E ` 


RM Camp us: Tagore Marg, iansarovar pom -302020; * IRM Rural Campus isis — 303005 


Office : 0141 - 2395402, 2396648, 2397551, 2397563, Fax: 091-0141-2397512 - 
E-mail: iirm@iirm.ac.in, info@iirm.ac.in, We 
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GDPI calls: BCLKI 
Converted: BCLKI 
Percentile: 99.90 (V.A. 
99.6996, Q.A. 98.58%, 
D.L 97.1996) 


OXED? Well, you're obvi- 
ously not an MBA aspi- 
rant. And if so, you prob- 
ably don't check into 
pagalguy.com to 
dissect the hidden, tran- 
scendental meaning in 
such vital statistics. 
That, by the way, 
is typically the 
profile of a 'final 
IM call-getter 
(who scored in the 
99th percentile in 
CAT, appeared for the 
group discussion/per- 
sonal interview at the IIMs 
in Bangalore, Kolkata, Luck- 
now, Kozhikode and Indore, 
making it in all five). It is a 
state of ‘having arrived’ that the 33,000 registered users of Pa- | 
galguy, Indias largest online MBA forum, aspire for. 
Pagalguy is a virtual adda for those attempting to scale the | 
B-school summit. Akin to Napster in a sense, every user has a 
‘file’ to share — an experience, opinion or factoid — which 
ends up being relevant to some MBA aspirant, somewhere. 
The website was born in September 2002, not out of a 
grand vision but because 21-year-old Allwin Agnel was 
peeved with a Sify forum and thought it was time the world 
learnt what a “real forum" was. The first two years saw 10,000 
registrations — all through word of mouse. 
Itreacheda tipping pointofsorts when a user posted a link 
to the CAT results in December 2004. (It was a technical glitch 
on the part of the IIMs.) The website got coverage in the main- 
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Toshiba e-Studio is No. 1 when it comes to Digital Multi Function Devices (MFDs) in India. 
The figures prove it. With the kind of convenience, ease of operation and solution to various business-needs it offers, 
it's really no surprise that Toshiba is No. 1. 
PRINT * SCAN * FAX/INTERNET FAX * COPY * E-FILING * NETWORK CONNECTED 
9810403077, Mumbai: 9821238623, Bangalore: 9845322999, Bhopal: 9826066669, Chandigarh: 9417092660, Lucknow: 9415501505, Kolkata: 9830992677, Guwahati: 9435140€ 




















We'd rather let the figures talk... 
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mad world 


Pagalguy.com hosts a huge community 
of MBA aspirants. Rashmi Bansal 





Insanely different 


| SECTIONS 


->i ARTICLES 
2) CONTACT 
2 REGISTER 





Research Center and now in his most recent 
role as the Founder and Honorary Dean of 
Great Lakes Institute of Management, 


Chennai 
EXCLUSIVE 


Interview and other articles will be published 
exclusively on PaGaLGuY.com. You wil also 
get to read what we think about the Great 








OD, MEMBERS AREA 


ALLWIN AGNEL has struck the right chord with his content on the online MBA forum. He is now focusing on revenue 


stream media, and has grown at an astounding pace since 
then, tripling its user base in less than nine months. 

The problem is that Pagalguy's revenues are low. It's more a 
labour of love. Moderators put in time and effort to maintain 
the standards of decorum and discussion, absolutely free of 
cost. Says Allwin: “Pagalguy.com is a community in a real 
sense, where people share their experiences, concerns and ju- 
bilations — largely related to MBA.” Its members regularly 
meet offline too, and even volunteer at NGOs in four cities. 

Can the website make a transition into a profitable entity? 


| The entrepreneur in Allwin thinks so. He has some big plans, 


including big-ticket advertisers and e-commerce. Meanwhile, 
the billings at Neutral Web solutions, a Web-hosting company 


| Agnel started with a friend, are enough to fund the forum. m 


Source: IDC published in Dataquest Vol XXIII No 13 Special Issue 
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- India's first centrally airconditioned B. School Campus 


ACCREDITATION ADMISSION | 
AICTE considers Accreditation as the final test of quality for a busines school. 45'^ BATCH 
There are only 17 accredited b.schools in India till date including SCMS-COCHIN. 
MBA EQUIVALENCE 


MBA equivalence granted to the PGDM of SCMS-COCHIN by Association of 180 SEATS 


Indian Universities. A high level of quality is a pre-requisite for this recognition. 
SCMS is one among 14 of this rare breed. 60 SEATS 
ISO CERTIFICATION 
There are only 8 b.schools in the country with ISO certification for quality man- 
agement teaching system. SCMS is the first to get ISO certification. 
CREDIBILITY 
B.Schools with these credentials are undoubtedly superior in quality and per- 
formance. Check before you opt a b.School. 
BUSINESS MAGAZINE RATINGS 
SCMS-COCHIN is consistently rated by all magazines as one among the best 
25 b.schools in the country. 
WORLD CLASS FACILITIES 
SCMS has a full time faculty strength of 45. SCMS campus is centrally 
airconditioned, has a library with 26,000 latest books on management, 2 com- 
puter centres with 400 terminals and 24 hour leased line internet connectivity. 
Classrooms are fitted with multimedia system. 
SPECIALISATION 
SCMS is the only b.school which offers specialisations in all areas which have 
an increased job opportunity in any year in addition to specialisations in HR, 
Finance, Marketing, Materials, Systems, Information Management, E-Com- 
merce, Advertising and Public Relations. 
PLACEMENT 
Probably, SCMS-COCHIN is the only b.school with placement offices in Chennai, 
Bangalore, Hyderabad, Pune, Mumbai, Delhi and Kolkata. An unblemished 
record of 10096 placement since 1996. 
For APPLICATION and PROSPECTUS send DD for Rs. 750/- in favour of 
SCMS to Admissions Officer. wi-fi classroom 
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BUSINESS SCHOOL 


SCMS New Campus, Prathap Nagar, Muttom, Cochin - 683 106 
Ph: +91 484 2623803/04, 2626153/54, 2623885/87 Fax: +91 484 2623855, Website : scmsgroup.org E-mail : sems@ysnl.com 
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Funny business: The crazy kids at the National C a ers 
Institute of Industrial Engineering (NITIE) 
have launched India's first B-school comic 


character, Arbit Choudhury. Some B-school milestones of the past year 


v COMPILED BY TANMOY NEOG 


The 4 P'5 of MBA Education 
Presentations 
Parties 
Placements 


Pay Packages 


BOE x | Meet and greet: The IIMs had their first interna- 
| An index of their own: The 


p í | tional alumni meeting in Santa Clara, California, 
| Alliance Business Academy | 


in July this year. One hundred and fifty alums 


le eects ae owe showed up, but the Anmedabad campus clearly 


| 

| Bangalore Stock Index 

| (BSI), a 25-stock city- 

| centric index. This will be 


had the highest headcount. 


| Picking stocks is | 


maged to their ae | | au arie: Stud- | 
_ Business Index, which | ents from NITIE 










š monitors the econo- | , 
| launched their 


mic conditions in . 
| own quasi-mutual 


the area, and their local 


| fid | fund called Arth. 
| Consumer Confid- | They provided 
Ep PUER : | funds for the cor- 


Illustrations: ANTHONY LAWRENCE | pus and manage it | 
| themselves. They 


Back to school: The Indian Institute of Management | i 
| plan to offer advi- 


Lucknow has a new campus in Noida for working | sory and wealth 


professionals, which offers classes three days a | 
| management ser- 


week for a post-graduate programme. The 53 full- | vices to students 


time faculty members of IIM Lucknow will teach there, | it 
| and alumni in 
| the future. | 





along with other experts from around the country. 
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INTERNATIONAL 
MANAGEMENT INSTITUTE 


ADMISSION NOTIFICATION 


XIV TWO YEAR FULL-TIME PREN 2906-2008 


pproved by AICTE & f 


TWO YEAR fran sisaq "Pep IN HRM 


(Programme wil ed only after / 





A Bachelor's degree in any discipline under 10+2+3 system recognised by AIU. Candidates 
appearing in the final examination of the Bachelors' degree ARE ALSO ELIGIBLE 
provided they complete all the formalities for their examinations befor 
June 30, 2006 and furnish proof of having met the minimum ` 
eligibility criteria by September 30, 2006. 


Selection will be based on : e Applicants 
performance in the CAT e Group Discussion 
e Personal Interview (IMI uses CAT for short © 
listing candidates for its two year full-time PGPM. 
IIMs have no role in either the selection process or 
inthe conduct of the programme). 


IMI brochure and application form can be acquired : * 
e By cash payment of Rs. 300.00 at IMI. e By post 
(enclosing demand draft for Rs. 300.00 drawn in 
favour of IMI payable at Delhi) e By downloading from 
www.imi.edu. e On-line application through 
www.imi.edu. IMI application form and brochure 
can also be acquired from : 1) Career Launcher; 
2) IMS Learning Resources Pvt. Ltd.; 3) PT Education 
and Training Services Ltd.; 4) T.LM.E.; 5) Indian Bank & 
State Bank of India (Select Branches). The candidates ca 
also apply for two year full-time PGP in Human Resource 
Management at no extra cost. 








e By payment of Rs. 800.00 by demand draft drawn in favour of IMI payable at Delhi or by cash at IMI. 
e Applicants who have downloaded the form from www.imi.edu have to enclose a demand draft for 
Rs. 1100.00 drawn in favour of IMI payable at Delhi or by cash at IMI. e Applicants who apply on-line 
needto make a payment of Rs. 1100.00 by credit card. 



























Quantitative check 


DATA PORTING EVIDENCE 

























B W Books, papers, working 
papers, case studies 
written by core faculty 


38 Published copies, 
typescripts/office copy 


| m Faculty profile; 
research and 
consulting projects 


88 Salary records, academic 
profile, course time table and 
evaluation sheet; research & 

consultancy correspondence 


L Placement 


8$ Names & addresses of 
recruiters, students and 
company placed; offer 
letters with pay details 


88 Names of companies and 
students; stipend paid 

88 School records; application 
applications fees received 


AR Teaching aids, 
computers and 
library 


& Audio-visual aids, computers 
and LCD projectors in use. 
Library records; issue register 


HIS year, the Cosmode-BW business school partici- 
pants were sent 10 pages of guidelines. In-depth in- 
structions were given to the 23 research team mem- | 
bers to ensure that the quantitative data provided was 
» accurate and the qualitative perception data did jus- 
ticetothe institutes. Varying research parameters were usedto | 
obtain a comprehensive and fair assessment of the schools. 
; Thetoneforthe mammoth exercise was set with aseminar 
n January this year. Cosmode presented the global experi- 
ce of ranking business schools to the deans, faculty and re- i 
| search team. It also debated its relevance to India. 
All the parameters were transparent and weights were in- | 
| dicated to the business schools. A guideline was developed in 
_ advance and provided to all the schools for preparing docu- 
| ments for the survey. It was unanimously agreed that data 
E provided by all schools must be validated. For qualitative 
B analysis, the members of the validation research team, too, 
| were given an exhaustive list of instructions on a 10-point 
| scale. The list had details on what to look at and how to look at 
_ in both quantitative and qualitative terms in order to main- 
_ tain consistency and uniformity in the whole process. | 
| [he research team spent six to eight hours with every 
| school interacting with the administration, faculty, student 
| and staff, visiting the campus and teaching facilities. Review 
| ofresearch publications and programmes were partofthe val- 
| idation process. The parameters and weightage used in the 
Survey were more or less similar to the ones assigned last year. | 
The 1,000 total points were divided as follows: | 
| M Infrastructure— both physical and academic (100) | 
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id it 
The survey focused on accuracy of 
performance data and openness 


W Faculty, research & consultancy, management develop- 
ment programme and other programmes (250) 

@ Admission system, curriculum and delivery (250) 

Wi Networking and innovation (100) 

@ Placement and industry interface (300) 

Ten percent ofthe total points were dedicated to the qual- <. 
itative assessment and 75 points were restricted to the docu- 
ments provided to the validation team in support ofthe place- 
ment figures quoted by the institutes. 

Thereafter, the research team visited the institutes for 100 
per cent verification and validation of the data. To make the 
validation more objective, these parameters were further bro- 
ken down into sub-parameters to look at both qualitative and 
quantitative values critically. For example, infrastructure con- 
sisted of classrooms, hostel facility, learning resources and 
teaching aids. 

Similarly, the faculty, research and consultancy had cate- 
gories like full-time faculty, number of PhDs, faculty with in- 
dustry experience, faculty-student ratio, teaching load, and 
contribution to publications. Admission system emphasised 
on factors like fees, entrance test, student profile, students with 
work experience, and frequency of course reviews. Placement 





| included sub-categories like student-recruiter ratio, alumni 


network, average domestic salary offered, number of interna- 
tional placements, return on investment, etc. Networking in- 


| cluded factors like exchange programmes, joint research, and 


institute membership with various professional bodies. 

This was followed by the qualitative factors assessed 
through interaction with the director, deans, faculties, place- 
ment in-charge, admission in-charge and students. The re- 
search team also looked at the composition of the faculty — 
their publications (books, papers, research and other activi- * 
ties), library and its usage and quality of recruiters. It also in- 
cluded factors like overall ambience, basic hostel facilities, size 
of classrooms, seating arrangements, capacity of hall and audi- 
torium, governance, leadership initiative, role of faculty mem- 
bers as mentors and their involvement in the administrative 
process, quality of admission system, and student exposure to 


| thecorporates. 


Thesurvey also took serious note ofthe average salary data 
provided by all institutes. To verify the data, information was 
sourced both from the B-schools as well as from recruiting 
firms (random). Cosmode worked out uniform and common 
criteria similar to last year's survey to calculate cost to com-  * 
pany (CTC) for all participating institutes. 

It was interesting that the number of recruiters was higher 
this year than last year. Also, individual average salaries of- 
fered were higher. The placement data was also examined in 
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e context of number of international and domestic place- 
jents and number of students selected perrecruiter. 
2 Each year, the survey throws up new challenges, and along 
* with it, new solutions and new activities in B-schools. The first 
“Survey raised awareness of the value of benchmarking; the 
third survey enabled schools to understand their standing vis- 
vis other institutions on various parameters. The fifth survey 
elped schools appreciate the need to document process data 
id systematise it for institutional building. Since then, while 
_ methodology has not changed much, the quality of validation 
has improved by leaps and bounds. 
Survey 2005 was conducted to include about 500 schools 
inIndia (out ofabout over 1,100), of which about 160 agreed to 
| participate. But only 138 schools met the basic criteria of hav- 
| ing atleast two batches of graduates. The list of the best 100 B- 
schools was derived from it. The data collected is for the pe- 
iod 1 April 2004 to 31 March 2005. 
The three IIMs (Ahmedabad, Bangalore, Calcutta) have 
dropped out of this year's survey for reasons best known to 
them. Since the survey is completely voluntary, we have not 
cluded the IIMs for ranking purposes. However, consider- 
| ing the large number of requests Cosmode received from 
- many stakeholders, we analysed their performance based on 
. data provided by them for last year's survey, additional infor- 
mation obtained from various secondary sources and gen- 
: eral perception. m 
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Indian Institute of Forest 





capacity in the forestry and allied sectors. 


through its MDP. 





D Management Research Centre pioneered 
ranking of business schools in 1998 with the objec- 
tive of helping prospective MBA students, recruiters 
and stakeholders to locate the quality of management 
institutes in the country. One of its first initiatives was 
producing a collection of case studies on leading 
Indian B-schools (1993). Last year, it published 
Management Education In India: Perspectives & 
Challenges. In between, Cosmode has produced a 
series of research reports on different facets of man- 
agement education, including quality assurance and 
accreditation of B-schools in the sub continent. 

Cosmode was founded by a group of academics led 
by Dr Dharni P Sinha, former principal of Administra- 
tive Staff College of India and a one-time chairman of 
the All India Board of Management Studies. The core 
team for the B-schools Survey 2005 included Dr Dharni 
P Sinha, M.P Sinha, Md. Sayeed Ahmed, M. Romesh 
Singh, Kalpana Sinha and over 23 validation re- 
searchers from across the country. 

For detailed information, you may visit www.cos- 
moderesearch.org. 


INDIAN INSTITUTE OF FOREST MANAGEMENT, BHOPAL 


(An Autonomous institute under the Ministry of Environment & Forests, Govt. of India) 
Post Box No. 357, Nehru Nagar, Bhopal - 462 003 (MP) 
Tel.: (0755) 2775716, 2773799, Fax : (0755) 2772878 Website : www.iifm.ac.in 


Management (IIFM), was established in 1982, under the Ministry of Environment & 

Forests, with an objective to fulfil the growing need for managerial human power and development of managerial 
The Institute offers a two year Post Graduate Diploma in Forestry 

Management. This progamme is recognized/equated as a corresponding Master's Degree of any Indian University 
by the Association of Indian Universties (AIU). IIFM also offers a one year Post Master Course in Natural Resource 

: Management, a literal first in Asia with an objective of improving the skills of resource managers. 

A key focus of IIFM is MDP or Management Development Programmes. HFM caters to the diverse training needs 

of personnel from government departments, NGOs, industry, academic institutions and other professionals 


a8 | Research is another of activities of the institute. HF M also undertakes consultancy-assignments for a number of 











_| has excellent infrastructure facilities. 


opened up new streams within its various 


national and international organisations. IIFM is also actively engaged at global level, participating in activities 
hosted by similar organisations elsewhere or inviting participation from other 
Symposia, bringing together a congregation of leaders like ITTO, FAO, UNDP, USFS etc. The institute's campus 


organisations in international 


With growing importance of Environment Management there is further focus to attain synergy between forest and 
` environment. Management of both of these has implications for livelihood aspects. Realizing this fact, IIFM has 
academic 
environment management, forestry management, and co 
| With growing corporate sector involvement through "Corporate Social Responsibility". 





T. A.PAL MANAGEMENT INSTITUTE, MANIPAL 


PGDM 2006 - 2008. Admissions Open. 
Application Forms are available at leading State Bank of India and ICICI Bank branches as well as on the TAPMI websi 








in alphabetical order, not by rank 


m F ore School of Management, New Delhi 





E Indian Institute of Foreign Trade, New Delhi 


a Indian Institute of Management, Ahmedabad 





a Indian Institute of Management, Bangalore 





P Indian Institute of Management, Calcutta 


= Management Development Institute, Gurgaon 





E National Institute of Industrial Engineering, Mumbai 
8 OP Jain Institute of Management & Research, Mumbai 


a Xavier Institute of Management, Bhubaneswar 





Bm Xavier Labour Relations Institute, Jamshedpur 


Note: The Indian Institutes of Management did not participate in any Indian B-schools survey this 


year. Secondary data was used to rate the top three IMs. 
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S Admission Test: December 


































B- School 8-8c choot 





institute of Management Tec Technology, Ghaziabad u E | ; J (Glam Insitute of e ot Foreign Tra Trade, Visakhapatnam 5 
T Business School, Hyderabad : | 35 | Dept of Commerce, Delhi Schoo! of Economics, Delhi 
Department of Management Studies, IIT Delhi 2 | 36 | Institute of Public Enterprise, Hyderabad 

International sistas see no New Delhi | | 37 | PSG Institute of Management, Coimbatore 

unvesty Business School, Cana | | 38 | Loyola Institute of T Administration, Chennai 

TA Pul Pai Management Institute, Manipal | | 39 | Jagan Institute n en Studies, New Delhi 

Goa ne Institute of heen Goa | | 40 | Graduate School of Business à Mim, cet tois 
Indian Institute of Forest Management, Bhopal | | 41 ! Prestige Institute of Managemen! & Research; indore | 


Lal Bahadur Shastri Institute of Management, New Delhi | | 42 | Indian inst. of Social Welfare & Business we Kolkata 


Inst. of Mgmt, Nirma University of Science, Ahmedabad x | 43 | Master School of Management, Meerut 
:NIILM Centre for Management Studies, New Delhi x | 44 | Indian Institute of Rural Management, Jaipur | 
Weta inst. of Mgmt Dvpt & Research, Mumbai | | 45 | Indian Institute of Modern Management, Pune 
Kd Son ies Inst. of Mgmt Studies & Research, Mumbai | | 46 | Institute of Management Studies, Indore 
Bharathidasan Institute of rm Tiruchirappalli | x 47 | Indian Institute of Health Mgmt Biene Jaipur. | 
ira Business School, Mumbai x | 48 | Jaipuria Institute of PEN TAN 

ICFAI Business School, pop | | 49 | Xavier Vignana ini -— of Mgmt, Gavina 
Fortune Institute of International Business, New Delhi | | 58 | School of Communication & Mgmt Studies, Cochin 
Alliance Business Kusam, Bangalore x | 51 | integrated Academy of Mgmt and Tech., Ghaziabad 
CAR for ae sien coh AWA Chennai | x 52 | ICFAI Business School, Kolkata 

Regional College of Management, aksi: | | x | = | RIMS institute of NEM studies, Rourkela | 
iatis ib: Thi & Mangenen, Muni | | 54 | College of ipia Studies, Gitam, Vntapanam 
Institute of Management Studies, Ghaziabad | x 55 | MATS School of Business, , Bangalore 


es petet ot see MS Mumbai | 56 ] SDM Institute for Management Development, Mysore 











t To compare with last year's rankings, log on to www.businessworldindia.com 
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to manage the 


gl bal market 


One amongst 9 best B-Schools 
in Northern Region & 29th in the Country 


Announcing Admission for 


An ISO 9001:2000 certified institute, Fortune Institute of International 





| 

| Business nurtures talent with the best in management education. It provides a 

|. disciplinary background and extensive work experience that helps in learning 
PGDBM | the nuances of management principles and the dynamics of global business 

| 


In International Business environment. Latest courseware and competent teachers facilitate constant 
2 years/ 6 Terms | upgrading and transform students into leaders who inspire others to aspire. 
(2006-2008) 
Salient Features 








e Curriculum updated every year * Experienced core and visiting faculty 
e Well stocked library * State-of-the-art computer lab 
* Large campus, located in the picturesque surroundings in New Delhi 
e Excellent placement opportunities 


y AICTE, Ministry of HRD, Govt. of India) 


FORTUNE INSTITUTE OF INTERNATIONAL BUSINESS F | | F 


G-22, Shahi Road, Pushpanjali, Biwasan, New Delhi - 110061 
Tel.: 011-28063013, 28062316, 55692446, 55692447, 55692448, 556924499 Fax: 01 1-28062183 A 
E-mail: fiib@vsnl.com Website: www.fiibindia.com Managing for the future 























institute for i Nieelopy i and Lise Chennai 
Apeejay School of Management, New Delhi 


i Rajagiri School of Management, Cochin 
Dhruva College of Management, Hyderabad 
India International Institute of Management, Jaipur 


| i Siva Sivani Institute of Management, Secunderabad 

; | Institute of Finance and International Mgmt, Bangalore 
BLS Institute of Management, Ghaziabad 

; {IMT Management College, Meerut 

ICFAI Business School, Bangalore 

inion kids B dac Management, Patna 

Indian inst. of Cost & Mgmt Studies & Research, Pune 

KLS' institute of Mgmt Education & Research, Belgaum 


Alagappa institute of Management, Karaikudi 


Invertis Institute of Management Studies, Bareilly 








U I India Business Academy, Bangalore 


B Note: To compare with last year's rankings, tog on to www.businessworldindia.com 


| N.L. Dalmia inst. of Mgmt Studies & Research, Mumbai I 
Gian Jyoti Institute of Management & Technology, Mohali j 


School of Mgmt Studies, Univ. of Hyderabad, Hyderabad 


Eastern Institute for Integrated Learning in Mgmt, Kolkata: 


| 78. Vaikunth Mehta National Inst. of Cooperative lini Pune. 


I Dento of TON Studies, National Institute of Tech., Tiruchi x 
























m Institute of Science & ‘ise Ranchi 


| Maharaja Agrasen Inst. of Management & Tech., Saga | 
x Mangalmay Inst. of Mgmt & Technology, Greater Noida 
| Institute of Management Studies, Noida 

x International Institute of Professional Studies, Indore 

| Aravali Institute of Management, Jodhpur 

| Deccan School of "EN Hyderabad 


| Skyline Business School, New Delhi 


B School 








| Institute of v Productii, & Managemen € Ghaziabad B 

| Ambedkar Institute of Neer ses, Vntapama 
x Institute for mud and Mugen. Bangalore 

| United Institute of Management, Allahabad 

x St. Joseph's College of Business Administration, Bangalore, 
x Warangal Institute of ee Muni I | 
| Eastern Institute of Management, in | | 

| Dept of Business Admn, Guwahati University, Guwahati 

| Tilak Raj Chadha Inst. of Mgmt & Tech., Yamuna Nagar 

: A.V. Post Graduate Centre, Hyderabad 

| Integral Inst. of Advanced Mgmt (IAM), Visakhapatnam 


| Shiva Institute of neon Studies, Ghaziabad 


I Indian Centre for Telecom & Management, Pune 


| Institute of Mgmt & Information Science, Bhubaneswar 


— IAa'AƏF WxaMY IWAWIII (RR 
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The leaders in training aspirants for MBA Entrance Exams 
in Eastern India with an enviable track record. 


We invite channel partners for- — & Training for B-School Entrance exams like CAT, XAT etc, s 
= Training for Spoken English. 


æ Overseas Education. 


We are looking for - Dynamic entrepreneurs with a passion for education. 
MBAs from reputed institutes. d 
Successful ERUDITE alumni. 


Teaching experience in relevant field, 


We offer - A strong brand name. 


e 
= Well researched and exhaustive study material, 
« Assistance in recruitment of faculty. 
« Structured training for faculty. 

« Unique teaching methodology emphasizing on shortcuts. 


| 3B, Camac Street, Mansarovar Aptts., 2nd floor, Kolkata-700016 


Contact - Mr. A.N.Singh - 98304 08265 E-mail - franchise@eruditeedu.com 
www.eruditeedu.com 
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Physical | Computer & { 
i Infrastructure | ; Teaching Aids : 
B-School : | (25) d 
Management, 
stitute of Management, 
"Xavier Labour Relations Institute, 
Jamshedpur x 35.00 x | x 86.68 
: Management Development Institute, f | ; | : 
| Gurgaon i 35.00 | 14.10 | 25.00 | 9.00 x 83.10 T 


| National institute of Industrial Engineering, j 35.00 
Mumbai : 


Institute of Management, Nirma University of Science, 35.00 
; Ahmedabad — eS: 

|. Indian Institute of Foreign Trade, 

| New Delhi j 35.00 I 
| Xavier Institute of Management, i : i gr 


| | S.P Jain Institute of Management & Research, | | 
: Mumbai . 35.00 l 8.88 | 25.00 


t. Department of Management Studies, 35.00 
` NT, Delhi +. 
Institute of Management Technology, | 3500 
Ghaziabad (80 sar 2000 
NIILM Centre For Management Studies, l | l i 

New Delhi . 29.00 | 11.36 | 2500 | 550 70.06 


Indian Institute of Rural Management, | 2600 
Jaipur | ` 


Eastern Institute of Management, i I I : 
From 320 677 250 | ss 6927 


<: Gitam Institute of Foreign Trade, i | ! I 
Visakhapatnam | 35.00 9.37 | 18.00 | 600 68.37 


. India International Institute of Management, ` 3200 | 577 
Jaipur i ; i i 


. Indian Institute of Forest Management, | i | f j 
Bhopal | 90 | 3.81 , 2000 6.00 j 6481 


1808 — 2500 | 700 83.08 
1854 | 2300 | 600 — 8254 


2084 — 1400 | 850 — 7834 


750 | 7638 . 
1027 — 2300 | 600 7427 


897 200 | 7590 na * 


1448 — 2800 | 800 — 6948 | 


2300 | 600 6677 | < 


United Institute of Management, f i 
Allahabad | 9500 | 457 


| Institute For Technology & Management, : ! 
Mumbai . 29.00 — 506 


Indian Institute of Health Management Research, j 32.00 U 734 | 20.00 ; 5.00 : 64.34 
Jaipur MINE ANE GE B uu es ibo 


indian Institute of Modern Management, ; | I EUN f 
! Pune I 20.00 i 12.34 | 25.00 | 7.00 | 54.34 


, | Regional College of Management, u 
Bhubaneswar : 30.00 


2000 | 500 | 6457 


2500 | 8550 | 6456 


| 831 2200 | 400 | 6431 





lass Room: air-conditioned, multimedia facilities, gallery seating arrangement; hostel: Intemet connectivity, clean toilets, kitchen and dining area, first aid facility; library and 
computer lab: air-conditioned, timings, and so on. Note: Data for the three HMs is based on last year's survey and additional information from Secondary sources. 
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MSM 
` Wh Feb. 2006 
“Monday | 13thfeb 2006 
: Wednesda i d5th Feb. 2006 
T Sunday — | 26th Feb. 2006 - 


friday - ; 03rd Mar. 2006 
“Shimla | ^. Sunday 05th Mar. 2006 ` 
I Ahmedabad — Sunday :— 19th Mar 2006 | 
I jy — | 31st Mar. 2006 
Qn Apr. 2006 Master School of Manager 








Chenna: : Fi 


I Sunday 





Ak e seb sb Ar Annal arse ne 








B-School 





Management Development Institute, 
Gurgaon 


avier Labour Relations Institute, 
amshedpur — 
.. ICFAI Business School, 
Hyderabad — 
Fore School of Management, 
i 


Indian Institute of Foreign Trade, 
New Delhi 


| Xavier Institute of Management, 
; Bhubaneswar 


1 S. P. Jain Institute of Management & Research, 
Mumbai 


Indian Institute of Forest Management, 
Bhopal 
; National Institute of Industrial Engineering, 
Mumbai 
|. i University Business School, 
Chandigarh 
Department of Management Studies, 
HT, Delhi 


Regional College of Management, 
Bhubaneswar 


International Management Institute, 
i New Delhi 


i Alliance Business Academy, 
; Bangalore 
| Institute of Management Technology, 
| Ghaziabad 
f Department of Commerce, Delhi School of Economics, 
! Delhi 


| Indian Institute of Modern Management, 
: Pune 


3 1 School of Management Studies, University of 
. | Hyderabad, Hyderabad 

_ Indian Institute of Social Welfare & Business 

| Management, Kolkata 


ji | Welingkar Institute of Management Development & 
Research, Mumbai — 


x 60.92 | 
l ento | 
| 36.75 | 
| 4533 | 
| 55.07 : 
x 41.38 | 
x 44.82 | 
x 52.49 | 
| 48.55 x 
x 4390 | 
: 4121 | 
| 42.85 | 
4540 | 
CAU x 
| 49.50 | 
| 56.52 | 
| 62.67 


47.01 


(| 4895. 


(448 


| 4808. 





: PD | 
í Produced | Pu 


| Note: Data for the three IMs is based on last year's survey and additionat information from secondary sources. 
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Faculty 


(75) 


8.07 


13.86 


1678 | 





bücations | Programmes | 


(30) 


4.02 


10.04 


12.64 


12.80 






; Qualitative 
Evaluation* : 


(25) 





21.25 


15.00 


18.75 


| 2000 


18.75 
20.00 


15.00 


| 20.00 


17.50 


| 1750 


13.00 
16.25 
15.75 
16.25 
13.75 

8.20 
15.00 


17.00 


(4500 — 


D Faculty association with industry, practising/visiting faculty, research and reading, involvement in outside boards/committees and in administration, and so on. 






SCORE 
(250) 




















*»- 


_ | MBA (IB) Full-time 


School of International fusi 


INDIAN INSTITUTE OF FOREIGN. TRADE 
(Deemed University) 


itute's training and education as more 
Ded in familiarizing the students with the practical 
des, IIFT has grown into a Deemed Universi 


For more information, pleasecontact —— 
Dr L.D. Mago, Sr. Administrative Officer (Academics), 1 | 
B-21 Qutab Institutional Area, New Delhi - 110 016, Tel: 
Fral ldmago@iift. š 















i Domesic& A i i 
i Ftématona Domestic | Retumon | 
i Placement | Salary | Investment | 
(20) 


















B-School 


dian Institute of Management, 
Ga 0 07 
























: Í Xavier Labour Relations Institute, j | | 
| | Jamshedpur | $59 9692 | 
_ Management Development Institute, | 3540 | 10000 | 700 | 299 
| Gurgaon Eu MOST AR 
` Indian Institute of Foreign Trade, ; i I f 
! New Delhi : 98.36 91.15 | 6.89 | 3.30 
National Institute of industrial Engineering, | 3142 8349 188 
Mumbai i i gut aad 
*. S. P Jain Institute of Management & Research, | 2571 | 9046 | 1424 | 4 53 
-| Mumbai ; I t oe 
: Fore School of Management, i i | : 
.i Institute of Management Technology, | i ; i 
i Ghaziabad | 26.24 | 75.38 3.93 | 3.91 
International Management Institute, I ; I I 
New Delhi | 25.00 ij 73.85 | 4.23 | 2.96 
University Business School, : | i 
Chandigarh | 36.21 | 60.77 | 1351 163 
ICFAI Business School, i i i 
. | ICFAI Business School, | 8500 5666 283 ` 12.08 
~ i Mumbai | l cede D 
| Lal Bahadur Shastri Institute of Management, ; i I 
 Bharathidasan Institute of Management, : j j | 
I Tiruchirappalli | 35.00 | 51.46 | 5.40 8.83 
! Department of Management Studies, ; I | : 
| IIT, Delhi | 20.00 : 73.85 | 12.92 | 1.06 
' ICFAI Business School, i f | | 
; Gurgaon I 35.47 | 48.46 | 2.83 | 10.43 
: Graduate School of Business & Administration, — ; i : 


| 15.00 


| Secunderabad | I 

Firth btts of International Business, — : 39.81 | 44.62 | 3⁄4 | 283 
9 | MS Management Institute, | 35.00 | 50.77 | 3.05 ! 318 
L Bhubaneswar T O I 
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industry | 
interface | 





660 — 283 


: Xavier Vignana Jyothi Institute of Management, ` 35.88 | 39.23 | 11.40 | 641 | 15.00 ! 


Alumni 
(18) 


| 15.00 
| 12.00 
| 15.00 | 
| 15.00 | 
| 15.00 
| 15.00 | 
| 15.00 : 
| 15.00 : 
| 15.00 | 
| 15.00 | 
15.00 | 
| 15.00 | 


(1200 | 


(1500 


| 1500 | 


(105) 


(10200 | 


90.00 | 
9150 | 


90.00 | 


: Validation à | 
i Qualitative | 
; Evaluation* : 


(10050. 


95.50 | 
80.25 | 
66.00 | 
94.50 | 
85.50 | 
88.25 | 
82.00 | 
94.50 | 
87.00 | 
87.75 x 
91.50 | 
78.00 | 
87.00 x 


92.00 | 











6012 — 728 1283 1500 7575 196.43 | 


S "Quality of placement system, particularly if the school brings recruiters for pre-placement talk, or campus placement; quality of documentation of placement offers, copy of 
appointment letters, etc, Note: Data for the three IMs is based on last year's survey and additional information from secondary sources. 









Growth through commitment 
to nurturing talent, 


Noida Campus 


rong faculty & industry interface, 
d Stimulating learning environment 






Lucknow (estb.1995) and at Noida (estb. 2004) have emerged as the leading business schools in northern and eastern part of the country 
Another milestone will be a large campus at Jaipur which will be operational from June 2006. All the three institutes have been promoted 
by Mr. Sharad Jaipuria, a leading industrialist. Committed to its Mission to equip students with skills to work in national and 
multinational organizations and respond with innovativeness & creativity in/ diverse management situations, the institutes have made 
significant progress in producing high quality business professionals. 


| 
































Courses Otfered Experienced Faculty: 
y 33 full time experienced management professors & industry 
JIM Lucknow = specialists supported by 50 visiting / guest faculty 





members constitute the rich pool of faculty of the institutes led 
by Prof. S. Chakraborty and Dr. J.D. Singh at Lucknow and 
Noida respectively. 


rated 31* of top 50 


1. PGDBA (admn.thru CAT) 


(admission form for Session innovative Pedagogy: 


2006-08 are available) The pedagogy mix lays emphasis on industry internship, live project 
2. Three year PGDBA (part time) studies, business games / simulations, case studies, interactions 
: with experts, seminars, presentation, role-plays and debates besides 
3. One Year P G Diploma in 4 industry visits 
Journalism & Mass Com. s : Š : 
j : Stimulating Learning Environment: 
4. One Year P G Diploma in Learning is a fun at Jaipuria management institutes. The institutes 
g p g 


Insurance & Risk Mgmt. 


JIM Noida 


1.MBA 
2.BBA 


3. One Year P G Diploma in 
Journalism & Mass Com. 


4. One Year P G Diploma in 
Insurance & Risk Mgmt. 


are housed in well laid out and aesthetically designed buildings 
comprising of modern & air conditioned lecture theatres with 
multi-media presentation devices, well stocked fully air-conditioned 
libraries, 24x7 internet connectivity, most advanced computer labs 
besides large green parks and lawns. 


Hostel & Recreation Facilities: 

Both the campuses have decently furnished separate hostels for 
girls and boys. A large number of outdoor and indoor sports 
(inclusive a swimming poo! at Lucknow) facilitates students to 
remain fit and fine. 


Excellent Placements: 


A select few such organizations include with Dr. Reddy's 

Laboratories, ICICI Bank, NIIT, ICICI Prudential, Bajaj 

Allianz, ABN Ambro, Eli Lily, Times of India, Pepsi, IDBI 
Bank, HDFC Bank, Citi Qu, Asian Age, HLL, Arthur 
Andersen, and Novartis 


o Ni 
CN Scholarships and Awards 
4 he 3 Handsome scholarships, fee awards / waivers (part 
was š $ or full) and prizes are offered to the top of the line 
\ brilliant students throughout the program. The 
institutes assist candidates in getting educational 
: E loans from Banks. 
: ...grooming professionals 
Institute of Management 
N 





Obtain or download the brochure & 
application form free of cost from our \ 
offices or websites | 


Lucknow Campus: Noida Campus: Jaipur Campus: 

Vineet Khand, Gomti Nagar, Lucknow-226010 (U.P.) A-32A, Sector — 62, Noida-201 301 (U.P.) (Under Construction) 

Ph. (0522) 2394296-7, 2302446, 2398096, Ph. (0120) 2403379-81,2403850-55, Plot No. - 1, Bambala Institutional Area, 
9415086837 Fax. : (0522) 2394295 9811152 765 Fax: (0120) 2403378 Sanganer, Jaipur (Rajasthan) 

E-mail : jimlko@jiml.ac.in E-mail \; admissions @jimnoida.ac.in E-mail".: jaipurQ jimnoida.ac.in 
Website: www.jiml.ac.in Website? www.jimnoida.ac.in 
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facully — Body Awards & Qualitative | 4 
Exchange : — Electives Evaluation? | SCORE i 
B-School 05 — (0 (100) 
Management Development Institute, 
Gurgaon —  À— — 
indian Institute of Foreign Trade, ; 18.00 12.00 Ñ 

| NewDelhi — — 3 Eu Meque Boa CoA 
Alliance Business Academy, © 1200 1500 1500 1750 ^ 700 66.50 
Bangalore — — f ; I ' Cut na qM 
Welingkar Institute of Management Development & |. 2400 200 1500 1500 | 700 | 6300 — 
Research, Mumbai ] [ i I EE: ni 
egional College of Management, 2200 800 4.00 2500 400 6300 

ubaneswar - j Sri cued pun Ge uo 
Xavier Labour Relations Institute, i : : i | | | 
Jamshedpur | 10.00 | 5.00 | 15.00 | 24.00 | don a va | 
Par School of Management, © 1400 | 15.00 | 1200 1600 ^ 500 8200 
ochin | : i i m 

; Institute for Financial Management & Research, 24.00 6.00 4.00 19.50 600 ` 59.50 ; 

t Chennai | i : ` MEUM. MH. 
international Management Institute, : 22.00 1500 400 11 50 | 7.00 i 59.50 ! + 
ew Delhi — —  — Iac MOON COL SS sap NUM was 

| University Business School, | | i 

pent o Seite Boa dud arsit s Rand 
nstitute of Management Technology, i f f Í 

Ghaziabad | Pepe Mice e IN. MM 
Fore School of Management, I i I . 

NewDelhi 0 ua ku LA CNN. Ent hesa 
National Institute of Industrial Engineering, ^ 2500 000 1500 1150 . 600 5750 | 
Mumbai — MN b us OON sh pde NEC u yuku 
N. L. Dalmia Institute of Management Studies & i : I : Sof 
Research, Mumbai d | id : 20.00 15.00 j 8.00 | n n 57.00 4 
ILM Centre For Management Studies, f i | : 

NewDehi 0 000— | | 1400 0.00 6.00 f AS 6.50 56.50 | 
Goa Institute of Management, 50 — 400 1200 3000 550 5650. 
0a : i : I M = | 
S. P. Jain Institute Of Management & Research, ; 1600 400 u 1400 | 1450 | 700 55.50 f 
ndian Institute of Business Management, | 1600 8600 12 00 15.82 5.00 54.82 `! 
Pana — —— 5 . I Hoo TUUS ELO ICQ ac esas ; 

Indian Institute of Social Welfare & Business I I | , : 

Management, Kolkata ; 90 200; 600; 3800 | 700 | 5400 | i 


Department of Management Studies, | i U 2 00 : 2.00 U 


sa 


600 16.00 7.00 5300 


Temm enn r mc aaa 





š *How often the B-school board meets, its agenda — academic, financial, ete: B-school CEO's credentials, his initiative, administrative experience, cooperation with faculty; 
‘whether B-school has effective networking. Note: Data for the three IIMs is based on last year's survey and additional information from secondary sources. 
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GIFT 


GITAM INSTITUTE OF 
FOREIGN TRADE 








An autonomous institute established in 1997 in 
academic collaboration with the Indian Institute of 
Foreign Trade, Deemed University, New Delhi. Building 
global competencies with a team of internationally 
eminent and experienced faculty. Part of 100-acre 
campus of 25 year old Gandhi Institute of Technology 
and Management (GITAM), Visakhapatnam. Endowed 
with state of the art E-learning facilities and internet 
access with dedicated leased line of 2 MBPS. Separate 
hostels for boys and girls and sports facilities of 
international standards. The 2% best B-School in the 
country in International Business. The Outlook - C fore, 
2005 survey of Business Schools has placed GIFT at 
43" Rank. 


PLACEMENT 


The Institute has provided 10096 placement last year. 
CEAT, HCL, Haldia Petro Chemicals, RPG, Congnizant 
Technology Solutions, Delloitte, HCL, MetLife, Aviva, 
ICICI Bank are some of the reputed organisations, 
which recruited our students. 


PROGRAMME 


The MPIB programme is well-designed and regularly 
updated to equip the management professionals in the 
area of International Business with broad focus on 
International Finance, International Marketing, 


XC] 


d 
OOOO 


Applications are invited for 


Admission into 
10" Masters Programme in 
International Business 
. 2006-08 





International Trade related issues. Intellectual Property 
Rights, Insurance & Risk Management, and SAP are the 
latest additions to the programme. 


ELIGIBILITY 


Three-year bachelors Degree (after 10+2) from any 
recognised University in any discipline. Those awaiting 
results of their final year degree exams may also apply. 
Preference would be given to candidates with 1-2 years 
of post-degree work experience and graduates in 
Engineering, Computers, Pharmacy, etc 


ADMISSION PROCEDURE 


The Institute will call candidates on the basis of their 
CAT -2005 /IIFT Entrance Test-2005 (see www.iift.edu)/ 
GMAT-2004 scores, for Group Discussion & Personal 
Interview, for final selection. 


HOW TO APPLY 


Candidates can obtain the Applications & Brochure, from 
15th September, 2005, onwards from IMS and T.I.M.E. 
centres in India by paying Rs.250/-, or by forwarding a 
demand draft of Rs.250/-, in favour of GIFT, payable at 
Visakhapatnam, to the following address. The filled-in 
application form with CAT/GMAT score sheets should 
reach the Institute on or before 31* January, 2006, along 
with the registration fee of Rs.500/- in the form of 
demand draft, in favour of GIFT, payable at 
Visakhapatnam. 


Tution Fee: Rs. 1.35 lakh per annum 

(all inclusive) 

Hostel Fee : Rs. 20000/- deposit plus Rs.2200/- per 
month approximately for boarding and lodging. 


SCHOLARSHIPS 


Cash Awards for top rankers at the end of first year. 
Students can seek bank loans. 





GITAM Institute of Foreign Trade 
Rushikonda, Visakhapatnam - 530045, 

Ph:(0891) 2790505 /2840403, Fax:(0891)2790036, 
E-mail : admissions@gift-india.org, 

Visit us at : www.gift-india.org 
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ALL INDIA 26-50 





- 
Lnd 
T- mmm ALL INDIA TOP 25 


rant & Central - B-Schools 


| ICFAI Business School Kolkata 


| institute of Science & EE Ranchi 


NIS qua E R NSA E EE OAA AEE OON UAT NSPE EAEE SESE 


| Eastern Institute of Management, Kolkata i 
| Department ul Business Administration, Guwahati University, 
Guwahati Ñ 


I 


North - -schools 
1| Management Development institute, Gurgaon 


2| Indian Institute of Foreign Trade, New Delhi — 


enti P EENAA E 


3 | Fore School of Management, New Delhi 


NT institute of Management Technology, Ghaziabad 


5 | Department of Management Studies, HT Delhi 


Intern: tional hs ins institute, New Delhi 





wmm ALL INDIA 51-75 


West - B-Schools 


1 | Indian institute of Management, Ahmedabad 
2 | National institute of Industrial Engineering, Mumbai 


Im Indian institute of Cost à Management: Studies & Research Pune 


14| | KLS Institute of Management Education & Research, Belgaum 


15 | Vaikunth Mehta National Institute of d d 
Management, Pune 





South - 8-schoois 
Indian Institute of Management, Bangalore 


13 | College of Management Studies. Gitam, Visakhapatnam 


TI MATS School at Busines: Bangalore 


ETT | SOM institute for Management Development, Mysore 


i 
i 
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wee ALL INDIA 76-100 (. 





















































































































































































































* Sample tests * B-School Directory 

* Fact Sheets = 69 Global & 73 Indian B-Schools 
* Interviews with deans and admission officers 
+ MBA prep tips + MBA Tools 

+ GD & Interview tips 


GET HOLD OF THE BUS.:NESSWORLD MEGA B-SCHOOL GU.DE 2006. 
Be it CAT or GMAT, XLR: or FMS, FT or XAT there's omy one guide that Bas it all - Businesswortd Mega B~Schoo: Guide 2006 
- Indias most comprehensive MBA prep guide. 


All new, updated contents: 
* How to crack CAT, GMAT & other important entrance tests * Regional classification of B-School fact sheets 

-e Articles on financing an MBA, personality development and more * Cosmode-BW ranking on the Top 100 B-Schools in 
india 
BUY IT NOW! Available at leading stores across the country. 
*Offer valid only in this issue ori direct orders mailed using the. form attached. Photocopy the form for bulle orders. 







































































You can order your Businessworld Mega B-Schoot Guide 2006 by fitting this form: 
Name: Mrs Address: 


















se tick the desired option: [15 copies for Rs. 8257 [ 1t copy for Rs. 175/- 
eque/DD No. (in favour of ABP Pvt Ltd EX Dated: 
RS tomy credit card SEL BO) Cae Ne L T r OCOG 






Signature — 
Mail this coupon 
Contact: Delhi 
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, Waman ALL INDIA TOP 25 sess ALL INDIA 26-50 samanan ALL INDIA 51-75 mesmES ALL INDIA 76-100 


Karnataka Business Schools 
ndian Institute of Management, Bangalore ` 


2 | TA. Pai Management Institute, Manipal 


Andhra Pradesh Business Schools 
ICFAI Business School, Hyderabad 





5 | College Of Management Studies, Gitam, Visakhapatnam Madhya Pradesh Business Schools 
Assam Business Schools 1| Indian Institute of Forest Management, Bhopal 


d 


3 | Intern tional Institute of Professional Studies, Indore 


1 | Indian Institute of Business Management, Patna Maharastra Business Schools 


1 | Department of Business Administration, Guwahati 
| University, Guwahati 














Bihar Business Schools 









Chandigarh Business Schools 


1 | University Business School Chandigarh ain Institute of Management and Research, Mumbai 


3 | Welingkar Institute of Mgmt Development & Research, - 
| 
i 


Delhi Business Schools 
New Delhi 


| KJ. Somaiya Institute of Mgmt Studies and Research, 





Orissa Business Schools 
Xavier Institute of Management, Bhubaneswar 


3 | RIMS Institute of Management Studies, Rourkela 
4 | Institute of Management & Information Science. 
| Bhubaneswar 


Punjab Business Schools 


| Gian Jyoti Institute of Management & Technology, 
| Mohali, Chandigarh 


Goa Business Schools 
Goa Institute Of Management, Goa 





Gujarat Business Schools 
ian Institute of Management, Ahmedabad —— | 
ute of Management, Nirma University of Science, 
|. Ahmedabad D 





Haryana Business Schools 





Rajasthan Business Schools 


Technology, Yamuna Nagar 
Maharaja Agrasen Institute of Management & 
Technology, Jagadhri 


3 | indian International Institute of Mgmt. Jaipur 


4 | Aravali Institute of Management, Jodhpur 





Jharkhand Business Schools 
Xavier Labour Relations Institute, Jamshedpur 

Institute of Science & Management, Ranchi Tamil Nadu Business Schools 

f | Bharathidasan Institute Of Mgmt, Tiruchirappalli 
Kerala Business Schools 





Rajagiri School of Management, Cochin 


E Institute tor echnology and Management,Chennai 
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FE FORE SCHOOL OF MANAGEMENT 


TWO YEAR FULL TIME 
POST GRADUATE DIPLOMA IN 


BUSINESS MANAGEMENT 


(2006 - 2008) 


(Approved and accredited by AICTE & recognised by Association of p 
Indian Universities as equivalent to MBA degree) i 





ELIGIBILITY 


e The candidate must hold a Bachelor's Degree of 
any of the Universities incorporated by an Act of 
Central or State legislature in India or other 
educational institutions established by an Act of 
Parliament or declared to be deemed as a 
University under section 3 of UGC Act, 1956 or 
possess an equivalent qualification recognised 
by the Ministry of HRD, Government of India. The 
Bachelor's Degree or equivalent qualification 
obtained by the candidate must entail a minimum 
of 3 years of education after completing Higher 
Secondary schooling (10+2) or equivalent. 


e Candidates appearing for the final year degree 
examination in 2006 can also apply subject 
to furnishing the proof of graduation by 
October 1, 2006. 


ADMISSION PROCEDURE 


e All candidates are required to appear for the 
Common Admission Test (CAT) to be conducted 
by IIMs on November 20, 2005. For further 
details please refer to the CAT advertisement that 
has appeared in all leading newspapers on July 
17,2005. 

e Maximum of 5% seats wil be allotted to 

NRi/Foreign National/PIO candidates. However 

NRI's/Foreign National/PIO residing in India will 

haveto appear in CAT. 
















Foreign Nationa/NRI/PIO candidates residi 
outside the country with a minimum GMAT score 
of 600 can also apply. UIS 


e Apply to FSM on a separate application form ` 
that will be available from FORE School of 
Management for Rs. 1100/. in cash. TI 
candidates who desires to get the application 
form by post should send a DD of Rs. 1150/- in 
favour of FORE School of Manageme 
payable at New Delhi. Also send two self. 
addressed slips along with the DD. Th 
application form & prospectus can also be 
downloaded from FORE website: 
www.fsm.ac.in 


e Last date for submission of application formis. | 
11" November, 2005. U 


e Final selection will be based on performance in | 
CAT/GMAT and subsequent Group Discussion & i. 
Personal Interview. Interview centers-Delhi, 1 
Mumbai, Kolkatta, Bangalore and Hyderabad 
The Institute reserves the right lo cancel ari 
interview centre. I 


Hostel facility available for boys & girls. 

































For admissions & further details contact : 
Chairperson, Admissions, 

FORE SCHOOL OF MANAGEMENT, 

B - 18, Qutab Institutional Area, New Delhi - 110 018. 
Tel. : (011) 51242424 (10 Lines) 26866216, 
26866305 Ext. 115, 26569996 (Direct) 

Fax : (011) 26964229 email : admissions @fsm.ac.in 


The FORE Ads EN 
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NENNEN ALL INDIA TOP 25 : ALL INDIA 26-50 | Cost of Education 
momen ALL INDIA 51-75 mem ALL INDIA 76-100 E — 
poe +: Management Development Institute, | 421 000 
f ; Gurgaon | 
oe ee ss | 2. NILLM Centre for Mgmt Studies, Delhi 398.000 
| 3 | MATS School of Business, Bangalore ` 374,000 
| 4 | Fore School of Management, Delhi . 365,000 
| 5 ` Institute of Mgmt Technology, Ghaziabad | 362.000 
| & ` ICFAI Business School, Hyderabad : 360,000 
| 7 | ICFAI Business School, Mumbai . 360,000 
| 8. ICFAI Business School, Bangalore 360000 
| § | ICFAI Business School, Gurgaon : 360,000 ^ 
West t Bengal Busi iness Schools | 10 — ICFAI Business School, Kolkata . 360,000 
m | 11 Lal Bahadur Shastri Inst. of Mgmt, Delhi ` 348,000 
| 12 Institute for Technology & Mgmt, : 330,000 
| Mumbai I i 
| 13 International Mgmt Institute, Delhi : 330,000 - 

, ICFAI Business School, Kolkata ` E 14 Xavier Labour Relations Institute, : 825500 
Eastern Institute for Integrated Learning in | Jamshedpur i i 
Management, Kolkata | 15 | . TA. Pai Institute of Mgmt, Manipal — 315, 000 : 

Eastern institute of Management, Kolkata * Note: Cost quoted varies according to the fee structure of each school 

(o * 

| 
TIME MANAGEMENT. | 
| = . | 
1 The key skill needed to get into a B-School. | 

| | ç 
— | College, coaching classes, friends, movies and the occasional rock concert. Lost for time to f 
d prepare for that B-School entrance test? Visit the B-School channel on www.businessworldindia.com | 
uj for a one-click solution to all your MBA-related queries. cones include: | 
| * BW-Cosmode surveys on the best B-Schools in India { a E: | 
1 Í * The BW MBA Advisory panel š | 
i * B-School news and articles 8| 
a * The QSTop MBA (www.TopMBA.com) Salary Survey i| 
a * GD & Interview tips | 

* Conversations - World renowned thought leaders on management education 
i k 


Read Business. Businessworld 
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y Youth 


The IBA Edge 


Overseas Business Study Mission for top 40 performers in the 
first year 


Pru Art-of-Living program integrated with curriculum 
MÀ L. Laptop compulsory for all students 


PL Bani ees | pit To 200 quality journals 
BANGALORETGREATERINOIDA — Programme conceived and monitored by a strong & active 
Governing Council 


| A D M l S S l D N N OT l C E Extensive interaction with the corporate sector through Guest 








— Lectures, Workshops, Seminars and Industry Visits 
12-acre campus with excellent infrastructure 
Round-the-clock high speed Internet Access 
Separate in-campus hostel for boys and girls 
Launch of a new IBA campus at Noida 


PEDEM 2006-08 


Post Graduate Diploma in Business Management 
(Two years full time - Residential Programme) 
Dual specialization offered: 
e SMITE * HRM e Finance * Marketing 
`e International Business * Operations 


Selection Process: > Aptitude Test > GD and PI 
Eligibility : 
1) Bachelor's Degree in any Discipline with minimum 50% aggregate marks. Final 
year students are eligible to apply. 
2) IBA recognizes the following All India Management Aptitude Tests. 


0 200 t isited IBA, which 
XAT 2006 || ATMA 2006 || CAT 2005 || GMAT ker À — meer " Top o 
companies nnda bn Toram atow- 


1.Register online www.ibainternational.org 
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2.For Application Form by post, send DD of Rs. 800/- in favour of "Indian Business * ABN Amro * Fosters * Loreal + Reuters 
Academy" payable at Bangaloreto the Admissions Officer, IBA. * Accenture + GE Medical + Macmillan + Ranbaxy 
3.Use only Speed/ Regd. post, Couriers - First Flight/ Professional. + Airtel + Grand Hyatt, + McDowells + SAIL 
Important Dates + Akzo Nobel Muscat * MICO BOSCH * Shaw Wallace 
+ Allergan India + Hexaware * Millipore * Siemens 
+ Last date to obtain Application by Post  : 24th March' 06 + American Express Technologies * Mitsubishi * Standard 
+ Last date to obtain Application in Person : ^ 28th March’ 06 * Bata India * HCL + Morgan Stanley Chartered 
* Last date for receipt of filed Application : — 28th March’ 06 ores ieee der "MN 
* Last date to Register Online : 90th March' 06 + Berger Paints — ° HP + Newry iti. + Tata Steel 
* Boyden . es T. * Tata Tea 
EE coven: MORET Baud. Surcie sh + Birla 3M + ICICI + NTPC Th 
Bhubaneshwar, Chennai, Kochi, Dehradun, Delhi, * Career Graph — * India Bulls + Oracle India — * Torrent Power 
Goa, Guwahati, , Indore, Jamshedpur, * Citibank * Indian Oil * Parle + TVS Suzuki 
Jaipur, Kolkata, Lucknow, Mumbai, Nagpur, Pune, * Coca Cola + Indusind Bank + Pepsi * UB Group 
Patna, Vishakapatnam (centers subject to change). * Cognizant * ING Vysya * Philips * Wipro 
* Dell + ic * ProcessMind * Yamaha 
The Annual Overseas Business Study Mission * DSL Software + Jet Airways . * ZEE Telefilms 
+ Dr. Reddy's Lab + Kotak Securities DY&R 


(OBSM) has seen IBA students travel to UK, Europe and 
ASEAN countries, gaining rich international exposure. 


INDIAN BUSINESS ACADEMY 


Lakshmipura, Thataguni Post, Kanakapura Main Road, Bangalore-560 062 INDIA 


Phone:+91-80-30961369(Dir) +91-80-28435931/32/33/34 Fax: +91-80-; 8435935 


For clarifications email : pg2006Gibaintl.org www.ibainternational.ot: 
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eby mala bhargava . 


Apple — going 


You can contact the author 
at mala.bhargava@ 
gmail.com 


The new iPod Nano is 
as slim as a No.2 
pencil and can hold 
up to 1,000 songs 

















impossibly small 


F it's not Google, it's Apple. One or the 
other always makes sure that they stay in 
the picture, permanently. This time, Ap- 


ples done it again. The iPod Miniand the | 


Shuffle became yesterday’s news with 


| thelaunchof Nano, the minier than Mini music 


player. Just how often can Apple change the 


| iPod and end up with a runaway success is any- 
| body’s guess. But for now, it's happening again. 


Steve Jobs launched the Nano at a special 
event at San Francisco’s Moscone West. But 
first, he regaled the crowd with some mind- 


boggling numbers. No less than 22 million | 
iPods have been sold, 6.2 million ofthem in the | 


last quarter alone. For effect, he compared that 


with the Sony Playstation, which sold 2 million. | 
Over half a billion songs have been sold on | 
| iTunes —1.8 million songs everyday — and 
| iTunes, which he saysis now thelargest music | 


library in the world and second in sales only to 


| Amazon, is now in 20 countries. Podcasts have 


drawn 7 million subscriptions in just two 
months. The dazzling stats then abated to 
make way for the launch of the ROKR, the new 
Motorola-Apple iTunes-enabled phone. 

If you expect anything Apple-like about the 
way the ROKR looks, forget it. The phone looks 
completely ordinary. As a matter of fact, it is 


In his typical style, Steve Jobs went on to 
build up the suspense. After the original iPod, 
the Mini and the Shuffle, how do you change 
the rules for music players? This time, Apple's 
tried to do it with size. The Nano turns out to be 
as slim as a No. 2 pencil and just one and a half 
ounces. Jobs believes it's the biggest revolution 
since the original iPod four years ago, and says 


| that it's replacing the world's most popular 
| player the Mini. Oh well. Fishing it out ofa little 





quite ordinary. A typical GSM tri-band withreg- | 


ular stuff, plus camera and video. And then it 
has built-in speakers and earphones. It can 
carry only 100 songs which can go up with the 
flash memory card that comes with the phone. 


has support for playlists. The big thing is that 
you can download songs from iTunes. One but- 
ton and you're on a mini iTunes which you nav- 


igate with a small 4-way jog stick button. That's | 
| also what you use to control the music. 


Critics are complaining about the phone al- 


| ready though. It's said to be slow and fiddly, | 
| heresometime in October. Although it may not 
| be on everyone's must-have list, products like 


even with adjusting volume. The general warn- 


| ing is: don't think of it as an iPod plus a phone. 
| The ROKR is tied into Cingular’s service and 


may not make it to India in its current form. 


pocket, he flipped the biscuit-thin flash mem- 
ory-based player around and demonstrated its 
new features. For something that small, it has a 
full colour display and, unlike the Mini, can 
store photos. Like the Mini, it carries 1,000 
songs and costs $249 for the 4GB version and 
$199 for the 2GB version — so there are some 
choices there with space. There's also choice 
between the signature white and a sleek black 
version. It has the wonderful clickwheel that 
you now expect from an MP3 player. There's a 
handful of new programs: clocks, timers, calen- 
dars, and games. It has a rechargeable battery 
with a claimed life of 14 hours. 

Steve Jobs had a good time comparing the 
Nano’s with everything else in sight, including 
the original iPod. It’s 80 per cent smaller than 
the original iPod and 62 per cent smaller than 
the Mini. It’s also 68 per cent smaller than the 
iRiver equivalent, 69 per cent smaller than the 
Creative Zen, and so on. It’s also 66 per cent 
smaller than the Motorola RAZR phone. 


| Frankly, I'd worry about sitting on it and snap- 
The sound quality is said to be decent, and it | 





| rules for other devices. So wait and watch. 


ping it in two, but that's just me. The Nano has 
all the usual Apple ease-of-use, spectacular de- 
sign, etc. It'll scratch as easily as the other iPods, 
so one should pick up protective accessories 
such as the ‘Nano tubes’ It still has no FM radio, 


| noconnect with cameras, or any extras. 


If you haven't bought an iPod or are ready to 
shed your old one, the Nano will probably be 


these tend to have the effect of changing the 
Bs 
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HOW WELL 


DO YOU SEE 
THE FUTURE? 


Showcase your vision by entering your work. 

Call for entries for India's premier corporate design awards - Businessworld NID Design 

Excellence Awards 2005. We're saluting not just the spirit of evolution but designs that 

will revolutionize life itself. Send in your entries and give the future a whole new dimension. Bes. RA 
Deadline October 30th, 2005. ya Soi yr 


Businessworld 
b|] NATIONAL BELTTTUTE OF orua 





CATEGORIES: 

* Home *Person * Office * Mobility *Society - Public spaces * Healthcare * Future * Designer of the year 

For more details, participation and partnerships, contact Gina S Krishnan. Ph.:01 | 23702170-79. email: gina@bworldmail.com 
To download forms go to the 'BW Events' section in www.businessworldindia.com 


Read Business.  Businessworld 















































PROMOTIONS | 


E School of Management 


ated in Delhi and established in 1992, FORE School 
lanagement aims to upgrade myriad management 
; in order to achieve competence in the fast chang- 
corporate environment, through management edu- 
in, research and consultancy. The school has excel- 
infrastructural facilities and is equipped with the state 
art computer centers, 24 hours broadband con- 
vity, a well stacked library with a rich selection of 
anagement books, national and international journals 
d digital learning resources. The curriculum is a fine 
nd of academic pursuits and co-curricular activities 
ned at personality development. Various activities like 
Annual Inter B-School Fest, Anubhuti (Corporate In- 
) are organized and managed by the students 
. The school has also tied up with B-schools 
r student and faculty exchange programmes, 
'and consultancy. 





students have found placement in companies 
3M, McKinsey, Tatas, ICICI and HDFC amongst oth- 
The school draws from a vast talent of pedagogy 
th high academic credentials and industry experience. 
sionals from industry also visit the campus to 
` their experience. Guest lectures, conclaves, work 
and seminars contribute to the learning process 
e students. FORE also conducts MDPs and under- 
onsultancy assignments. Excellent infrastructure, 
s academic inputs, experienced faculty and 
exposure shapes the student at FORE. 


_ INSTITUTE OF INTERNATIONAL 











lished in 1995, Fortune Institute of International 
ss (FIIB) aims to transform young graduates 
h its revamped Two Year Post Graduate Diploma 
usiness Management (PGDBM) Programme to make 
ompetent and able to meet the expectations of 
rporates. 


Institute emphasizes on the overall development 
e student. A motto aptly applied, “sound mind with a 
d body". Students in this endeavour are encour- 
) Organize and participate in various activities, 
include academic, cultural, sports, athletics, yoga 
nealthcare as well as interface with corporates/ex- 
| for placements. For this purpose students’ com- 
are constituted, which ensures efficient imple- 
ation of all programmes. This facilitates all round 
ality development of the students. 

's case method of education uses concepts of 
us to real life situation. Focus is on decision 
through case analysis, seminars, lectures by 
shed- management professionals and 
gemen leaders who sharpen the thinking process 
s. This phasis on the development of 








n Search of Excellence 


the students has been well received by corporates. 
Students have been placed in companies like Samsung 
Electronics, Dubai, Thomas Cook, Citibank and Lupin 
Labs amongst others. Both theoretical and applied 
research are encouraged. FHB is also involved in 
conducting seminars, consultancy: and MDPs. 


CMD 


CMD is spread over 5 acres of! land in Modi Nagar 
and was set up in 1983. The institute is well equipped with 
infrastructural facilities - air conditioned classrooms, 24 
hours internet facilities, audio visual aids for teaching, 
well furbished conference rooms, seminar halls and au- 
ditoriums. The faculty comprises the best from the world 4 
of academics and industry. The curriculum is a balanced 
amalgam of case studies, industrial visits and industrial 
projects. Guest lectures by leading professionals gives 
the much required practical thrust to academic courses. 
Special features in the education process includes: 
Foreign Language, Memory Vision Programme, 
Personality Development, Martial Arts, yoga and ad- 
venture activities. 

The students are further aided in their learning pro- 
cess with the help of a well stocked computerized library. 
The library can be accessed for both reading and 
issuing course related books. The library subscribes to a 
whopping 15000 books, 450 online journals. The library 
along with the study material cell also caters to the needs 
and preparation of course material for students. The 
computerized lab with 120 individual nodes with P IV 
configurations have Windows and Linux operating 
environment. All of this creates an atmosphere | 
conducive to the learning and shaping of the student fo E 
be effective managers of tomorrow, vod 


Master School of Management 

Master School of Management, Meerut has in less 
than a decade since its inception created a niche for 
itself. The school has been grown tremendously be it in 
course content, research, faculty development, 
consultancy or welfare of students or placement. Prof. 
LN. Tewary, the director of the institute says, "our whole 
team is committed to the cause of quality and such basic 
element cannot be seen in isolation, since we consider it 
in totality.” MSM strongly believes that apart from 
imparting management education, the focus is also on 
teaching best practices with special emphasis on ethical 
values and character building. This will result in the ben- 
efit of society at large. MSM draws inspiration from top 
notch business schools in the country. As Prof Tewary 
says, “For this we always take IIMs, XLRI, MDI arid other 
top institutions as guiding light to us and such our 
leaders, very often prompt us to achieve excellence in 


every sphere of life. We have learnt a lot from these 


institutions, who have been sleeplessly working for 
achieving the robust. goals. ” India has world class 


talent, The thrust should be to multiply knowledge wealth 


and make a rewarding presence i in the global market. 





: Sri Sringeri Sharda Institute of Management (SriSIM) 


Sri Sringeri Sharda Institute of Management 
x (SriSIM), established in 1996 imparts management edu- 
catioñ observing all values in connection with Indian 
^ ethos, which gives much required impetus to the stu- 
, dents. The Convocation Ceremony, aptly called, 
i .Deakshanta Samaaroha was held on the 18 * of Septem- 
< ber 2005 at the new campus located in the Institutional 
Area of Vasant Kunj for the first time. The students un- 
dertook the Shresthaa Dharma (Taking Oath) and pledg- 
ing for Samishthakalyan. The Chief Guest of the cer- 
-emony, Shri Shivraj Patil, Union Home Minister conferred 
<: the diplomas on the students of the 8 * batch (2003 — 05). 
-a o Shri Shivraj Patil while congratulating the students, 
sed that the conduct of the students at all times 
value based. Also that the students should 
a values taught to them. Director C.V. Ramanan 
_ highlighted the achievements of the institute, admission 
.. and 100% placements. Apart from giving of the diplomas 
and medals to the top three positions, an award for the 
best outgoing student every year was instituted by 
Vidyanidhi Prathistam. In the form of a gold plated plaque 
on the 100 * birth anniversary of Vidyanidhi V S 
Ur Ramachandra Shastri, an eminent Sanskrit scholar. This 
was won by Simant Deep. 


ted Academy of Management and Technol- 
(INMANTEC) 


stitute was launched in 1995 under the aegis of 
+ fit registered educational society. The flag course 
- = PGDM (two years) is approved by AICTE. The course 
offers dual specialization in HRM, marketing, finance, 
international business and information technology man- 
agement. The campus has world class facilities. The vast 
-library has a good stock of 12000 books, 150 journals, 
“audio visual aids and digital resources. The IT labs have 
.. access to latest software, 24 hour broadband and other 
.. state of art facilities for students. The instructional facili- 
ies include well equipped air-conditioned class rooms 
Jatest teaching aids. As well as discussion, confer- 
Ht rooms, recreational room, a subsidized cafeteria, 
I hostel facilities and sports complex. 
-. . The teaching at INMANTEC is a mix of practical and 
A theoretical learning. Lessons are further supplemented 
- with guest lectures, projects in the industry, interactions 
with industry, academic and other professionals. Extra 
` curricular activities include — an in-house journal, PCDF 
~ (personal contact & development forum) — which follows 
_, the mentoring concept and OBL (outbound learning 



























— — Other courses offered include MCA, BBA & BCA and 
__ the recent BBA (ITES), jointly with Hero Mindmine aimed 
_ at the BPO industry. The programme has been endorsed 
_ by GE, Convergys, Daksh ete.. 











Bank, Oxfam etc. In-campus workshops, trai 


- Coca Cola, TISCO amongst others. 













Aravali Institute of Management 


Aravali Institute of Management (AIM), w 
lished by management professionals (the alum 
faculty of IIMs & IITs) in 2000 in Jodhpur, t 
AIM in this short period is shaping to be at 
management institute for providing quality manage 
education for local and national needs. The two ye 
time post Í adusta programme P managem 






























summer training also adds value. to the stuc 

The institute has state of the art facilities 
structure like IBM Pentium IV computers, 
internet facility with broadband, modern educati 
a well stocked library, conference room and cafet 
The work on a residential 100 acre campus 
The institute works on the firm belief of ed 
defined by ethics. It strictly adhéres to the co: 
of ethics, equality, integrity, merit and socie! 
without compromise. 


indian Institute of Rural Management 

Indian Institute of Rural Management (III 
Jaipur was established in 1988. The institute st 
believes that to be a successful business manag 
must know the nature of rapidly changing | wo 
nario where knowledge is no longer restrictive 
national but is truly global. Also changes ha 
Indian economy easy accessibility to finance a 
prise. Quick decision making power is imperativ. 
these in mind, IIRM imparts updated quality mana, 
ment education to budding executives equipp 
to face the growing uncertainties and take advan 
the opportunities. IIRM strives to balance the ! 
lars of management education - Teaching, Re: 
Training and Consultancy. The thrust has been to 
knowledge and disseminate it as well promot sk 
through practical training: U 

The institute has state of the art facilities inch 
well stocked library, modern computer lab, con 
rooms.and teaching halls. HRM has also un 
management research and consultancy pro 
various bodies including corporates; governmen 
ternational agencies like UNICEFM UNEPA, WHO, 





held. Management training programmes have been at 
tended by top personnel like senior managers of blu 
chips, civil servants and directors. The students h 
found: placements in top companies like HDFC Bank 











Sanjeev Bikhchandani 
CEO, Naukri.com 


IAM reading GHOSTWARS by Steve 
Coll. I sawit at a sale on a trip to the 
US a couple of months ago and 
picked it up because it looked inter- 
esting. Well-researched, it provides 
newinsights into the complex history 
and network of relationships be- 
tween Afghanistan, Al Qaeda, the US, 
the Soviets and Pakistan over the last 
25 years. It's a gripping story. I would 
recommend it to anyone who has 
even a passing interest in the subject. 
Tused to read a lot of fiction, 
but over the last five years I have 
developed an interest in Indian his- 
tory. The only fiction I have read in 
the recent past is Harry Potter. I love 
that series. I used to read manage- 
ment books, but I no longer find the 
genre interesting. E] 


ALERT 
New Rules: Polite Musings of A 
Timid Observer 


Bill Maher 
(Rodale Books) 





MAHER is an intelligent 
and funny maverick who 
Mts j has his own TV show — a 
rarity. He's also one the 
most prominent “political 
comedians' that have 
come to influence US 
civil discourse like never 
before (the most famous being 
John Stewart.) The book details 
his new 'rules' for America. Most 
poke fun at painful truths like 
“no more McDonalds outlets in 
hospitals." It's funny stuff, if read 
in small doses. i 


Throw 


KAROL TOTH 








S Bollywood stars and film- 
makers are talking about — 
and making — ‘crossovers’ be- 
tween Indian and foreign cin- 
ema, and Western actors ap- 
pear in Hindi films (Lagaan, 
Mangal Pandey), it would seem that the 
difference between ‘Indian’ and inter- 
national movies (and much else) is get- 
ting rather blurred. Bollyworld, a collec- 
tion of essays covering the inner 
workings and final products of Mum- 





bai’s most famous industry, suggests a | 


more complicated picture. 

The bookis divided into three 
parts, each covering a specific 
theme. The first, ‘Topo- 
graphies’, looks at the eco- 
nomic and technological 
environment in which In- 
dian commercial cinema 
developed. It discusses 
the aesthetics of individ- 
ual genres of this period, 
spanning roughly from 
the early 1900s to shortly 
after Independence. 








By far, the most interesting essay in 
this section is the chapter dealing with 
the on-screen persona of the legendary 
Fearless Nadia, the most popular hero- 
ine of the 1930s talkies. The unconven- 
tional life and the most unlikely trans- 
formation of the Anglo-Greek girl into 
the idol of the Indian masses is a good 
story in itself. But Bollyworld is not satis- 
fied with a mere retelling of the indus- 


try’s history. It wants to bea serious, aca- "- 


demic study ofthe subject. 

Indeed, the unsuspecting reader 
should take the expression 'transna- 
tionallens' in the title as a warning, for it 
is a sign of things to come. Most of the 
contributors drown 
their essays in bom- 





BOLLYWORLD 


Popular Indian 
Cinema Through a 
Fransnational Lens 


Edited by Raminder 
| Kaur and Ajay J. Sinha 


Sage Publications 


Price: Rs 595 


gh the. 





A new crop of 


AVINASH CELESTINE 





FFICIAL reports on why Indian 

banks have failed to finance In- 

dian agriculture to the extent 

they should have would fill a 
small library. Yet well over 50 years after 
independence, few can pretend that the 
performance of India's banks in lending 
to agriculture has been anything other 
than dismal. The share of loans to agri- 
culture as a proportion of total loans 
was never more than 16 per cent, well 
below the share of agriculture in total 
GDP In recent years, it has fallen well 
below that level. The UPA government's 
claim that it will focus again on agricul- 
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ture has means that banks have sud- 
denly rediscovered their love for the 
farmer.Will this trend continue? 

This book argues that unless far 
more drastic changes in policy happen, 
agriculture, from which over 60 per cent 
of the workforce draws a living, will re- 
main neglected by India's banks. The 
papers offer a variety of themes: a gen- 
eral statistics-filled overview of Indian 
banks' declining interest in rural lend- 
ing (S.L. Shetty); specific field studies on 
the effectiveness of microfinance in 
states like Andhra Pradesh (Smriti Rao); 
and rural lending in states like Jhark- 
hand and West Bengal. 

Almost all of them are pessimistic, 


< 


t 


"representation of the western or west- | 












bast and academic jargon, and phrases 
like "reductive parameters of nationalist 
discourse" and "dynamic textual space 
broaching cinema's aspirational quali- 
ties and its darker quotidian promise" 
abound. Not that this tendency is en- 
tirely unexpected in a book by acade- 
mics, but at times it is unbearable. 

The second part, ‘Trans-Actions’ 
tracesthe development ofsome specific 
themes from Independence to the pre- 
sent. Geetanjali Gangoli's essay on the 


ernised woman in Hindi movies is great; 


and Sudhanva Deshpandes mapping of | 
the progress of the typical Bollywood | 
hero from the angry young man ofthe | 


1970s to the multicultural green card 
holder of today is equally good. 
Deshpande quickly summarises ac- 


tor Mithun Chakraborty's career and | 


uses it as an illustration of certain ten- 
dencies within the industry. This is 
amusing, as is his study of the new kind 


of love triangle in the recent films. Yet | 


>: hpande's acute analysis of the cur- 
ent state of Hindi cinema which “i 


turning into a party ofthe rich, and die 


rest of India is invited as voyeurs’, is ulti- 


RAMINDER KAUR is lecturer in anthro- 
pology at the University of Sussex, 
UK. Her interests include culture, 
aesthetics and politics in india 


AJAY J, SINHA is associate professor 
of art history and chair of the film 
studios programme at Mount Holyoke 
College, US 


lens, rather dar 


| mately disturbing. Anyone familiar with | 
| recent films will easily be persuaded by | 


| hisarguments. 

The third part, ‘Travels’, focuses on 
the reception of Hindi movies abroad in 
their current or potential markets with 
studies from Germany, the US, Guyana, 
South Africa, Britain and Nigeria. This 
| takes up more then half the volume. In 
| fact, a whole book could be written 
about the subject. The song and dance 
of Indian cinema is fast winning con- 
verts beyond the traditional NRI audi- 
ence. Thomas Blom Hansen's essay on 


| Asia, have been more orless igno 


the feverish popularity in South Africa of | 


movies like Kuch Kuch Hota Hai, the | 


film that attracted non-Indian viewers | 
to cinema halls for the first time, comes | 
| up with some interesting observations. | 
| TheIndiansin South Africa felt that they | 





Price: Rs 625 


pessimism 


‘and they all point a finger at the liberali- | 
«sation of Indian banking since the early 


1990s. Since 1991, the pressure on banks 
to befinancially viable has been intense. 


This has resulted in banks turning their | 
backs on rural India — shutting down | 


rural branches and cutting off farmers' 


FINANCIAL 
LIBERALIZATION 
AND RURAL 
CREDIT IN INDIA 


Tulika Books 
Pages: 365; 








| accesstoloans. Banks have become risk 
| averse and have avoided giving loans to 
| any borrower who might seem even 
| slightly risky, whether he is in agricul- 
| tureorsmallindustry. 

| Microcredit has now become the 
i 


| loans remain high. This means 


| great white hope in the government's | 
attempts to get banks to lend more to | 
rural India. Following Bangladeshs | 


example, banks are being asked to lend 


| sive governments over the last two 


to self-help groups either directly or | 


through NGOs. 

The papers by Smriti Rao and Pailavi 
Chavan and Ramakumar point out that, 
at best, microfinance can be a limited 
response to the problem of rural lend- 
ing. Loans by banks to self-help groups 
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| profits and financial viability, and leru 
| ing to ‘priority’ sectors like agriculture 
_ and small-scale industry. That is a cin 
| that cannot be squared beyond a point. - 






































could show this new, sleek film to teiro 
white friends without having to feel - 
awkward or self-conscious, be says o 

Christiane Brosius’ chapter on th 
reception of Bollywood films a i 
Indian and Pakistani immigrants in 
Germany suffers badly from d 
prose. This isa pity because most. 
ers could be put off by the tone. Hi 
ever, the tenacious reader will b 
warded with interesting insights. 

The main problem with the 
the editing. The volume was int 
for a larger readership, and not fo 
row circulation within academia. 
the editors seem to have forgotter 
Also, the choice of subjects appes 
bitrary and unfinished. For instance, 
regions where Hindi films have 
popular for decades without the pi 
ence of a significant Indian diaspi 
such as the Middle East and Cen 


more comprehensive approach woul 
have made the volume truly invali 
to movie buffs and scholars. 


Karol Toth is 


generally, only the better-off in the 
lagecan afford them. 
Ultimately, the government ha: 
acknowledge that banks will always fa 
a contradiction between their qu 


Finally, the problem doesn't really. — 
rest with banks, but with the stunning 
neglect of Indian agriculture by succes- 7 


decades. The most stark consequence 
of this is the rash of suicides by farmers 
across rural Andhra Pradesh, Punjab o.. 
and Maharashtra. Unless that decline in 
public investment is reversed, Indias 


; economic ‘miracle’, such as it is, will re- 


| main seriously incomplete. 







































HERE are two ways of looking at the World | 
Bank-IFC Doing Business in 2006 report. One | 
is to dismiss it as an absurdity. Its rankings of 
. 155 countries for "ease of doing business" 
Ehe leave one wondering about the philosophy 
exercise. Admittedly, the survey used 10 indicators 
pile this index. But it has focused so narrowly on 
e parameters that the larger business and political en- 
onment has been totally excluded. 
How else does one explain the fact that countries like | 
India and Brazil trail behind Iraq, and arein the same class 
Afghanistan and the West Bank and Gaza? It is equally | 
uzzling how Nepal and Pakistan are streets ahead of | 
-hina and, incredibly, of the United Arab Emirates, In- | 
donesia and Vietnam. It is not entirely 
rprising that every little dot in the 
cific Ocean finds high favour in the 
st; these are all tax havens and boast 
10 economic activity barring the 
commercial presence of corpora- 
ions seeking tax shelters. This apart, 
he rankings have hardly any correla- 
tion to the level of foreign investment 
se Countries attract. 
That said, there is the other aspect 
the report. It quantifies transaction 
à rocedural costs of doing business 
the province of administrative 
—notin the limited sense of 
-service reform but a much 
ader agenda of reform. This in- 
S two relationships that can 
ap: dealings between citizens 
the government, and dealings 
etween enterprises and the govern- 
lent. The latter can again be divided 
) three phases of an enterprise's 
istence: entry, functioning and exit. 
The survey uses ten sets of indica- 
tarting a business, hiring and firing workers, enforc- | 
contracts, registering property, getting credit, protect- | 
ig investors, closing a business, dealing with business | 
nces, trading across borders, and paying taxes. The last 
were added in this year's survey. On some indicators, 
number of procedures, number of days required and | 
iputed costs are estimated, with cost estimation | 
ethodologically the weakest. In others, there is an index. 
In India, starting a business requires 11 procedures and71 
days, down from 89 in 2005. Dealing with licences requires 
procedures and 270 days; export procedures take 36 
; andi import procedures take 43 days; there are 59 
nd insolvency procedures take 10 years, although 
e last, he report acknowledges that 10 years may 
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usiness, as usual 


report has several 
flaws — but it also 
has some valid 
points to ponder over 
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have dropped to six months. 
On the other hand, starting a business requires 21 days 
in Pakistan and 50 in Sri Lanka. The pointis also made that 


| the survey is not biased against regulation; all it seeks is 


that regulations be transparent and simple. Complicated 


regulations also force enterprises to stay informal. Forin- 


stance, despite regulations, Nordic countries do well. Till 
last year, the report didn't attempt to construct overall 
ranks in fear of offending countries that didn't do well. 
There was only alist of top reformers. India was in that list 
last year. This year, Pakistan figures in the list of top 12 re- 
formers because of changes in property registration, cor- 
porate governance regulations and shipment licensing. 

This year, at World Bank president Paul Wolfowitz's 

goading, there is also a composite 
rank, with the number of countries 
increasing from last year's 145 to 155. 
India is ranked 116, compared to 
Chinas 91, and is behind all South 
Asian countries including the Mal- 
dives (31), Nepal (55); Pakistan (60), 
Bangladesh (65) and Bhutan (104). 
While South Asia lags behind Eastern 
Europe or OECD, India’s standing 
within South Asia is truly pathetic. 

Despite inevitable subjectivity in 
assessment, the message about high 
transactions is indisputable. What 
should be done to reform was flagged 
bya conference of chief ministers on 
effective and responsive administra- 
tion in 1997 and the Prime Minister's 
Council on Trade and Industry in 
2000. Independent of the Bank, high 
transaction costs have been com- 
puted by others and add around 20 
per cent to price disadvantage. Yes, 
some procedures are at the state level 
and some states have, indeed, re- 
formed. But there is a fair bit on the Central agenda, and 
the Centre has done precious little to tone up its act. 

It has been resting on its laurels, thanks to last year's 
Doing Business report. India had figured in the top 10 list of 
reformers because of the changes it had made in the bank- 
ruptcy (securitisation) law. In fact, the 2005 citation had 
even figured in a reply given to Parliament by the com- 
merce and industry minister E.VK.S. Elangovan as recen- 


Bank-IFC 


tly as August. Unlike last year's report, subtitled ‘Removing 
Obstacles to Growth; this year's is called “Creating Jobs. ` 


The UPA government, which swears by such an agenda, 
should take note. And it should refrain from plumping for 
its favourite remedy: setting up another commission to 
determine how costs of doing business can be reduced. @ 
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RÜRCGUS. 


The new sign of cotton confidence. 





Cottons by Century presents an ethnic collection of 100% Cotton Kurtas to make every 
festive occasion more delightful. Every kurta embodies the essence of Indianness that 


perfectly blends with contemporary styling. Choose from an exquisite and extensive range 






of ethnic kurtas, available in different patterns and weaves. Celebrate life in ethnic style. 
Seen ee ea ei a eee GNE MM MM MMC MC gc» 
Deadline 


EXCLUSIVE BRAND OUTLETS: * MUMBAI: *WORLI, Century Bhavan 24378400 * BANDRA, Linking Road, 26465622 * VILE PARLE (E), M. G. Road, 26130832 + GOREGAON (E), The Hub, 
26865252 * BORIVILI (W), Opp, Ajanta Talkies, 28625050 * THANE (W) : Ram Maruti Road, 25393366 * PUNE: Laxmi Road, 56024645 * NASIK: College Road, 2314094 * NAGPUR: Sitabuldi, 
2556448 * AHMEDABAD: Mardia Plaza, C. G. Road, 26403499 * INDORE: Sapna Sangeeta Cinema Road, 2460900/2461841.* DELHI : + CONNAUGHT PLACE, E/27, 23416068 * LAJPAT NAGAR, 
Central Market,51721178 * RAJOURI GARDEN, J-87, Private Shop No.1, 51446598, * SHAKTI NAGAR, Nangia Park, 23841416 + GURGAON : City Centre Mall, Mehrauli Gurgaon Road, 5068240 
* NOIDA: G - 50, Sector 18, 2591309 * FARIDABAD: Ansal Plaza, Sector 15-A, 5013114/5 * GHAZIABAD: 75, Ambedkar Road., 3945877  * Shipra Mall, Shop No : 10, Indirapuram , 2957637 
* AMRITSAR: Nehru Shopping Complex, Lawrence Road, 3099062  * JALANDHAR: 301-R, 301-R, Gabas Grand Mall , 5058671/2272867 * KANPUR : Tilak Nagar, 7/90-a, 2534186 
* BANGALORE : * COMMERCIAL STREET, 51238511,* JAYANAGAR, 4th Block, 26639971 + CHENNAI : Pondy Bazar, 28150323 *HYDERABAD : Punjagutta, 55757272 / 7171 
* SECUNDERABAD: M.G.Road, 55337171/7272 * ERNAKULAM : Woodlands Jn., M.g. Road, 2361352* BELGAUM: Hans Talkies Road, 5204961 * KOLKATA: 25/B, Camac Street, 30954639 
ALSO AVAILABLE AT: + KOLKATA: MIGNONETTE, 25, LINDSAY STREET. 22520818 + READYMADE CENTRE 25534564 + ERNAKULAM : * SEEMATTI - 2353216, * JAYALAKSHMI - 2366458 
* PARTHAS - 2374175 * GLOBERS - 2370903, UTSAV - 2371925 KOTTAYAM : SEEMATTI - 2563396 * PULIMOOTIL -2563295 TRIVANDRUM: * PARTHAS - 2572535 + AYYAPPAS TEXTILES 
THRISSUR: * KALYAN SILKS - 3092418 TIRUVALLA : KARIKKINETH - 2733733 

TRADE ENQUIRES : Mr. Mahendra Padhy, CENTURY TEXTILES 8 INDUSTRIES LTD., E-mail: mahendra@centurytext.com, Cell: 09323568900, Tel : +91 - 22 - 24957000, Ext : 4023, Fax : +91 - 
22-24305757 

OPENING SHORTLY : - THANE : Lake City Mall + AHEMEDABAD : C.G. Road * DELHI: Model Town * Shakti Nagar. * Cross River Mall, Shahdra, * Shop-n-park, Shalimar Bagh 
* GHAZIABAD : Ansal Plaza * BANGALORE : Sigma Mall, Cunningham Road * HYDERABAD : Himayat Nagar * ExpoCity, Lower tank bund  * CHENNAI: Spencer Plaza - Ill * 
JAIPUR : Crystal Plaza * CHANDIGARH: Sec-17 * KOLKATA: Lindsay street * ERNAKULAM : Broadway, 


FOR ONLINE PURCHASE OF PRODUCT LOGON TO: http://shopping.rediff.com/shop/subcategory.jsp?cgrfnbr=2&shopByBrand - Cottons By Century&frompg=Cottons By Century 














Website: www.cottonsbycentury.com Plant a Tree E Protect your environment 
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CP) TOYOTA 


"In my crc 
I 










Test-Drive the Toyota Innova and participate in the 


55 lucky couples will win an all expens! 
Assured Aamir Khan goodies for tes! 















NOF IARAYANA: Karnal: Globe Toyota Ph: 0184-2380587, 9896049101; JAMMU & KASHMIR: Jammu: Shree Toyota Ph: 0191-2 
PUNJAB: Amritsar: Castle Toyota Ph: 0183-5080881-884; Chandigarh: Pioneer Toyota Ph 0172-6616442/2653442, 9815900005 


yt 
Jalandhar: Castle Toyota Ph: 0181 


Ph: 0294-2583015, 2484895; UTTAR PRADESH: Agra: NaveenToyota Ph 0562-2642700-2; Bareilly: Commercial Toyota Ph: 0581-2561401-2; Lucknow: Sun 
Ph: 0771-5036841, 5076169, 505317! Sharayu Toyota Ph 0832-2782700-02; GUJARAT: Ahmedabad: Infinium Toyota Ph: 079-26926612-1 7; Vadodara: East Afric 
Millennium Toyota Ph: 022-25836470; Nagpur: Grace Toyota Ph: 0712-2648171/191/180; Nashik: Wasan Toyota Ph:02: 





















Shinrai Toyota Ph: 022-56625315-20; Thane: 
Ph: 0866-2844001-3; Vishakapatnam: Leela Krishna Toyota: Ph: 0891- 2782666, 2782777, 2782999. KARNATAKA: Bangalore: Nandi Toyota Ph: 080-2573¢ Ravindu Toyota Ph: 080-23 
a Ph: 0471-2417733/2412933. TAMIL NADU: Chennai: Lanson Toyo 0 Coimbatore: Anan 


Trichur: Nippon Toyota Ph 0487-2388322/23/24; Trivandrum: Nippon Toyot. 
WEST BENGAL: Kolkata: Topsel Toyota Ph: 033-24928334/35/36/38; Siliguri: Topsel Toyota Ph: 0353-2571 107/08/09. 


MOST SHIRTS ARE DPR8ENID. 
THIS ONE WAS INVENTED. eum 


Presenting 


TRUE-TECH" 


NON-IRONS 
TEC HNOLOGY 23 


NON-IRON PERFORMANCE 
While other shirts have a DP rating of 3 
True-Tech shirts have an unmatched 4. 


COMFORT OF COTTON 
2/80s GIZA COTTON is blended with 
advanced micro-fibres to enhance comfort. 


IMPECCABLE LOOKS 
Every seam is totally taped to 
eliminate all puckers. 


OPENING SHORTLY: FLAGSHIP SHOWROOM: CONNAUGHT PLACE, NEW DELHI. 
VAN HEUSEN EXCLUSIVE SHOWROOMS: BANGALORE: Ph: 25585994 Ph: 51531022 CHENNAI: Ph: 52137977/787 COCHIN: Ph: 2365594/2275739 HYDERABAD: Ph: 55820733/55827330 
KOLKATA: Ph: 22815167/8 NEW DELHI: Ph: 51647925/6 SECUNDERABAD: Ph: 27812423 
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When you smile, you use 53 facial muscles. 


IDBI's Welcome Kit 
will make you use them twice over. 





We're the pioneers of Instant Account Opening in 
India. You can open an account across the counter 
with us, and with our Welcome Kit, not only do you 
get instant access to all banking services like the 
ATM, internet and phone banking, but you also get 
your debit card and cheque book within minutes. 
Making your account ready to use instantly. 


a ( IDBI BANK 


Industrial Development Bank of India Limited 


Regd. Office: IDBI Tower, WTC Complex, Cuffe Parade, Mumbai 400005. Tel: 56553355, 22189111. Fax: 22180411. Website: www.idbi.com 








LH GPP] IT Advantages 
Q Indian firms will surely be 





nd Floor, Express Building, 
-10, Bahadur Shah Zafar Marg, 
 NewDelhillo0g — . 
: Phone: 23702170- 79; Fax: 23702062 


Paragon Condominium 


uilding 3rd Floor 
Guards, Hyderabad 500 004 


Businessworld does not accept 
sponsibility for returning unsolicited 
anuscripts and photographs, All 
cited material should be 





challenged by the giant US 
technology companies, but 
they will retain some unique 
advantages if they think 
outside the box. Indian IT 
service providers should 
diversify into biotech research 


and development — they will have the first 
mover advantage. Also, Indian IT should focus on new products 







and solutions for the small towns and poor populations of India and 
China. With a bit of innovation, these billions of people could become 
loyal, paying customers to a smart IT company. oe 


Somnath, posted on BW website 





MICROSOFT'S DECLINE 
Microsoft appears to be losing the ‘Int- 
ernet experience’ war (‘Winning Where 
Netscape Failed’, BW, 26 September). 
It's not just about what the browser can 
do — it's the look, the integration, the 
community involvement. Microsoft 
has been obsessed with terms like 
‘dominance’, when it should have been 
thinking about terms like ‘customer’ 
Microsoft talks about building bet- 
ter MSN search capabilities. Mean- 
while, Google has become a full 
desktop experience provider without 
even owning the operating system. 
Rajesh Kumar, posted on BW website 


W I ama Firefox user, and I am hooked. 
Firefox is simply more sleek than Inter- 
net Explorer. Instead of futily wasting 
its time trying to destroy Mozilla 
(which has become a formidable 





| 
| 





| competitor), Microsoft should think of 


ways to make Explorer better. 
Vidhan C. Rana, via email 


BURIED IN WORK 

Your case study 'Boring Indian Man- 
agers’ (BW, 1 August) captured exactly 
what plagues Indian corporates, Mana- 
gers always seem to be under the imp- 
ression that, without them, the office 


| will not run. And when they retire, they w 


don't know how to function without 
the ‘boss’ tag attached to their names, 
Deepak Dave, via email 


CORRIGENDA 

In the ‘Cosmode-BW Top B-Schools 
By Placement’ table (BW, 3 October), 
IIM-Bangalore was inadvertantly 
identified as IIM-Bombay. There is no 
IIM-Bombay. 

In ‘The Faculty Gap' (BW, 3 
October) we incorrectly wrote that Jim 
Collins is the author of In Search Of 
Excellence. The correct authors are Tom 
Peters and Robert H. Waterman. Jim 
Collins is the author of Good To Great. 

In 'Preparing For The Plunge' 

(BW, 3 October), we incorrectly wrote 

that Silicon Valley Bank invested 

$5 million in Caliber Technologies. 

Although there were discussions, 

Silicon Valley Bank does not plan to 

invest in Caliber Technologies. € 
We regret the errors. 


— RR 


NO SONGS, 
NO ROMANCE... JUST ONE 
SOLID CLIMAX. 






Videocon - 

A global player 

in the world of 
colour televisions. 


It'S curtains for the rest of the 
television world. 


With the completion of acquisition 

of Thomson's colour picture tubes 
business in France, Italy, Poland, 
Mexico and China, Videocon will have 
access to state-of-the-art manufacturing 
and R & D facilities across the world. 


All these give Videocon global scale 
and efficiency. And for you, the 
reassurance of knowing that the 
best technology in the world is 
behind the TV you buy. 


You'll agree, it's time to dust your couch 
and settle down for a long, long time. 


VIL 13063 
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With friends like these: The UPA coalition at their swearing in 


cover srory 30 [he UPA’s Report Card 


The pace of the UPA is probably the slowest that any governing alliance has exhibited in the past decade anda 
half. Despite having the sharpest economic brains, this coalition is yet to deliver any significant reforms. 


34 Interview Nilotpal Basu, CPI (M) leader in the Rajya Sabha, defends the Left's stance. 


T.S. ASHOK / Rashtrapati Bhawan 








IN THE NEWS | IN DEPTH 


:o In The Volume Game _ 2. Neglected Diseases 


Kolkata-based Xenitis is targeting the Can vaccines and drugs for diseases like malaria and tuber- 
bottom of the pyramid yet again. | culosis become the next profit-spinners for Indian pharma? 
After affordable PCs, it has tied up | 


with Guangzhou Motors of China 


38 Stocks The runaway growth in the Indian markets 


to take the fight to the Hero | may yet be scuttled by a number of global risk factors. 
Pii cn Bajaj Autosiof | 42 Advertising Taking advantage of the Internet. 
e world. 


< Xoom: Ready to shake up 50 Huawei its the largest Chinese investor in India. 
| the market | Butits record is shrouded in mystery. 


š | 
12 PFRDA Bill wii pension reforms pick up speed 54 Steel The growth ofa 
when this Bill comes up for discussion in Parliament soon? few steel service companies is 


| changingthe way the com- 
20 UB Group Vijay Mallya could do with an investor in | modity is sold in India. What is 
his spirits business, but its huge debt could make them wary. | the next step? 
: | 
16 Salaries HR consulting firm Mercerseye-opening | The new face of steel: A > 
study on wage differences between Mumbai and Shanghai. Tata Ryerson service centre 
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 Alockon reform 
eo Podcasting Explained 


IN VOGUE 


Podcasting — which allows people with digital music players 
orcomputers to automatically upload audio files from the 
Net— has gained popularity the world over. Is India next? 


62 Comics Anew comic book for 
kids brings a touch of grim realism to a 
magic carpet ride, and highlights the 
plight of child labourers who are sold into 
bondage to weave carpets. 





i 64 Bookmark A detailed history of capitalist success in 
communist China. And more on the persistent KGB tumcoat, 
Vasili Mitrokhin. 


ECONISHAD 





ferred response to disasters is government relief. 
Is there a place for market-based solutions? 


COMMENT 
48 Omkar Goswami The time has 


come fora fast-changing India to have a popu- 
lation census once every five years. 





QUEST COLUMN 


|. 58 Arvind Kala indian cricket should learn from 
Europe and the US, where sports is seen as an economic 
activity and sports clubs as profitable companies. 





6 FEEDBACK 
68 BW OPINION 


Cover Concept: The government Is gridiocked as members 
such as the RJD, DMK and AIFB have taken opposing views. 


Cover Design: Jyoti Thapa Mani 








gf Pharma Capsules: Your fortnightly dose of pharma 
" news, deals and more. 


y Stock Sense: The Nifty sits comfortably atop 2600. 


Chidambaram unwittingly talks the market up. Was 
the fall last week just a bad dream? Read on... 


Wave Length: This is the best time to give a push to 
Indias hydrogen programmes, says P Hari. 





clu www.husinessworldindia.com 





I 














| Businessworl 


T can be nobody's case that this government doesn't 
know what needs to be done to take the economy 
onto the next level of growth. One cant even argue 
that it doesnt have the will for that. After all, the UPA 
government is led by the original reformer with an 
unbeatable reputation for economic management and 


i he has around him enough economic brainpower to blast a 


mountain. Still, reform has come to a halt. So much so 
that the primary objective of the economic ministries now 
seems to be not to create any political controversy 
whatsoever — and that is no way to manage an economy. 


| The Left allies, of course, bear most of the blame for this, but 


the lead player in the alliance, the Congress party, shares 


| some of it too. It has let the Left hold the government to 

| ransom. Some would argue that it is time to call the Left's 
| bluff, announce elections and 
| get a fresh mandate. 


25 Niranjan Rajadhyaksha Thepre- | 


The good thing is that the 
governance gridlock has not yet 
affected economic 
performance. The GDP growth 
rate, in fact, has gone up — from 
an average of 5.7 per cent 
during the NDA term to 6.9 

per cent last year and, most 
likely, 7 per cent this year. 
Foreign direct investment (FDI) 
has grown too, from $2 billion-3 billion on average during the 
NDA regime, to $3.75 billion last year and a possible 

$5 billion this year. Most strikingly, in the 17 months that the 
UPA has been in power, the stockmarket index has moved up 





| nearly 70 per cent. 


| Butthis boom has a strong, underlying uneasiness about it 


— as evidenced by the recurring bouts of investigation into 


'| whether someone or the other is rigging the market. The 
| reason for that is the realisation on everyone's part that this 


performance cannot be kept up unless the government starts 


| movingon reform soon. "Most governments find it easier to 


get reforms moving in the early part of their term and then 


| slow down as elections approach. But this government didn't 
| get that chance,” says contributing editor Anjuli Bhargava 

| | who wrote the cover story. H the strike called by the Left this 

| | week is any indication, it is unlikely to get that chance 

| | anytime soon. It is, perhaps, time for tough decisions. 


S 


e 


TONY IOSEPH, EDITOR 
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NDIAN companies may not feel 
threatened by Chinese bikes any 
more, but the value proposition is 
undeniable. That is why a number 
of them are showing interest in selling 
Chinese products in India. 
After the initial panic wave died 
down, the first company to ex- 
Q plore the possibility was utility 
vehicle maker Mahindra & Ma- 
hindra. It is planning to bring 
Lifan motorcycles to India. 
Now, it is the turn of 
the Rs 280-crore Xenitis. 
The Kolkata-based 
company is 
known for its 
affordable pro- 
ducts. And that 
is why assembling 
| and selling mo- 
torcycles and 
scooters from 












AUTOMOBILES 


Xenitis goes for Xoom ' 


Guangzhou Motors of China fits in. 

The deal has been signed with 
Guangzhou Motors group company 5R 
Motors. Guangzhou, owned by the 
Chinese government, is one of the 
largest two-wheeler makers in that 
country. It has a collaboration with 
Honda and gets the engine technology 
from its Japanese collaborator. 

Xenitis started selling PCs for about 
Rs 10,000 when prices of comparable 
products were about 50 per cent higher. 
It is planning a similar price offensive 
with two-wheelers. 

The company plans to introduce its 
125 cc base model at Rs 25,000 when all 
other motorbikes in this segment cur- 
rently sold in India are priced a little 





above Rs 40,000. That way the company 
should have no problem being the most 
price competitive. For this, Xenitis plans 
to establish an assembly line for semi- 
knocked down kits from 5R and will sell 
the bikes under the Xoom brand. 
Xenitis has set itself an initial target 
of 25,000 motorcycles a month, to be 
scaled up to 100,000 in two years. It 
plans to launch four motorcycle models 
and one scooter model, all in the 125- 
150 cc range, from 5R's portfolio of 36. 
While the prices are likely to match 
those of economy two-wheelers, the 
products would compare with those of 
the higher segment. Together, these two 
segments are expected to notch up sales 
of about 5 million units in 2005-06 and 





NZ THE STOCKMARKET 


V Is the big 
V bull back? 


ROM a modest Mumbai broker 
running his father's stock- 
broking business, he became 
k the man who could move the stock- 
V market at will. Ketan Parekh is surely 
one of the most dreaded names in 
the Indian capital market. And now, 
F with the Sensex hovering around 
, 8500, his shadow is looming is loom- 
ing over the stockmarket again. 
; In his heyday, Parekh was caused 
V the astronomical rise of his favourite 
7 group of scrips, later known as K-10. 
They included Zee Telefilms, HFCL 
and Global Tele (now GTL). But after 
the scam broke, capital market regu- 
lator the Securities and Exchange 
Board of India (Sebi) banished him 
from the bourses. So, how, if at all, is 
Parekh wielding his influence now? 
The root of the speculation about 
Parekh’s presence in the markets 
this time round is in the fact that he 
i» has paid a total of Rs 30 crore as a 
./  .fineto Madhavpura Mercantile Coop- 
—. erative Bank in two instalments of 





Rs 15 crore each during July-August 
2005. If all his assets have been 
sealed and he has no plausible 
Source of income, how did he make 
the crores to pay off his dues? 

For a while now, the market has 
been rife with speculation that 
Parekh is operating through a cartel 
of ‘friendly brokers’, many of them . 
based in Kolkata. It is being said that 
they are operating on his behalf. If in- 


_ deed that is true, there seems to 


have been a change in the Parekh’s 
trading style too — he is fast moving 
in and out of. a number of small-cap 
stocks, although he is still suppos- 
edly partial to some of his old 
favourites like HFCL. 

A dealer from an Indian broker- 
age house said that the others in his 
list of favourites include Rolta India, 
Sujana Metal, Maruti Udyog, GTL and 
Tata Motors. But there is no conclu- 
sive evidence to prove that the Big 
Bull is back. Meanwhile, investors 
are hoping and praying that the regu- 
lators and the exchanges have learnt 
from their past mistakes and proac- 
tive surveillance measures will work 
well enough to prevent any manipu- 
lation of stock prices. B 

GARGI BANERJEE 
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MUTUAL FUNDS 


Ready for 
A 


2005 by the Securi- 
ties & Exchange 
Board of India, on 
“Trading by mutual 
funds in exchange 
traded derivatives 
contracts allows 
"mutual funds to 
participate in the 
derivatives market 
at par with foreign 
institutional investors (FII)." If one takes 
an extreme interpretation of Sebi's 
guideline, it could allow the emergence 
of domestic hedge funds. 

FIIs are allowed to take short posi- 
tions or do leveraged transactions with- 
out owning a stock or a component of 
the stock index. So, will MFs be allowed 
to, say, 'sell October futures of Infosys 
Technologies and go long on October 
futures of Wipro’? That is what a hedge 
fund would typically do in a rising mar- 
ket. "The circular doesn't say, and we 
arent sure if Sebi intends to give us that 
much flexibility,” says a fund manager. 
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the market is growing. Consid- 
eringthat, the target Xenitis has set itself 
appears achievable. 

The company has already earmar- 
ked Rs 150 crore for the project, with 
one-third coming from internal accru- 
als. The Chinese products will be pitted 

ae squarely against those from Hero 
Honda, Bajaj Auto, TVS Motor, Yamaha 
and Kinetic Motors. 

Xenitis has laid out its final plans. 
The plant is being set up at Chinsurah, 
West Bengal. The products will begin to 
be homologated from early 2006. g 
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hedging 


* They add that the guidelines need 
more clarity. Broadly, the norm does 
away with the earlier single limit of ex- 
posure — 50 per cent of corpus — that 
MFs could take to derivatives. The new 
circular, among other things, puts caps 
on various kinds of derivatives — index 
options, index futures and stock-based 
derivatives — with riders and qualifiers. 

Following the new norms, one could 
see a rise in the number ofrisk arbitrage 

» funds such as those from JM Mutual 
Fund and Prudential ICICI Mutual 
Fund. With the higher exposure to de- 
rivatives possible now, these will have a 
greater scope of making arbitrage prof- 
its. But existing equity funds with big as- 
set bases could be at a disadvantage. A 
fund which has an exposure of Rs 100 
crore to, say, Tata Steel, can hedge the in- 
vestment by selling an equal amount of 
Tata Steel futures. But the new guide- 
lines put a limit of Rs 50 crore. 

` Interestingly, it has been reported 
that this move bring in Rs 60,000 crore 
into derivatives. For the markets with an 
daily turnover of Rs 20,000 crore, even 
10percentofthat would be big. u 
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NEWS CAPSULES 


Escorts sells heart 
hospital to Fortis 


AJAN Nanda has managed to 

save Escorts from sinking under 
the combined weight of debt and a 
working capital crunch. He has sold 
off the company's 80 per cent stake 
in Escorts Heart Institute & Research 
Centre (EHIRC) to Fortis Healthcare 
for Rs 520 crore, at Rs 3,250 per 
share. He has got Rs 65 crore for his 
personal 10 per cent stake, which 
may find its way into Escorts through 
a preferential issue. Dr Naresh Tre- 
han, the holder of the remaining 10 
per cent stake in EHIRC, is yet to 
make up his mind whether to sell at 
this price. "We'll use most of this 
money to repay debt and use a part 
of it for working capital," says Escorts 
CFO Shalendra Tandon. The company 
has a debt of about Rs 1,000 crore. 
"Now we can retum to doing busi- 
ness," he adds. The company was un- 
able to produce even at an economi- 


: cally viable level for almost a quarter 


as it had exhausted its credit limits 
with its banks. Meanwhile, Rajan's 
brother Anil has challenged the deal 
in court and says Fortis has bought an 
illegal entity. However, Fortis insists 
that it paid only after satisfying itself 
ofthe legal status of EHIRC. = 


N-power in Dabhol 


HE Centre has asked Nuclear 

Power Corporation to buy land for 
its 6,000 MW nuclear power plant at 
Jaitapur, close to the Dabhol power 
project. The proposed plant will use 
light enriched uranium, which will be 
sourced from the US following the nu- 
clear cooperation deal that has been 
promised earlier this year. The Maha- 
rashra government has cleared the 
acquisition of land. w 


Genpact aims for $1 bn | 


| India. The car would be sold in petrol 
| and diesel variants. a 


HE $490-million BPO company 
Genpact, formerly Gecis Global, 
expects to double revenues to $1 bil- 
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| lion by 2007-08. By that time, its 


workforce would grow to 30,000 from 
19,000 now. Genpact has over 20 


| third-party customers. It is depending 


on new businesses to take its 

turnover past the $1-billion mark. The 
Achilles' heel could be the low-paying 
voice work accounting for 25 per cent 
of its business. E 


Penny rap 


S a part of preliminary investiga- 

tions, the Securities & Exchange 
Board of India has barred the promot- 
ers and directors of two penny stock 
companies, IFSL and Minal Engineer- 
ing, from the capital markets. The or- 
ders come at a time when the share 
prices of inactive or penny stocks 
have multiplied by several times over 
past few months. There have been re- 
ports that these have been ramped 
up by promoters in connivance with 
the brokers. But for these two com- 
panies, no action has been taken 
against the brokers so far. x 





Ford's Fiesta 


ORD India has said it would 

launch a "premium mid-size car", 
Fiesta, in November. Managing direc- 
tor Arvind Mathew declined to give 
any specifications about the vehicle, 
but said some of the specific features 
tailored for India include the ride 
quality, adjustments for the quality of 
fuel and the air-conditioning system. 
Mathew claimed this particular model 


has been developed specifically for 


FEROZ AHMED, RANJU SARKAR, 
S. SINGH, RACHNA MONGA & A. MITRA 


' J does not possess the teeth statu- 


ILL the much-stalled 

pension reforms finally 

kick off? According to 

sources, there might be 

some light at the end of the tunnel as the 

Bill involving the setting up of the pen- 

sion sector watchdog, the Pension Fund 

Regulatory and Development Authority 

(PFRDA), might make a comeback in 
Parliament this winter session. 

The Bill, which had been tabled in 

the budget session was referred to a Par- 

liamentary Standing Committee 





headed by BJP MP B.C.Khanduri, after | 


members of raised objections, 
on issues ranging from FDI to se- 
curity of pension products pro- 
vided by private players. 

The good news is that during 
the monsoon session, the Stand- 


` ing Committee advocated that 


the bill be passed, but with a 
few modifications. The main 
modifications suggested in- 
volves stating in the bill the 
amount of permissible FDI in 
private pension firms, selection 
of one PSU player to be a private 
pension provider, and increasing 
the number of pension schemes 
from three to four to include a 
scheme that will invest only in 
government securities. 

Setting up of the regulatory 
body is the essential first step 
for effective reforms in the pen- 
sion sector. While the regulatory 
body is already in place with a 
chairperson and is now putting 
together draft regulations, it 


DINESH KRISHNAN 


tory bodies like Sebi have. With- 
out the PFRDA Act, PFRDAS 
efforts will be futile. "The gov- 
ernment has to now consider in- 


cluding these suggestions in the Bill and | 


move amendments in the winter ses- 
sion, says D.Swarup, 
PFRDA. That would not be easy. 

While the 30-member standing 


committee voted in favour of the Bill | 


with modifications, six members from 
the Left parties dissented. They op- 
posed the new defined contribution 
system, where the pension depends on 


the growth of contributions made dur- | 


ing working years, as compared to the 


chairman, | 





present defined benefits, where the | 


pension is pre-determined and often 


linked to thelast drawn salary. They also 
opposed investment in equities and for- 
eign participation. 

Thus, even if the government 
amended the bill, despite it enjoying 
majority support in the Parliament, "the 
government will be averse to a debate 
without reaching an understanding 
with the Left" as one pension expert put 
it. However, there is one card that might 
come in handy for the government. 

Given the increasingly backbreaking 
pension liability burden, as many as 14 
states have agreed to adopt the new 


PFRDA BILL 


Second 
coming? 





BJP MP B.C. Khanduri headed the stand- 
ing committee looking into the PFRDA Bill 


pension system. The system was an- 
nounced for new Central government 
employees joining from 1 January 2004. 
This system, an integral part of the pen- 
sion reforms package, will eventually be 
regulated by PFRDA and managed by 
private players who enter the sector af- 
ter regulations are framed. The Left- 
ruled West Bengal government is be- 
lieved to be in hurry to join the club of 14 
states. If that happens before the winter 
session, this could take wind out of the 
sails of the Left's opposition. m 

UDAYAN RAY 
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HUTCH 


A nationwide 
presence now 


N less than two months, the 

Essar group has made a neat 

Rs 660 crore by selling BPL 
Communications and BPL Cellular to 
its joint venture partner Hutchison 
Essar Ltd for $1.15 billion (Rs 5,060 
crore) in an all cash deal. Essar 
Teleholdings had picked up BPL 
Communications and BPL Cellular 
from Rajeev Chandrasekhar for 
Rs 4,400 crore in July. Apart from 
this, the Essar group will also sell 
Essar Spacetel that has licences for 
seven mobile circles to Hutchison 
Essar for $6 million. These 
acquisitions will be funded by a 
combination of shareholder funding 
and bank borrowings. 

It has been a steady period of 
growth for Hutchison. From just four 
circles in 2000, it grew to seven in 
2002, 10 in 2003 and 13 in 2004. 
With this acquisition, Hutchison will 
complete a nationwide presence. T 
Already Bharti, Reliance and BSNL 
have a nationwide reach. 

Barring BSNL, all the other 
mobile operators grew over a long 
period. Says Asim Ghosh, managing 
director, Hutchison Essar: "There is 
nothing new about this. It is part of 
the ongoing process of growth." The 
acquisition will also give Hutchison 
an additional 2.75 million sub- 
scribers. That will increase its sub- ` 
scriber base to 12 million sub- 
scribers, making it the third largest 
mobile service company after Bharti, 
which has 13.41 million subscribers 
and Reliance with 12.67 million. 

But regulatory approvals are 
needed before the acquisitions are 
incorporated into the Hutchison fold. 
According to telecom industry 
sources, the real growth in the 
newly acquired circles will happen 
in the next fiscal. It is estimated < 
that Hutchison will invest $1 billion 
in capital expenditure during the 
next fiscal. m 
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7 this diplomatic adventure are 


’ port for the recent India-US 


NDIAS controversial 
decision to vote against 
Iran in the International 
Atomic Energy Agency 
(IAEA) along with the 
US and its European Union al- 
lies is a significant break from 
the past. It Shows a new will- 
ingness to abandon this coun- 
try5 traditional leadership role 
in the developing world and 
play hard-nosed diplomacy 
for immediate gains from the 
USand the developed nations. 
Indeed, this is, perhaps, the 
first time ever that New Delhi 
has so openly broken ranks 
from what used to be its pet 
non-aligned constituency — 
choosing instead to vote with 
Washington. 
The gains and risks from 


already obvious. On the posi- 
tive side, it has brought imme- 
diate dividends in the US 
where there is now wider sup- 





nuclear deal. Several members ofthe US 


' Congress including those who had ear- 
. lier opposed the deal are now saying 


. Canada's decision a day after the IAEA | 


they are ready to reconsider their stance 
in the light of India's vote against Iran. 
Although the issue is far from being 


^ clinched, US experts feel that chances of | 
, US president George W. Bush being able | 
to push through his nuclear deal with 


India in the US Congress have consider- 
ably brightened. 
Another significant breakthrough is 


vote to roll back sanctions on the export 


. of dual use nuclear technology to India. 


eee 








POLITICS 


diplomacy 
to the fore 


Canada was 
one of the bit- 
terest critics of 
Indias nuclear tests 
Pokhran in 1998 and the sudden shift in 


in 


stance by this close ally ofthe US isseen | 


as a quid pro quo for New Delhi's sup- 
port in the campaign to corner Iran on 
its nuclear programme. The initiative to 
roll back sanctions by Canadais likely to 
encourage other members of the Nu- 
clear Suppliers Group to facilitate nu- 
clear cooperation with India. 

However, these bouquets from the 
US andits allies come with a hefty diplo- 
matic price. Stung by what it considers 
as a betrayal by India, which just a few 
weeks ago had expressed support for 
Iran's nuclear programme, Tehran has 
indicated it would review crucial energy 
deals with this country. This includes 


the massive $21-billion liquefied nat- | 


ural gas deal with deliveries scheduled 
from 2009 for a 25-year period. 


New Iranian foreign minister 
Manoucher Motaki (L) at his first press 
conference with Hamid Reza Assefi (R), 
foreign ministry spokesman in Tehran, 
on 11 September 2005. Mottaki said 
Iran would not return to a full 
suspension of its nuclear fuel activities 
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Hard-nosed 


India has ditched Iran in the hope 
of nuclear gains. Was it worth it? 











The government has 
hastily sought to defend its 
vote against Iran as a ploy to 
buy that country more time to 
avoid a full-scale confronta- 
tion with the US. But there are 
not many takers for this 
slightly convoluted explana- 
tion. India stands to lose not 
merely vital energy deals with 
Iran but also considerable 
face in the developing world, 
particularly Islamic nations, 
if itis seen as a client state of 
theUS. 

Prime Minister Manmo- 
han Singh is also facing seri- 
ous criticism at home for this 
sharp tilt towards Washington 
from both the rightwing BJP 
as well as the Left Front. While 
former Foreign Minister Yash- 
want Sinha of the BJP de- 
scribed the vote against Iran 
as a “sell-out”, a senior delega- 
tion from the Left Front met 
the Prime Minister to express 
its serious concerns about the 
shift in foreign policy. Leftist leaders al- 
leged that this had violated the Com- 


ANTHONY LAWRENCE 





| mon Minimum Programme of the UPA 


that had promised a non-aligned for- 
eign policy and are now demanding a 
categorical assurance from the govern- 
ment that it would remain independent 
on the present controversy over Iran's 
nuclear programme. 

There is now intense pressure on the 
government to amend its stance wher 
the IAEA meets once again in Novembe 
for a fresh vote on Iran's nuclear pro 
gramme. Despite its open disappoint 
ment at Indias volte face and threats t 
review energy deals, Tehran is likely t 
wait till the November vote before | 
downgrades its ties with New Delh 
Back home, the Left Front is also conf 
dent that it will be able to prevail upo 
the government to switch back to 
more neutral stance. 

Another flip-flop by the governmer 
on the nuclear controversy could fu 
ther dent India's image. Foreign mit 
istry officials are now desperately ho] 
ing that a tentative compromise will | 
worked out between Iran and the US 
New Delhi is to get out ofa classic Catc 
22 situation. 
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HAT’s the reason behind 


tiveness vis-a-vis India’s? 
So far, most Indian the- 













HR Advantages Report by Mercer Hu- 


established belief. 

The Mercer report covered 400 com- 
panies in China and 250 in India, a large 
number of which were multinational 


sults of the report is that across all levels 


^ which served as a proxy for Indian 
salaries in the report. If that has made 
yousit up, read on. 

According to the report, the salary 
differential between the two countries 


Mumbai-based compensation) 





I Position f Beijing 


Top 

executive 
Mid-level 
executive 





Entry-level | 
executive 
High-skilled 
production 
worker 
Entry-level 
production 
worker 


Notes: e Comparisons of dollar-based salaries e Mumbai is the base for 
: indian salaries e Compensation includes annual base salary, guaranteed 
no cash, annual short-term incentives such as commission and profit sharing; 


excludes stock options. 


Chinas greater competi- | 


ses on the subject have attributed itto | 
lower wages in the Middle Kingdom. | 
However, the results of a recent report | 
_ entitled China and India: Comparative | 


man Resource Consulting, a leading | 
global HR consulting firm, shakes this | 


and all industries, salaries in the Chi- | 
, hese cities of Beijing and Shanghai were | 
: found to be higher than in Mumbai, | 


The great pay divide 


How Chinese pay packets dwarf indian ones 
(Indicative city-based Chinese compensation as a 96 of 


" CHINA INDIA - 


Mumbai 


SALARIES 


It pays more 


to be in Beijing 


A report by HR consulting firm Mercer says that 
wages in China are superior to those in India 


| increases rapidly as one moves up the 
organisational hierarchy and to jobs 
| where higher skills are required. For in- 
stance, the salary of low-skilled workers 
in Beijing and Shanghai is higher by 0.95 
per cent and 27.08 per cent respectively, 
when compared to Mumbai-based 
|; workers. However, the differential 
| shoots up to 41.39 per cent and 44.54 
| per cent, respectively, in the case of 
high-skilled Chinese workers. 

Similarly, a Chinese entry-level 
management employee in Beijing earns 
| 94.68 per cent more than his Mumbai- 


i 
| 
l 
i 
i 
i 
i 
I 
| 
| 
| 
| 


| based counterpart does. The Shanghai- | 
companies. One ofthe most striking re- | 


| based employee earns 243.3 per cent 
| more. At the top management, the pay 
| divide again shoots up to 119.05 per 
| cent and 120.1 per cent for Beijing and 
Shanghai-based top executives. 

| How does one explain these find- 
| ings? "The factors driving the differen- 
| tial are foreign direct investment, GDP 
| 


growth and demand for labour,” says | 


Hugh Bucknall, leader (human capital 
advisory services), Asia-Pa- 
cific, Mercer Human Re- 
source Consulting. 

As he goes on to explain, 
high FDI and economic 





a great demand for people, 
driving up Chinese salaries. 
While the same factors have 
been at work in India too. 
Chinas higher comparative 
growth rate has resulted in a 
much higher impact on Chi- 
nese salaries. 

Further, the reason be- 
hind higher salary differen- 
tials at the higher corporate 
echelons in China has been 
due to limited supply of 
qualified and experienced 
people. 








Graphics: NEERAJ TIWARI 


growth in China has created | 









| gets ameliorated or exacerbated. 


Bucknall points out that | 
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Higher on uncertainty 


How Indian pay packets have greater variable, 


pay component across all levels 


l Position 
Top 
executive 
Accounting 
and finance 
manager 

IT engineer 
Skilled — 
production | 
worker | 





Notes: e Comparisons of dollar-based salaries e Mumbai is the 
base for Indian salaries e Cash pay includes annual base salary, 
guaranteed cash, annual short-term incentives such as commission 
and profit sharing; excludes stock options. 

Source: Mercer Human Resource Counsulting 


to meet the needs for skilled manage- 
ment, expatriate workers have been 
hired in China and are being paid 
salaries in local currency. Non-resident 
Chinese and Chinese nationals are also 
being recruited to meet the high de- 
mand for talent. The greatest impact of 
theshorttalent supply is being felt in the 
manufacturing and R&D sectors. 

Does the survey data indicate a cost 
advantage for India? Trying to answer 
the question puts one in a treacherous 
terrain. Experts like Bucknall point out 
that labour productivity — an area 
which India needs to work on — is also 
important when wages get determined. 
In addition, various studies point out 
thatthe wage bill ofIndian companies is 
expected to exhibit double-digit growth 
for sometime to come. Whereas, it 
seems to have stabilised in China at 
around 8 per cent. In India, sharp wage ° 
bill hikes are likely to be occurring in IT 
and sales functions where there is the 
greatest demand for talent. At thelower- 
end of the skill ladder, there is enough 
upply of people, which is expected to 
keep the salary hikes in the two coun- 
tries as well as the India-China salary 
differentials in check. 

At the higher levels, much depends 
on what is done by the respective gov- 
ernments and private organisationsto — 
increase the supply of trained work 
force. This will in turn, influence 
whetherthe problem ofa few good men 
a 
UDAYAN RAY 
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AUTOMOBILES 


A state of flux 


The changing nature of auto alliances 
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* Terminated option to a ’ 
* Sold its10% stake in 


buy equity. Joint 





Jones engine development Hyundai, but continues 
to develop continues joint engine development 
small car & procurement 


Mid- 
sized 
lobal 
layers 


ED 


HYUNDAI 





NISSAN 






















AST week, Fiat and Tata Motors 
I announced they were exploring 

possibilities of cooperation in 
development, manufacturing, sourcing 
and distribution of passenger cars. This 
is the first such alliance between an 
Indian company anda global player. But 
such alliances are commonplace in the 
global marketplace. In fact, over the last 
few years several such alliances have 
been struck, broken-off or redefined. 
(see | accompanying chart). Not 
surprisingly, such alliances are having 
an impact in India. For example, till 
recently, GM had the option of buying a 
substantial portion of Fiat's equity. At 
that time a GM-Suzuki (including 
Maruti Udyog)-Fiat alliance seemed to 
be on the cards in India. But GM broke 








ay T off its alliance with Fiat, which has since 

Subsidiary “ Exploring alliance * id Miss entered into an agreement with Ford to 

y Rn and Logan jointly develop a small car. Now a Ford- 

IVECO nmantacturing © 100% Indian Fiat-Tata alliance may be in the making! 

; by NANNY Similarly, barely a week after the 

ords 0 stake Fiat-Tata alliance was announced, there 

May sell it to were reports that Fiat was selling its 

Hindujas | z holding in Tata Motors rival Ashok 

dian E.) | P Ë Leyland (Fiat group firm Iveco holds 30 

© Ashok Leyland Sé S marr & per cent of Ashok Leyland's equity). 

Ps TATA urge NISSAN INDIA š Were the two events connected? = 

> Breakup of alliance —> Alliance — New Alliance M.ANAND 
YDERABAD-based Matrix Lab- MATRIX LABORATORIES chain. With the Chinese deal we have 


oratories will soon emerge as 
the principal supplier of anti- 
AIDS bulk drugs to the three largest 


African ally 





generics players in this therapy area. gency Plan for AIDS Relief (Pepfar) 
Last week, Matrix announced a which has committed $15 billion to 
4 joint venture (JV) with Aspen Pharma- | fight AIDS in poor countries. Aspen 
care, South Africa's top pharmaceuti- | also accounts for nearly 60 per cent 
cal firm for the purpose. Aspen will of the volumes awarded in the South 
use the JV's bulk to make AIDS medi- | African govemment's three-year ten- 
cines for sub-Saharan Africa which is der for AIDS drugs. 
worst affected by the pandemic. The To ensure that it 
deal should be sewn by January 2007. | can meet its commit- 
With this deal, Matrix has part- ments, Matrix said it 
nered the only remaining significant would acquire 60 per 
marketer of anti-HIV generics globally | cent in Chinese man- 
that it was not dealing with. Matrix al- ufacturer Mchem, 
ready supplies to Ranbaxy and Cipla, which would supply 
which are large exporters of AIDS intermediates (a kind 
medicines. Matrix CEO Rajiv Malik told | of raw material) for 
BW that these three account for the anti-AIDS bulk Í 
t roughly 75-80 per cent of the market. | drugs. “The only issue € 
j Aspen is the first firm to be approved | we sawin going for- š 
to supply to the US President's Emer- | ward was the supply 4 


E BUSINESSWORLD 18 10 OCTOBER 2005 





a grip on that too," says Malik. Mchem 
also supplies finished drugs to the 
Chinese and Latin American markets. 
Matrix believes that anti-AIDS bulk 
drugs supply has the potential to be- 
come a big money-spinner with funds 
from Pepfar and the Bill Clinton Foun- 
dation flowing out, and governments 
in Russia, China and India getting 
more active in sourc- 
ing AIDS drugs. 
Hence, it has moved 
quickly to secure 
cheap raw materials 
to make bulk on the 
one hand, and a 
large buyer for the 
bulk on the other. 
"We are now as ver- 
tically integrated as 
we can be," says 
Malik. m 
GAURI KAMATH 
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MICHAEL W J. Thompson, group CEO, 
Cushman & Wakefield, Asia Pacific, has 
been shuttling between Shanghai and 
Mumbai for five years now. After spear- 
heading the Indian operations from 
1998 till 2001, he got the mandate to de- 
velop the Asia Pacific region from the re- 
gional headquarters in Shanghai. Hav- 
ing observed both cities at close quarters, 
he points out the differences between the 
two to BW’s Rachna Monga. 


m On the changes seen in the real 
estate market in the two countries in 
the last 10 years 

Except for the size of the population, 
China and India are diametrically differ- 
ent. The urban landscape is much more 
developed in China as the government 
has invested heavily in infrastructure 
over the last 20 years. In infrastructure 
terms alone, China is at least 10-15 years 
ahead of India. But the development of 
professional real estate services is not as 
advanced there as in India. 

I don't see any physical change in 
bigger cities like Mumbai, the exception 
being Bangalore and Chennai. On the 
contrary, we have seen Shanghai rein- 
venting itself every six months. 


E On the opening up of India’s real 
estate sector to foreign investors. 
There is certainly a lotofinterestin India 
as people are lining up. What is yet to 


come is the allocation of resources for | 


development purposes because, once 
the sector is opened up, it should facili- 
tate infrastructure and development 


‘It’s tougher 





in India 





and not just passive investment. 


m On whether India or China is tougher 
for foreign developers to enter? 

I would say its equally difficult but for 
different reasons. The key risk in both is 
the degree of transparency. I would say 
that any foreigner developer who enters 
China can do so on its own, but not so in 
India at this stage. A majority of the for- 
eign developers have gone to China first 
because its profile in terms of real estate 
is much better due to investments in in- 
frastructure and the government' will- 
ingness to participate with them. How- 
ever, there are some foreign developers 
who feel more comfortable with India, 
perhaps because of the language. | 
think that's a dangerous decision. 


@ On the government's role in real 
estate development 

The government in China has a well-de- 
fined master plan which is supported by 
massive investment in infrastructure in 
every city. There are 10 new cities being 
built out of Shanghai by relocating peo- 
ple. They are building 45 km of under- 
ground passages every year to facilitate 
public transportation. But doing pro- 
jects of that kind is unbelievably difficult 
in India. That’s where the government 
has to step in. It has to realise the impor- 
tance of incentivising developers for in- 
frastructure development. 


For the full text of the interview 
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UB GROUP 


The partnership game 


Mallya wants an investor in his spirits business, 
but its huge debt could make investors wary 









B Group chairman Vijay 
Mallya is at it again. Ear- 
lier this year, he consoli- 
dated his beer business 
under United Breweries 
and brought in Scottish & Newcastle as 


an equal 37.5 percent partner. Nowhe | 


is planning a similar exercise with his 
spirits businesses. 

The board of McDowell & Com- | 
pany, the flagship of Mallya' spirits š 
business, has approved the amalgama- 
tion of eight other spirits companies in 
the group into McDowell. The merged 
company, to be called United Spirits, 
would have 55 per cent of the Rs 6,000- 
crore (net of excise) spirits market. And 
Mallya wants to bring a partner into this | 
company. On the face of it, the market | 
share should prove attractive enough 
for growth-hungry MNCs to want to in- 
vest in United Spirits. And Mallya is will- | 
ing to share management control. | 

But there could be a gremlin. The | 
merged United Spirits would start with 
Rs 350 crore in net worth and an equity 
base of Rs 85 crore. But its debt would be 
a huge Rs 1,500 crore. UB group CFO | 
Ravi Nedungadi says most of itis onac- | 
count of the Shaw Wallace buy. So, the | 
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new firm would have à gearing ratio of | 
around 4.5:1 in an industry where 2:1 is 
considered acceptable as it is working | 
capital intensive. Meanwhile, its board 
has allowed McDowell to borrow ano- 
ther Rs 5,000 crore. Nedungadi says "it is 
only an enabling resolution" and “no 
debt will be raised in the near future". 

To mend the balance sheet, Mallya 
plans to raise capital by selling equity at 
a high premium. By December, he 
wants Rs 400 crore-700 crore injected 
into the firm through private equity or 
convertible debt without diluting too 
much control. Nedungadi says that 
rather than fresh equity, the 6.7 percent | 
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stake in post merger United Spirits held 
by group trusts, could be sold to finan- 
cial investors. Mallya's main investment 
firm, UB Holdings, owns 42 per cent of 
United Spirits post merger. Another 13.6 
percentis held through Shaw Wallace. 

Nedungadi thinks raising money 
would be no problem. He says a num- 
ber of funds have shown interest in in- 
vesting private equity, or underwriting a 
GDR or a foreign currency convertible 
bond (FCCB) issue. 

The merged company, reckons Ne- 
dungadi, would save “about Rs 100 
crore a year for several years by elimi- 
nating duplication of purchases, ad- 
ministration, and promotions". He says 
EBITDA willgo up 1.5 percentasa result 
of consolidation. United Spirits rev- 
enues are likely to be about Rs 3,000 
crore in FY06. 

The consolidation is going to result 
in closure of about 20 of the 50 offices of 
the amalgamated companies. "Though 
job losses are inevitable in such a con- 
solidation, we have not set a target for 

staff reduction," says Nedungadi. 
He adds that the company will re- 
duce its manufacturing sites from 75 
to 45. While it will continue with all 
the 25 owned manufacturing sites, it 
will cancel sourcing contracts with 30 
franchisees. The scheme of amalgama- 
tion now awaits the sanction of the 
courts, which, according to Nedungadi, 
should come by the end of 2005. 

In breweries Mallya has tasted the 
fruits of consolidation and having a 
strong foreign partner. He is keen to 
replicate the experience. United Brew- 
eries’ market capitalisation has nearly 
doubled to Rs 1,500 crore since Decem- 
ber 2004 when the deal to induct Scot- 
tish & Newcastle into the company as 
equal partner was finalised. Within a 
week of the announcement of consoli- 
dation of the spirits business, McDowell 
market capitalisation has gone up by 
about Rs 300 crore to Rs 2,300 crore. 

Mallya has come some way from the 
days of opportunistic alliances and 
messy fights for control like the ones he 
had with the Chhabrias. With his appar- 
ently growing comfort with being more 
of an investor than business manager, 
the badshah of booze can be expected 
to drop his debt habit. Perhaps, the 
weaning has just begun. Ds] 
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HE Rs 1,084-crore Samtel Group, | 
| expects to be ready with proto- | 
types of OLED (organic light 
emitting diode) displays by 2007. Com- 
mercialisation will have to wait another 
year. The largest maker of colour picture 
tubes (CPTs) in India is developing the 
technology for the next-generation dis- 
plays at the Samtel Centre for Display 
Technologies (SCDT) at the Indian In- 
stitute of Technology-Kanpur. | 
OLED displays are expected to re- | 
place liquid-crystal displays (LCDs). | 
They use an organic material that glows | 
when a charge passes through. So they 
need no backlighting and, thus, useless | 
power, are thinner and brighter than | 
LCDs. Globally, they are being used | 





commercially in smaller dis- 
plays like mobiles and audio 
systems. TV (21") displays have 
been prototyped but not com- 
mercialised. 

But OLEDs are catching on. 
Market research firm Display- 
Search said that OLED ship- 
ments grew to 14.2 million and 
revenues hit $124.8 million in 
the second quarter of 2005. An- 
alysts say that when mass pro- 
duced, OLEDs are 20 per cent 
cheaper than LCDs. 

According to Professor Y.N. 
Mohapatra, head of SCDT, ini- 
tially the centre will develop 
OLEDs for mobile phones. The 
second, long-term project will 
be for OLEDs for televisions. The right 
results here would put chairman Satish 
Kaura's company close to the display 


DILEEP PRAKASH 


| technology leaders. 


The project has cost SCDT, funded 
by Samtel and the Department of Sci- 
ence & Technology, about Rs 21 crore in 
infrastructure. It would cost Samtel 
Rs 150 crore more to make the screens. 
Now Samsung SDI, LG.Philips, Sanyo 
Kodak, AUO and Sony make OLEDs. 

Samtel is also developing plasma 
television panels. The first prototype 


| wasready in February. It now has to do a 


pilot project. If all goes well, it would 
start making 5,000-6,000 panels a 
month from mid-2006. E] 
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icai ° ULTRA LOW-END HANDSETS cialise the device. 
nfi- To cut costs and for 
neon Tech- Towards $30 convenience, the 
nologies has devel- phone has also 
Oped its own ultra-low-cost chip been designed to work with AAA bat- 
platform for mobile phones. It would teries. With standard rechargeable 
be available for volume production by | phone batteries, Infineon estimates a 
end-2005. The first handsets on this standby time of more than 10 days 
platform are expected to hit the mar- and talk-time of more than four hours. 
ket by the first quarter of 2006. Other companies like Texas Instru- 
Infineon has halved the compo- ments are also targeting the bottom 
nents on the chip to 100. The bill of end. It is estimated that in 2010, 
materials is $20. So the GSM handset | about 150 million phones costing $50 
(with SMS) should go off the shelves or less will be bought largely in the de- 
for $30-35 (Rs 1,300-1,500). Infine- veloping world. Of course, India will be 
on is working to lower costs further. one of the biggest markets for the 
The company is talking to the ma- | low-end handsets. E 
jor GSM handset makers to commer- ANUP JAYARAM 
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INFO EDGE 


India is not enough 


NFO Edge (India), better known 

for the job portal naukri.com, is 

preparing to expand beyond the 

borders. Sanjeev Bikhchandani, 

the founder and CEO, is looking 
to set up offices in places with sizeable 
Indian workers, such as south Asia and 
the United Arab Emirates (UAE), the lat- 
ter by the end of 2005. 

Says COO Hitesh Oberoi: "HR de- 
partments of international companies 
are already using the naukri.com data- 
base. But to actually monetise a market, 
you have to be present locally." Next on 
the company's radar are Bangladesh 
and Sri Lanka. Planting the company 


abroad will need a lot of money, admits . 


Oberoi. Setting up in the UAE itself will 
need a couple of million dollars, he says. 
As of now, however, the company can 
afford to bear the costs. 

That's not all. This survivor of the 


ee 
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dotcom bust is pushing into new areas 


| inthe home market as well. Last month, 





it launched real estate portal 99acres. 
com. Italso plans to spend more to build 
up its matrimonials portal, jeevansathi. 
com, which it bought in September 


SANJAY SAKARIA 


2004. Oberoi says he will spend Rs 10 
crore to promote the matrimonial por- 
tal this year and double that next year. 
He expects it to break even in December, 
once revenues hit Rs 1 crore a month. 
Meanwhile, Info Edge is increasing 
focus on across-the-table sales to mon- 
etise awareness of its offerings by 
adding to its sales force of 350 people. 
Bikhchandani says he needs to scale 
up and build barriers to competition. At 
the same time, he needs to spread risk. 
“The Internet is not going away. So we 
are distributing our risk in dotcom me- 
dia over 4-5 properties just as a media 
house may have a TV channel, a couple 
of newspapers and a few magazines.” 
However, it will be a while before the 
matrimonial and the real estate portals 
bring in significant revenues or profits. 
Says Bikhchandani: “For 99acres. com, 
real revenues will come only six months 
from now. Revenues from jeevansathi. 
com have grown exponentially since we 
took it over, but they are still small.” The 
two will burn cash for some more time. 
The real estate portal has brought in Rs 1 


DR. REDDY’S 
Financing innovation 


T'S taken 18 months, but the deal is finally through. Last 
| week, Hyderabad-based Dr. Reddy's announced it had 
got not one, but two financial partners to participate in a 
newly-floated drug development company that should sub- 
stantially lighten its burden of taking promising new drugs 
through human trials. Perlecan Pharma will have private eq- 
uity firms ICICI Venture and Citigroup Venture Capital (See 
‘Derisking strategy’, BW, 11 July 2005) as major sharehold- 
ers, while Dr. Reddy's stake will be about 14 per cent. 

The new company starts off with a respectable equity 
capital commitment of $52.5 million; $22.5 million from 
each private equity firm and the rest from Dr. Reddy's. Per- 
lecan will receive the first slice of $26 million shortly. The 
rest will follow during the course of the year. Dr. Reddy's will 
also own warrants in the company, which would take the 
pharma company's stake up to 80 per cent in three years if 
all goes well. Dr. Reddy's expects that as Perlecan will 
bankroll R&D spend on development of key molecules, its 
own spending in the area will remain stable. This should 
ease the pressure on its profits, which fell sharply last year 
owing to reversals in the US and escalating R&D costs. 

Perlecan will start off with four new molecules in the 
area of cardiovascular disease and metabolic disorder in 
various stages of animal and human trials. It also has the 


lakh in September 2005, but burnt Rs4 | 
lakh. Both the numbers are likely to | 
grow. Jeevansathi.com is burning about | 


Rs 15 lakh every month though its rev- 
enues are about Rs 50 lakh a month (Rs3 
lakh in September 2004). 
Bikhchandani is very bullish on 
99acres.com . "There is no competition 
in the real estate dotcom business in In- 
dia. So we're looking to build a leader- 
ship position quickly," he says. The por- 


tal has no big start-up cost as it is using | 
nancial services, is also growing. "It had 


naukri.com’s infrastructure. The prop- 
erty database is largely being generated 





through entries provided by brokers. “As 
there is no competition, we are charging 
Rs 15,000 for the entry-level subscrip- 
tion compared with Rs 10,000 for 
naukri.com,” says Oberoi. 

To enhance user stickiness and dif- 
ferentiate the portals from competition, 
the company is fine tuning its databases 
and improving the search technology to 


| deliver the most relevant results quickly. 


The group’s placement firm, Quad- 
rangle, which operates mainly in the fi- 


sales of Rs 6 crore last year and will clock 
Rs 8 crore this year. From the 





OVER THE YEARS 





four-person, single city bou- 
tique firm we acquired, it has 
grown into a 75-people, six-city 
firm,” informs Oberoi. 

As for an IPO, Bikhchandani 
says he doesn't need cash now. 
Info Edge reels in Rs 8 crore a 
month and spends about half of 
that. The promoters say they'll 
wait for sales to reach at least 
Rs 100crorebeforeanIPO. W 

FEROZ AHMED 





first right of refusal on any new mole- 
cule in the same therapy areas. This is 
the first such deal in India. “Innovations 
need not happen in labs alone, they 
can also happen in financing,” said 
Anji Reddy, chairman, Dr. Reddy's. 
The model could pave the way for 
similar deals that will give a new lease 
of life to cash- 
strapped R&D 
programmes 
of Indian 
pharma 
firms. 
These com- 
panies are 
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also expanding rapidly in copycat drug 
exports to the Western markets and 
are, therefore, in investment mode 
here. “Private equity as a product is 
particularly useful in such an area (as 
R&D),” says Renuka Ramnath, CEO 
and MD, ICICI Venture. 

Going forward, Perlecan will build a 
late-stage development team and have 
its own independent board and man- 
agement team. It will also scout for po- 
tential licensing partners who might 
find promise in taking these drugs be- 
yond Phase Il by themselves or with 
Perlecan. The first molecule to enter 
Phase Il, two weeks from now, will be 
DRF 10945 for metabolic disorder. A 
typical trial can take 8-10 years to fin- 
ish all three phases. 

The exit routes for the private equity 
firms vary. Perlecan could eventually go 
public. Or either investor could sell in 
favour of another strategic partner or 
VC. Dr. Reddy's share price opened al- 
most Rs 20 higher this week but, after 
the announcement, closed at Rs 811, 
up 0.41 per cent. E 
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— GEHealthcare, the$14-billion arm ofthe 


GE group in India, has made some big 
' announcements this year. The biggest 
was its decision to partner with 
Dr Naresh Trehan to setup the $250-mil- 
lion Medicity in Gurgaon. 2005 has also 
seen a number of cutting-edge diagnos- 
tic products from GE Health. The 
latest, launched last week, is a 
$1.2-million CT scanner that al- 
lows doctors to view images of the 
heart in 4-6 seconds, and can do a 
whole body scan in 10 seconds. 
Steve Bolze, president and CEO, 
GE Healthcare International 
spoke with BW's Gauri Kamath at 
the launch. Excerpts. 


m Ün Medicity 

We are making the blueprints 
and should be shortly announc- 
ing that things are progressing to 
' thenextstage. Thisis an opportu- 
nity to put in place a collaborative 
' research clinical environment. 
This isn't just GE Healthcare but 
it's General Electric. Its one GE 
bringing together a lot of the facil- 
ities and capabilities of the firm to 
make this new project a big win 
worldwide. We have engineering 
capabilities with CT scanners, MRIs and | 
ultrasound. We have IT in the form of | 
various patient archiving and monitor- | 
ing systems. And also now the biology 
and chemistry side, which, as you look | 
at the future of healthcare (could be) the | 
understanding of genomics, the under- 
standing ofthe use ofa contrast agent, a | 


very targeted marker for looking at a | 


INTERVIEW/STEVE BOLZE 


A service 
perspective 





certain type of heart disease or brain 
disorder. We are looking at what is the 
best way to support the overall project. 
My guess is there will be some form of 
equity or some sort of partnership. 


m On medical tourism 
Medical tourism will definitely have a 
role to play in clinical practice going for- 


ward. In some countries there's a long 
waiting time to get certain clinical scans. 
With individuals also getting more in- 
volved with their health, they might not 
want to wait 26 weeks to get their scan. 
They might be willing to travel some- 
where to get it done faster. 


w On other growth engines 

One of the key drivers in India 
now is the investment in health- 
care infrastructure. Also, with 
more focus on insurance, there 
will be a big impact on how the 
market will develop over time. 


w On the value-volume equation 

We take our lead from customers 
on that. We have around 30 per 
cent [market share]. One out of 
three diagnostic imaging equip- 
mentin India is GE. One ofthe ar- 
eas that we are working on is 
more cost-effective products that 
we could design and actually 
manufacture within India. And 
these can be done as our engi- 
neers are here. They are well at- 
tuned to the Indian marketplace. 


SANJIT KUNDU 


m On future investments 
I think we will have ongoing invest- 
ments in terms of our people. Be it 
technical talent, field engineers, service 
support. Obviously as we grow our 
equipment and solutions presence we 


| will have to support it from a service 


perspective. We will also look at which 
offerings can be specifically tailor-made 
to the Indian requirement. m 





EVEREADY INDIA 


Powered by 


FTER announcing the buyout 

of BPLs battery division, BPL 

Soft Energy Systems (BSESL), 
the Rs 750-crore Eveready Industries 
India (EllL)'s is all charged up. “We 
are hungry for acquisitions,” says 
Deepak Khaitan, executive vice-chair- 
man and MD, Eveready. On his radar 
now are smaller brands in South-east 
Asia, the CIS and Russia. 

With the BSESL acquisition, the 


acquisitions 


Kolkata-based ElIL has taken its mar- 
ket share to close to 56 per cent in 
the country. The buy also made EIIL 
the third largest battery manufacturer 
worldwide. The deal was closed at a 
consideration of Rs 67 crore, Rs 45 
crore for the shares and Rs 22 crore 
to meet the companys net liabilities. 
The deal comes on the back of a 
40 million euro GDR announcement 
| by EIIL to retire some of debt, raise 
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funds for a new plant at Uttaranchal, 
and fund more acquisitions. 

Given that market share growth 
through price cuts would have been 


| tough with soaring inputs costs, 


especially of zinc (one of the key 
components of zinc-carbon batter- 


| ies), acquisitions make sense. And 


BSESL, with a manufacturing facility 
(capacity: 240 million batteries annu- 


| ally) in Maddur, Kamataka and own- 

| ing brands like Powercell and Shakti 

| with a strong presence in the South 
and West, had strong synergies. W 
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The growth 
of weather 
derivatives | 
mirrors | 
the growth 
of many 
other 
similar 
financial 





products 


T has never been easy to predict the 
weather, and those who are employed to 
do it have been the butt of many jokes. I 
remember a barbed R.K. Laxman car- 
toon. Six men are standing in a bus-stop 
queue in the midst ofa downpour. Five ofthem 
are armed with umbrellas. The sixth man, dren- 
ched to the bone, has a scowl as he asks the 


amused man next to him: "Yes, I’m from the | 


weather department. How did you know?" 
That the elements have become even more 

unpredictable in recent years is widely accep- 

ted. Let's leave it to the scientists to figure out 


why the weather in so many parts ofthe world | 


has diverged from its normal pattern. An equ- 
ally interesting question is how economies try 
to best handle unpredictable weather — the cy- 


cle of drought, hurricanes, floodingandthelike. | 


The most preferred response seems to be 
government dole to the affected. But is there 
also a place for market-based solutions? There 
is, if one looks at weather as a business risk. 

The more traditional way to manage 


weather risk has been through insurance. Car | 


owners whose vehicles were submerged during 
the floods in Mumbai could minimise losses 


because their car insurance packages covered | 


the cars against natural disasters. 

Newer alternatives are also available: wea- 
ther derivatives. Global investors can today buy 
futures and options that protect them against 
the vagaries of the weather. The first over-the- 
counter weather derivative was sold in 1997. 
The Chicago Mercantile Exchange introduced 
exchange-traded weather derivatives two years 


later. Today, the apex Weather Risk Manage- | 


ment Association says that the weather-deriva- 
tives industry is worth $8 billion a year. 

That should not be surprising: the growth of 
weather derivatives mirrors the growth of 
many other similar financial products. Till 
1973, global exchange rates and interest rates 
were fixed. So companies and consumers did 


not face the risk of changes in these two para- | 





meters. (Not directly, thatis. An entire economy | 


could suffer if governments set exchange rates 
and interest rates too far away from their eco- 
nomic value.) Anyway, ever since the two rates 
were freed in 1973, investors have managed the 
resultant risks through derivatives. Trading vol- 
umes have exploded. It is bound to happen to 
weather derivatives as well. 

Weather insurance and weather derivatives 
are used in quite different ways. Insurance cov- 
ers high-risk, low-probability events while deri- 
vatives cover low-risk, high-probability events. 
Hence, both are needed to protect Indian com- 
panies, consumers and farmers from sudden 
natural disruptions. Thankfully, there is some 
progress. Some private insurance companies 
(like ICICI Lombard) have tried to sell innova- 
tive crop insurance products to Indian farmers. 
There was a recent announcement that MCX, a 
local derivatives exchange, will introduce trad- 
ingin weather derivatives soon. 

But any market needs information to func- 
tion properly. A senior ICICI official told me a 
few months ago that it would not be possible to 
sell crop insurance across the country unless 
the weather is more closely mapped. Every 
taluk gets different amounts of rain and each 
should ideally have a weather bureau, he said. 
Only then can risks be priced well. The futures 
and options markets too will need detailed in- 
formation about weather patterns and fore- 
casts before they can be useful to the economy. 

The problem: weather forecasts are a gov- 
ernment monopoly. The Department of Mete- 
orology refuses to tell us how it arrives at its 
forecasts. The prediction model is a national 
secret. There is evidently a fear that "specula- 
tors" will take undue advantage of weather 
forecasts and make money. This is patently ab- 
surd. We need to know more about the weather 
to hedge against its unpredictable patterns. 

Anyway, there are always global weather 
forecasts that the private sector can look to. It 
can bea bit like the men in Laxmans bus queue: 
they depended on private information and 
went out armed with umbrellas. » 
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ANBAXY'S first breakthrough 
drug in the market could, 
perhaps, bean anti-malarial. 
This is surprising — malaria 
did not figure in the com- 
pany's new drug research and 
development (R&D) programme till a 
little over two years ago. 
Ranbaxy's R&D space was reserved 
for high-profile disease areas like urol- 
ogy, asthma and metabolic disorders, 
which can have peak global treatment 
sales of a billion dollars. Then, in May 
2003, Ranbaxy tied up with the Medi- 
cines for Malaria Venture (MMV) a 
Geneva-based non-profit, MMV's di- 
rector (international operations) PV. ; PPP 
Venugopal had a simple, yet tempting Tla 1. ll. act io o 
,proposition to make to Ranbaxy for a E The Indian actors e 
partnership involving a otential new ; i 
anti-malarial that was to be tested I Pronat xs iens 
on animals and humans. .. Synthetic | p M alaria 
MMV would pay for the key people |. peroxide i d | 
directly working on the project, and all ms | 
the outsourced work. The $1.17-billion 
Ranbaxy would contribute manage- 
ment, equipment and other expertise. 
In the end, ifa drug did come to market, 
the company would have the exclusive 
rights to market it globally. "This will 
give us the opportunity to learn the clin- 
“ical trials aspect of that business... This 
might even become the first new drug | 
< from any Indian company to hit the | š mm qu i aul 
` global market,” says Malvinder Singh, —< PREY PA e b Malana 
president (pharma) at Ranbaxy. For 3 T m pu 
2004-2005, MMV committed a grant of i ; 


$5 million to the project. 
Like Ranbaxy, a handful of Indian | natives to the 60-year-old chloroquine | and vaccines. Some of them are coming 


companies have invested crores of | treatment (which is seeing increasing | forward with advance purchase com- 
rupees in R&D and manufacturing in | parasite resistance in some countries) | mitments if and when such medicines 
"^the last decade, instead of simply | are still quite expensive. And India has | are ready to market. For instance, the 
making copycat drugs. But like the big | been among the worst-affected coun- | UK government has committed to buy 
pharma multinationals they seek to | tries from several such diseases for | 200 million doses of GlaxoSmithklines 
| 
i 







































Paromomycin | Kala Azar | | Institute for OneWorld 
| |! Health, WHO 





° Gatifloxatin fixed ^ Tuberculosis - | WHO, European - 
-dose combination |^ — — | Comission 


Miltefosine | Kala Azar I Zentaris, WHO 


- emulate, the focus of Indian pharmas | decades. Yet, at best, Indian companies | (GSK) malaria vaccine if it clears trials. 
R&D (with some exceptions) has been | made copies of age-old anti-malarials, | Multinationals have begun invest- 
on so-called ‘lifestyle diseases’. Now, it | anti-HIV and TB drugs. It simply made | ingin the area as part of such public- 

- appears that the infrastructure that they I no economic sense to invest in these | private partnerships. This is one way of 
have created can be profitably put to | areas to most companies, as there | softening the criticism levelled against 
other uses as well. | was relatively little profit in it. Both | them for charging high prices and not 

A few Indian firmsareseeingoppor- | TB and malaria drugs are under price | doing enough for neglected disease. 
tunity in the R&D and manufacturing | control in India. "The landscape of neglected disease 
of new drugs for neglected diseases i But things have changed of late. A drug development has changed dra- 
like malaria, kala azar and tubercul- | lot more funds are chasing drugs for | matically during the past five years," 

-osis (TB) — big killers that plague many | neglected diseases. Charities liketheBill | says Mary Moran, director, Pharmaceu- 
developing countries. These diseases | and Melinda Gates Foundation,govern- | tical R&D Policy Project at the London 

-have seen few new drugs. For instance, | ments, and bodies like the World Health | Schoolof Economics, in à study funded 

| Organisation (WHO) are committing | bytheWellcome Trust. 


` there has been no breakthrough TB 
3 treatment in 40 years. For malaria, alter- | billions of dollars to finding new drugs | Moran found that there were 63 
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: Researching drugs for 





neglected diseases like 


^ malaria and tuberculosis 2X 


` could be the big new 


opportunity for Indian 
parma. By Gauri Kamath ^ 


Gland Pharma 


| 
. German Remedies | 
| partner 


neglected-disease drug projects under- 
~ way at the end of 2004 (see ‘Reviving 
Research’), including two new drugs at 
the registration stage and 18 new prod- 
ucts in clinical trials, half of which were 
already in Phase Three. 

This renewed interest is an opportu- 
nity for India. For one, Indian compa- 
nies make the cheapest drugs and vac- 
cines in the world. And a handful of 
Indian pharma companies have new 
drug discovery capabilities. Plus, the 
high incidence of these diseases in India 
means that there is a ready pool of 
needy patients on whom new drugs or 
vaccines can be tested. 

The home market for these medi- 
cines will also be substantial. And if 
done in the form of public-private part- 
nership — a model that is being univer- 
sally acknowledged as a good way for- 





Pa 





Indian firm's role 


Development and distribution 





Source: Pharma R&D Policy Project, Ernst & Young 


ward — a single company is unlikely to 
have to cough up large sums upfront for 
the purpose. 

Make no mistake, these projects 
make business sense. For instance, 
MMYV'Ss drug is a synthetic form of a 
compound that mimicks artemisinin, a 
natural substance used to cure malaria 


"which is expensive to cultivate and 


mine. If it works, the drug should have 
an assured market. International re- 
ports suggest that the WHO has bought 
6 million treatments of a similar but 
more expensive drug combination, 


called Coartem, for Africa since 2002. | 


Novartis, a $28-billion company, has 
developed the drug in partnership with 
a Chinese herbal company. It is now 
scaling up production to 60 million 
treatments, which at an average price 


| of $2 would mean a potential market 
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of $120 million. 

Similarly, according to a 2001 study 
by the Global Alliance for TB Drug 
Development, the market for anti- 
TB drugs now stands at roughly $450 
million and is poised to touch $700 
million by 2010. 

Moran of LSE points out that MNCs 
usually conduct neglected disease drug 
development on a non-commercial 
basis. Novartis, for instance, provides 
Coartem to the WHO without taking a 
profit. But, she says, this need not be 
true of smaller firms, including ones 
in developing countries. "The non- 
academic part of this activity is on a 
purely commercial basis, with small 
firms working on a different scale and 
being motivated by far smaller com- —. 
mercial returns than large multina- 8 
tional pharmaceutical companies,” she nei 
writes. Also, while MNCs tend to finda”) ] 
potential market of over $500 million at- ^ ^| 
tractive, for .a smaller company 
in a developing country even a $200- 
million market is adequate. In short, a 
company smaller than Novartis (like 
Ranbaxy) can afford to lower the price of 
asimiliar drug and still make a profit. 

This also holds true for Mumbai- 
based Unimark Remedies, a $50-mil- 
lion contract manufacturer. MMV has 
been buying small quantities of 
‘bulk drugs’ (a technical term for raw 
materials which lend drugs their po- 
tency) from Unimark for testing pur- 
poses. "Even if I spend one-tenth of 
what 1 would spend in Europe (on pro- 
curement), that is still an attractive 
sum for the company. H the drug ulti- 
mately hits the market, they will be 
supplying those ingredients in tons," 
says MMV'sVenugopal. 

Chances are that MNCs will increas- 
ingly leverage India for R&D in ne- 
glected disease areas too, says Utkarsh 
Palnitkar, partner and industry leader 
(health sciences) at Ernst & Young. 
"Several big pharma and big biotechs 
such as GSK and Chiron have already 
started leveraging India as a base for de- 
veloping next generation vaccines," he. 
says. Swedish MNC AstraZeneca bhasan- 
R&D centre in Bangalore exclusivelyfor 
TB research. GSK tests vaccines here, : 

There are other benefits for Indian 
companies. Over 40 people from Ran- |. 
baxy’s project team have gotachanceto ^ 


! work with leading scientific institutions = 








gedepth 


like the Swiss Tropical Institute and 
Australias Monash University, which 
have been involved with the MMV drug 
from the start. It has got international 
exposure, as well as goodwill and re- 
spect in circles that matter. Also, it has a 
new drug that is ahead of any of its own 
molecules in development. The malaria 
drug is in advanced Phase Two of trials 
(a trial has three phases) and could 
come to market in 2009 if successful. 

It is not just Indian companies, but 
also Indian laboratories, clinical trials 
outfits, and hospitals that can con- 
tribute. Last year, four hospitals in Bihar 
successfully completed human trials 
ona drug for kala azar or visceral leish- 
maniasis (VL), a parasitic disease that 
claims the most lives after malaria. 
The trial sample of 687 patients were 
treated for free. The drug, paro- 
momycin, is old, but had never been 
tested as a VL cure. It was jointly licen- 
sed by the WHO and: the non-profit 
Institute For OneWorld Health from 
drug maker Pharmacia (now 
part of Pfizer) some years 
ago. "Paromomycin adds 
to the doctors armaments 
against kala azar," says PK. 
Sinha, deputy director (clini- 
cal medicine) at the Rajendra 
Memorial Research Institute 
in Patna, who conducted 
some ofthe trials. The trial re- 
sults were made public at an 
international conference on 
VL held in Palermo, Italy and 
found an honourable men- 
tion in The Economist. 

They can now use the 
clinical trial data generated 
in Bihar to seek marketing approval 
in India, Nepal, Brazil, Sudan and other 
parts of the world where kala azar 
strikes (Trials are also being conducted 
in Sudan). Hyderabad-based Gland 
Pharma, an injectibles manufacturer, 
will produce the drug here. Paro- 
momycin aims to be the cheapest cure 
for kala azar. It will save those who will 


procure the medicine, such as govern- | 


ments or patients paying out-of-pocket, 
lots of money. 

This kind of recognition attracts 
more work. The Drugs for Neglected 
Diseases Initiative (DNDI), another 
such non-profit venture, is also believed 
to be looking for Indian pharmaceutical 


Reviving research 


Active neglected disease drug R&D 
projects by institution (in Dec. 2004) 










Number of projects 





Institute For OneWorld Health 3 
Drugs For 
Neglected Diseases Initiative 6 


TB Alliance 9 








WHO/Tropical 
Disease Research 6 






Medicines For 
Malaria Venture 23 


Public/private 
partnerships 


B3] Multinational 
projects 







Source: Pharma R&D Policy Project 


A Bihari woman returns home after 
taking part in a clinical trial for a kala 
azar drug cure, to be made in India 


partners. The Bill and Melinda Gates 


Graphic: ASHISH SAHI 


„Foundation is one the major funders of | 


neglected disease research around the | 


world. Ernst & Young recently com- 
pleted a study for the Foundation on 
Indias comparative advantages, its 
companies' disease priorities and its 
regulatory environment, among other 
things. The Gates Foundation also 
funded the kala azar trials. 

A few promising research projects 
within India are also being furthered 
through partnering with non-profits 
and corporates. In Hyderabad, Bharat 
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Biotech's scientists are co-developing 
a malaria vaccine candidate with the 
Delhi-based lab International Centre 
for Genetic Engineering and Biotech- 
nology (ICGEB). This is supported by 
an NGO, PATH, through its Malaria 
Vaccine Initiative (MVI). 

ICGEB was responsible for most of 
the early R&D that led to the vaccine 
candidate, using funds from the Indian 
and US government and the WHO. But 
it didn't have the capability to manufac- 
ture it on a large scale. That's where 
Bharat Biotech came in; now the com- 
pany has become a co-developer of the 
vaccine. And MVI brings not just funds, 
but the international recognition that 
this project will definitely need. 

“If the project is successful... the 
potential distribution area would likely 
include Asia and South/Central Amer- 
ica,” says Filip Dubovsky, scientific di- 
rector of the PATH MVI. He also points 
out that MVI had not expressly set out to 
source research from India, but "it was 
the excellence of the science 
that drew MVI to this project 
and working in India." 

Yet, it is too early to say 
whether India can emerge as 
a hub for this sort of activity. 
For one, not every company 
is equipped to do the kind of 
R&D that discovering new 
drugs demands. Areas like 
medicinal chemistry and tox- 
icology (drug safety studies) 
are still in short supply. So is 
novel vaccine development. 
The Indian government also 
does not easily allow animal 
trials, which forces some 
companies to go to higher-cost areas 
like Singapore. 

Still, much depends on the growth 
and sustainability of funding for negl- 
ected diseases. Companies may not be 
sufficiently convinced of the opportu- 
nityto committheir resources and court 
new vaccines or treatments — current 
medicines in R&D will take anywhere 
from a year to 4 decade to reach the 


D» 


INSTITUTE FOR ONEWORLD HEALTH 


| market. And they may not make it at all. 


But Venugopal does believe that staying 
the course will bring benefits. "You need 
sustained interest from the company," 
he says. "Goodwill does turn into profit, 
and enormous goodwill will ultimately 
result in huge profits as well." m 
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s: N the third week of August this year, Indian Railways 

_ came out with full-page advertisements in most 

__ national newspapers. The ads talked about Union Min- 

E ister of Railways Lalu Prasad Yadav's achievements. He 

| had reduced all passenger fares by the princely sum of 

- _ Re 1 — and thus brought relief to 250 million people 
859 who travel by the Indian Railways. 

Absurd as it may seem, Lalu's reduction of railway fares is 
one of the few things that the United Progressive Alliance 
(UPA) can claim to have done in its 17 months at the Centre, 

Nobody expects any Indian government to do things gui- 
ckly. For coalition governments, expectations are kept even. ` l 
lower. But even after making allowances for these, you can't 8 
help but come to this conclusion: the pace of the UPA govern- A 
ment is probably the slowest that any Indian government has E] 
exhibited since 1990. It's certainly in sharp contrast to the U 
NDAs first two years (see ‘Where The NDA Scored’). In fact, 
economists, corporate heads and bureaucrats across the 
board agree that this is probably the government which hag 
done the least despite having the finest economic brains. 

Says Surjit Bhalla, head of Oxus Research: "Not only has 
the UPA done very little on reform, it has done things that are 
anti-reform.” Incidentally, his list of anti-reform measures iri: 
cludes the National Rural Employment Guarantee Pros 
gramme (NREGP) which has been conceived with litt 
thought to economic efficiency. Dr Ashok V. Desai, consultant 
to Manmohan Singh when the erstwhile finance minister sét 
India on the reforms path, puts it somewhat more gently: “The 
UPA-led coalition is more competent than the last regime but 
the return on that competence is very low.” In fact, the head- 
line for this article was suggested by a senior bureaucrat in one x 
of the economic ministries who commented that the govern: 
ment may as well announce elections because the business of | 
governance was not moving anyway. | 

Take a look at the table at the left to see what they all are | 
talking about. It is notalist ofthe major, but perhaps politically | 
unpalatable, reforms that the government needs to tackle ur- a 
gently — we will come to that part later. This table merely pro. 
vides the status of the ‘priorities’ of the Common Minimum E 
Programme (CMP) that all the parties in the UPA had finally. 
agreed upon. The CMP — because it needed to be both ‘coni 3 
mon’ and ‘minimum’ — set the bar rather low, It avoided any | 
politically contentious economic issue, staying on fairly safe | 
issues: improvements in infrastructure, more attention to U 
agriculture, and focus on generating employment. As its con- E 
cluding paragraph stated, it was not the comprehensive | 
agenda but merely the starting point for the government. U 

The first — improving infrastructure — is perhaps the- 
most important issue in terms of securing India's future com- | 
petitiveness in the global economy. It is something that every- ` 
one in the alliance (and even outside the alliance) recognise. ` 
Prime Minister Manmohan Singh has hammered the point x 
repeatedly in his interviews and speeches. “We have alotof | 
backlog inimprovingourinfrastructure.... My estimateis that d 
we need an investment of about $150 billion in the next severi: 
to eight years to realise our ambition of providing the country ` 
with infrastructure which is equal to the social and econornic E 
challenges that we face..." was his candid admission in a re- 
cent interview. He even set the deputy chairman of the Plan- 
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_ | 1. Consolidation of public sector banks; allowing 
| expansion of foreign banks | 
| 2. Raising caps for FDI in telecom, aviation and I 
_ Insurance: these have been announced, but notifi- 
| cations are yet to be issued 
| 


| 3. Allowing FDI in retail 
| 4. Investment Commission yet to announce its 


| interim recommendations — it has failed to meet 
its deadline of June 





.5.Making National Manufacturing 

Competitiveness Council (NMCC), set up in 

December 2004, fully functional — it is just begin- 
ing to hire its staff 










| 6. Making the National Commission for 
| Unorganised Sector (NCUS) fully functional 


Reducing government stake in public sector 
y: from 51 per cent to 33 per cent 







.| 8. Special Purpose Vehicles, which were 
announced in Budget 2005 


| 9. Restructuring & modernisation of metro airports 


| | 10. Bureau for Reconstruction of Public Sector 
| | Enterprises has to sell off or restructure sick PSUs 











of seeing how the forex reserves with the Reserve Bank could 
be utilised to speed up infrastructure development. 
Curiously enough, all the talk of tackling infrastructure de- 
velopment on a priority basis has remained just that — talk. 
Ahluwalia has given interviews on how the forex reserves 
could be used for infrastructure, and even finance minister P. 
| Chidambaram has mentioned it in his Budget speech. Unfor- 


|. tunately, the Special Purpose Vehicle (SPV) for infrastructure | 


financing is yet to see the light of day. Whether this is indeed 
the best way to get going on infrastructure building is another 
| issue — the point here is that little has been done. 

The task of building national highways is progressing 
| slower than ever. “More time was spent by the National High- 


| ways Authority of India removing Vajpayee's pictures from the | shed ‘informal’ from its name. It had promised a report by Jan- 


highway banners than building roads,” says a transport min- 
_ istry official wryly. The deadlines for completion of the Golden 
Quadrilateral have been pushed back by around six months. 


*. commitment by the minister that he would give out contracts 
... by December 2004. If anything, civil aviation minister Praful 
- Patel's eager opening up of the sector has, to this extent, cre- 
ated more problems than solutions. 


Meanwhile, the government actually took a step back- | 
_ wards in the question of improving the power situation in the | 


_ country. The big expectation was that the government would 
_ build on reforms kicked off by the New Electricity Act. The 


ning Commission, Montek Singh Ahluwalia, the special task | 











reality: the government has introduced amendments that set 
the clock back. It has also extended the deadline for the state 
electricity boards to be unbundled — the first step required 
for cleaning up the sector. 

One can, of course, argue that infrastructure requires seri- 
ous detailing, and the nitty-gritty takes a long time to thrash 
out. So what's been the UPA action on agriculture, an area 
close to the hearts of all politicians? A lot of talk has happened 
— moving towards a common market for agricultural prod- 
ucts, and a policy paper on reforms in the agriculture sector is 
ready. But no concrete action on the ground is evident yet. 

One area where the government can claim to have taken a 
step is employment generation. And there, it took the easiest 
way out. Jt introduced a Bill to “guarantee” a minimum 100 
days of employment for the poor in the rural areas. In other 
words, it opted for a scheme that it would try to administer, 
rather than a step that would increase job prospects in the 
country. This choice is considered by many to be seriously 
faulty. A senior bureaucrat in the rural development ministry 
says: "Future governments may end up cursing it for this com- 
mitment, especially if they are trying to keep deficits low." 

Besides this, the government has introduced Value Added 
Tax (VAT), a significant step that goes a long way towards cre- 
ating a unified taxation structure for the country and a step 
promised in the CMP Even in the area of health, many of the 
steps promised in the CMP have been carried out. But that 
apart, the only work that has happened has been the setting 
up of commissions and committees. 

Take alookatthe table titled ‘Stuck At The Gate’ It is a list of 
reforms that the government should be doing, along with im- 
proving infrastructure, if it seriously wants the Indian econ- 
omy to be competitive. These include issues that are known to 
be close to the hearts of both the prime minister as well as the 
finance minister. They are important because they seriously 
affect the country's global competitiveness. They include ac- 
tively wooing foreign direct investment, further opening up of 
the banking sector, tackling the mounting subsidy problem, 
and getting rid of the albatross of sick PSUs. 

On each of these fronts, there has been some noise. Ina 
couple of areas, the government has exerted itself so far as to 
set up committees or bring out white papers, Beyond that 
though, it hasn't ventured further. Here's a classic example: the 
National Commission on Enterprises in Unorganised/Infor- 
mal sector was set up in September 2004 under the chairman- 
ship of Arjun Sengupta. By May 2005, it had only managed to 


uary, which isn’t ready yet. Ignoring the fact that the commis- 


| sion had little to show, the government has nonetheless ex- 

| tended its term from one to three years. 

The grand plan to revamp airports in the country and | 
make them world class has not taken off yet either, despite a | 


The UPAS pace appears to have infected the best in the 
business. The Investment Commission, set up in December 
2004 with Ratan Tata as the chairman, failed to submit its in- 
terim recommendations in June as promised. It is understood 
that an interim report with recommendations will now be 
submitted around end October. In response to a query from 
BW, the commission said that recommendations have been 
submitted to the government regularly “but these are confi- 
dential”. It is not clear what these recommendations are or if 
any of them have actually been carried out by the govern- 
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ment. A senior finance ministry source said the Investment 
Commission has so far failed to come up with anything new. 


| 
| 
| 


As part of its CMP commitments, the UPA set up the Na- | 


tional Manufacturing Competitiveness Council in December | 


| 


2004. The council is yet to begin hiring. A draft report — a na- | 
tional strategy for manufacturing — was released recently | 


with trite statements like “port capacity needs to be expanded” | 
and “lowering the cost of manufacturing should be a prime fo- | 


cus area”. While the paper offers few new insights, it is a com- 
prehensive compendium of what needs to be done. The chal- 
lenge before the council now is to translate this into action. 

In a few cases, the government has shown its willingness 
to defy the troublesome Left (See ‘There Is A Rethink on Re- 
forms Across Parties’), as in the case of increasing the foreign 
direct investment (FDI caps on telecom, aviation and insur- 


, ance. It has announced those steps, much to the discomfiture 


and annoyance of the Left parties. Unfortunately, these an- 
nouncements have not translated into action. 

Is a slow-moving government necessarily a bad thing? 
There are some who would ask that. They argue somewhat 
cynically that the lesser work the government actually does, 
the better it is for the economy and the country. At first glance, 
there would seem considerable merit in that viewpoint. De- 
spite the obvious lethargy of the current government, the 
stock market index has moved up 81 per cent in the last 17 
months, a remarkable performance. The economic growth 
rate has inched up too, from an average of 5.7 per cent during 
the NDA stint in power to 6.9 per cent in 2004-05, and a likely 
7 per cent this year. The foreign direct investment has also 
gone up from $2 billion-3 billion a year during the NDA 
regime, to $3.75 billion last year. It is expected to cross $5 bil- 
lion this year, according to industry ministry estimates. 

Unfortunately, the booming of the economy while the 
government twiddles its thumb is merely happenstance. “In 
the long run, the price of not doing anything may be very 
high,” says a senior FICCI official. 

While the impact of the failure to take decisions may not 
be immediately quantifiable in general, it is already visible in 
some areas. Take the lack of reforms in the banking sector. 
Massive deals have been struck by some of Chinas biggest 
banks in the last two to three months. In September, China's 
biggest lender, Industrial and Commercial Bank of China 
(ICBC), announced that it was selling a 10 per cent stake to 
Goldman Sachs, Allianz and American Express for over $3 bil- 
lion. In August, the Royal Bank of Scotland announced it was 
investing $1.6 billion to lead a consortium that was buying 10 
per cent stake in the Bank of China for $3.1 billion. At present, 
foreign companies can hold 25 per cent of the Chinese bank's 
shares with an individual overseas firm limited to holding 19.9 
per cent. But Beijing is getting ready to open its banking sector 


fully to foreign competition in 2006 as a precondition for its ` 


entry into the WTO. Says a finance ministry official: “If this 
kind of thing was permitted in India, this money could flow 
into India instead. This is the opportunity cost of our policies.” 
He argues that UPA government needs to focus on lifting re- 
strictions on foreign ownership in several services sectors 
such as retail, insurance, banking and media. 

Similarly, not permitting FDI in retail isa huge opportunity 
lost as is evident from the kind of investment that can be ex- 


pected to come in. In an interview with Businessworld in Feb- 
ruary this year, commerce minister Kamal Nath argued that 
the sector could attract $2 billion foreign investments in the 
first two years alone. A section of the industry believes that if 
global retailers are allowed to set shop here, they would be in- 
clined to export a lot of products from India for global markets. 
For instance Wal-Mart, which has 48 stores in China, buys 
$15 billion worth of goods from China every year. 

Formidable economist that he is, the prime minister is well 
aware of the opportunity cost of going slow on reforms. Unfor- 
tunately, his awareness has not managed to percolate down to 
his colleagues — or his allies outside the government. m 
With i inputs from Pallavi Roy, Anup Jayaram, M. Anand, Avinash :.: 

Celestine, Gina S. Krishnan and Samar Srivastava 
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The problem is not that the Left has reservations about reforms. It 
is that the Left has a fundamentally different conception of 
reforms. In the Indian Left's understanding, reforms are all about 
better distribution of income and wealth, not about freeing up 
the economy to generate greater wealth and income. Following 
are excerpts from an interview with Nilotpal Basu, CPI(M) leader 
in the Rajya Sabha. Incidentally, the CPI(M) has friendly ties with 
the Chinese Communist Party which, ironically, started focusing 
more on generation of income rather than its distribution a 


quarter century ago. 


W On theallegation that the Left is stalling reforms 

E The Left is not stalling reforms. What you are calling reforms has no 
direct impact on the life of the common man. We (you and I) don't agree 
on what comprises reforms, or what is the basic objective of reforms. All 
this you (the media) are talking about — bank consolidation, retail FDI 
— is not reform. This would only augment the capacity of a few corpo- 
rates to make large profits. 

This should have been obvious after the last elections. Had India 
truly been shining, why would the NDA have been ousted? Only a mi- 
nuscule percentage of society was shining. For instance, I see bank re- 
formsas the need to set up branches in rural areas or ensuring that rural 
credit does not dry up. You see it as mergers and consolidations in the 
banking industry. 

There is arethink on reforms across parties, and it’s time you people 
also did a rethink. Reforms have to be inclusive and cover the entire 
population. You can have any number of elections; you will get the 
same result. Look at telecom. By opening up, tele-density is higher in 
urban areas and metros. This has widened the digital divide. In rural ar- 
eas, things have become worse because the private companies are not 
meeting their obligations. Now if you do away with BSNL in this sce- 
nario, the entire connectivity in rural areas will go. Is that what you are 
advocating? Public monopolies may be bad; private (ones) are worse. 


On disinvestment 

Bi The Left is not stalling it; the government itself is confused about it. 
Whatit tried to do with BHEL went against its own Common Minimum 
Programme. What can we do if the government is unwilling or doesn't 
seem to understand what it wrote in its own CMP? Not all public sector 
companies are bad. What makes you think that those which are making 
profits today will surely make losses tomorrow? Are there no bad pri- 
vate sector companies? Doesn't this happen in the private sector too? 


W On FDl in retail 

Bi Weare not the only ones opposed to it. The BJP is opposed to it. Even 
within the Congress, there are many who are opposed to it. Without a 
modern supply chain infrastructure in India, allowing foreign retail 
chains into India will lead to large-scale unemployment in a sector that 
is the highest employer in the country. Our job is to stall initiatives like 
this — we don't see this as reform. 


W On the National Rural Employment Guarantee Bill and other issues 
Bi We think this coalition has taken up the biggest reform measure ever 
with the NREG Bill. The Right to Information Bill is a big reform step for- 
ward. The coalition is pushing on with legal and administrative reforms. 
Itis returning to public financing of infrastructure. This is real reform. 
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"At Nissan, we expect to save at least $135 million 
annually thanks to the efficiencies that Windows 
Server 2003 and Exchange Server 2003 are 
helping us achieve.” = < 


ToshihikoSuda 
-Senior Manager, Ni 


Make a name for yourself with Windows Server System. An upgrade to Microsoft" 
Windows Server System™ made it possible for 50,000 worldwide employees at 





Nissan Motor Company to have more secure remote access to their e-mail and 
calendars from any Internet connection, without the hassle and expense of 


Microsoft® . 
a VPN. Here's how: By deploying Windows Server" 2003 and Exchange 2003, WI ndows 
not only did Nissan IT meet the CEO's demand for better global collaboration, : 
they expect to save at least $135 million by streamlining their messaging Server System 


infrastructure. To get the full Nissan story or find a Microsoft Certified Partner, 
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media plan. 


When Cuticura wanted to make a comeback in Keral 
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aey decided to go on a sampling exercise through Vanitha, 
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The fundamen- 
tals at home 


are seemingly 
strong. But 
global risks 
may torpedo 
the growth on 
Indian bourses. 


By Avinash Celestine 
& Rachna Monga 


HE 260-point crash in the 





ing rumours of investigations 
into market manipulation was 
the first tough test of the cur- 
rent bull run. The Sensex 
passed with it flying colours — the mar- 
ket shrugged off the rumours the very 
next day and continued to hit new highs. 

Unfortunately, the market is likely to 
face more severe tests in the months 
ahead. Some of the uncertainties are 
domestic. But the risks to the market 
don't end there. After all, this is a bull run 
where foreign institutional investors 
(FIIs) have played a very large role. In 
just the first 27 days in September, FIIs 
poured $1.09 billion into the Indian 
bourses, taking their net investment for 
the year to $8.54 billion. And this band 


of players is as influenced by the hap- | 
penings in the rest of the world as they | 


stockmarkets last week follow- | 


-— 


| EN 
AFP 


are by the realities in India. 


Even if Indias macroeconomic 'fun- | 


damentals' are strong at the moment, 
the state of the global economy is any- 
thing but. What are the risks outside In- 
dia which could make the FIIs turn tail 
and run for the exit? 

Global Imbalances: Since the late 1990s, 
the world’s largest economy, the US, has 
been running huge fiscal and current 
account deficits. The International 
Monetary Fund (IMF) forecasts the US 
current account deficit to rise to 6 per 
cent of GDP by 2006. That deficit means 
that the US is consuming more than it 
earns and is borrowing from the rest of 
the world to finance that consumption. 
And it’s mainly Asian central banks — 
like those of China and Japan — that are 
financing this deficit. Most observers 
have been pointing out for some time 
that such a huge deficit is unsustainable 
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Rising interest rates in the US can 
hurt consumption in the biggest 
market for the world's goods 


and that it has got to be reduced. The 
question is how. 

Asian central banks have already 
suffered huge (notional) capital losses 
on their US investments as the dollar 
has depreciated over the last few years. 

Sooner or later, point out analysts, 
big portfolio investors in the US are go- 
ing to push for higher interest rates on 
their holdings ofUS debtto compensate 
for the losses they have suffered on the 
depreciating dollar. 

The IMF's latest World Economic 
Outlook report states: "...foreigners 
have continued to increase their hold- 
ings (of US assets) without demanding 
any interest rate premium. While this 
benign situation could persist for some 








, ASROTGDPI 


Wl Net FD! flows 
1962 AB — 


time, it will not continue forever; and | 


finding out just when it might end is an 
experiment best not undertaken". 
Of course, the US Federal Reserve 
.. has already raised rates 11 times in the 
' past 15 months in an effort to tame the 
risk of inflation. But if the rates were to 
“rise even further, it could lead to a series 
of effects, ultimately plunging the world 
into recession. 

Why would a jump in US interest 
rates hurt the world economy? First, it 
would hurt US consumers, many of 
them net borrowers. And that would 
hurt one of the most important sources 
of demand for the world's goods. Sec- 
ond, it would raise the cost of investing 
in emerging markets like India. 

Capital Flows: Since 2003, there has 
been a dramatic turnaround in the flow 
of portfolio capital to emerging markets. 


US current account deficit 
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2000, the total portfolio investment in | 


the emerging markets has risen to $84.1 
billion in 2004. Further, developing 
countries can now borrow in interna- 


| tional markets at interest rates that are 


at their lowest in 8 years. But will such a 
trend continue? 

Better macroeconomic fundamen- 
tals in the emerging markets are only 
part of the reason for the jump in capi- 
tal flows. As the World Bank has pointed 
out, low interest rates in the developed 
world in the last few years have also 
driven investors to seek better yields in 
the emerging markets. If interest rates 
continue to increase in the US and in 
other parts of the developed world, 
it could lead investors to pull out at least 


a part of their funds from the develop- | 


ing countries. 
The World Bank says: “The supply of 


From a net outflow of $6.2 billion in | capital for developing countries may be 
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affected by new, high-yield investment ` 
opportunities in the developed world. 
Improved corporate profitability in in- 
dustrial countries, particularly for firms: 
in high-yield sectors, would sharpen. ` 
competition for investment funds.” 
Investors’ search for higher yields: 
could also have forced many of them | 
take on more risks, says Raghuram Ra 
jan, economic counsellor and director ` 
of research at the IME in arecently pub- ` 
lished paper. Unlike earlier period 
when capital flowed to emerging ma 
kets mainly through banks, this time, 
they are mainly flowing through invest- ` 
ment funds and through the capital ` 
market. Rajan argues that the incentives ` 
facing fund managers are very different 
than those for bank managers, E 
Hedge funds, for instance, have - 
been a major source of investment i 
emerging markets in recent years. Sinc 
they get to keep alarge proportion olex- ` 
cess returns that their funds make, they ` 
will tend to take greater risks at times of 
low interest rates than a bank manager ` 
would. Since these funds tend to be ` 
highly leveraged, when interest rates or ` 
markets turn around, fund managers | 
could head for the exit very fastin an at- ' 
| tempttocut losses. E 
And ominously, the last time that ` 
capital flows to emerging markets were ` 
this high was in 1996-97, on the eve of - 
the Asian financial crisis and the default ` 
by the Russian government on its debt, _ 
which in turn led to a global financial 
turmoil following the collapse of thé ` 






























hedge fund LTCM in 1998. Today, the as- 
- sets under management of hedge funds 
are in multiples of what they were then. 

What does all this have to do with 
the Indian markets? As we pointed out 
earlier, even if the fundamentals in In- 
dia were strong, there is no guarantee 
Fils will continue to invest in India to 
the extent they have done. Even a crisis 
in a smaller emerging market could 
lead to outflows from India. Economist 
Mihir Rakshit points out in his research 
on the Asian crisis of 1997 that when the 
crisis hit, itstruck economies both good 


depth |. | 








The pressure at home Quarterly operating margins of Indian companies 
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BSE Healthcare (23) 


Notes: 1) The margins are in %. 2) Operating margin = Aggregate PBDIT / Aggregate 
gross sales. 3) The number of companies making up the index given in brackets. 
Source: CapitaLine 


and bad. "Neither the emergence ofthe | changed in the meantimeistheinvolve- | downward the growth forecasts for 


crisis nor its spread and depth can be 
reasonably explained in terms of fun- 
; ;damentals...," says Rakshit. 


didn't have full capital account convert- 





now. So the warning is a pertinent one. 
Indía survived that crisis because it 


bility (it still doesn’t). But what has 







Will the penny drop? 


Exchanges are allowing easy re-listing of dubious stocks 


ENNY stocks were the worst hit in last week's stock price crash. 

While the Sensex emerged from the crash with a loss of just 3 

per cent, the penny stocks lost as much as 20-50 per cent. This is 
hardly surprising, because it does not take much to move these stocks, 
given that they are illiquid. But the volatility has triggered a debate on 
whether such stocks, especially those listed in the Z-category (compris- 
ing stocks that have not complied with corporate governance require- 
ments), should be de-listed. 

De-listing poses a challenge — the regulator has to consider the inter- 
ests of investors who already hold such stocks. But that doesn't explain 
one phenomenon. Why are the exchanges allowing penny stocks that 
have already been suspended or de-listed to re-list now? 

Several companies that were suspended from trading on BSE in De- 
` cember 2004 have now re-listed, continuing to trade in the Z category. 
The list includes Fortis Financial Services, Harrisons Malayalam, 
Jayaswals Neco, Kashayap Radiant, Kemrock Industries, Numero Uno 
Projects and Sabero Organics Gujarat. And all of them have risen 
sharply in the last six months. 

This is how a dealer at a domestic brokerage describes the modus 
operandi of re-listing and then rigging up the price of such stocks. "Infor- 
mation about these penny stocks spread like wildfire through the opera- 
tors, and the prices are artificially ramped up. As these stocks are not 
widely held, when prices are at a comfortable high, the promoter selis 
his stake. These transactions are also made at various online BSE termi- 
nals across the country to create an impression of widespread interest 
in the scrip,” he explains. Retail investors who find it hard to resist the 
lure of low-priced stocks often lose out when the inevitable fall happens. 

At least a part of this problem can be stemmed if such stocks are not 
allowed to re-list so easily. 


GARGI BANERJEE 
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ment of foreign investors in the domes- | 
tic equity market — it's much greater | 


Oil Prices: Oil prices have tripled since | 
2003. That's the principal reason why a | 
number of observers have revised | cent growth clocked in 2004. (India's 





countries and even for the global econ- 
omy. The IMF is the latest in that list of 
observers. It is saying now that world 
output is likely to grow at 4.3 per cent 
this year, much slower than the 5.1 per 


growth is expected to be roughly the 
same as last year's, but it is expected to 
dip by as much as a percentage point in 
2006.) Morgan Stanley has revised its 
projection for global growth in 2006 
down from 4.1 per cent to 3.7 per cent. 
Its forecast for Asian growth, too, has 
been revised downward. 

And even if the impact of high oil 
prices on Indias economy remains 
muted due to controls on domestic 
prices, India will be affected. Slower 
global growth would mean a lower de- 
mand for India's exports and higher 
global commodity prices. That's yet an- 
other reason why input costs for Indian 
manufacturers are rising. 

The profit margins of Indian compa- 
nies are already under pressure. Of the 
30companies whose stocks are counted 
in the widely-tracked Sensex, 17 re- 
ported a drop in operating profit margin 
during the first quarter of the current fi- 
nancial year. Most of these 17 stocks are 
in the automobiles, energy and com- 
modity industries. In the last quarter of 
2004-05, only 10 companies had re- 
ported a fall in operating profit margin. 

Similarly, in the bigger universe of 
the BSE 500 index, every other company 
has shown a decline in margins. On an 
average, the operating profit margin for 
the BSE 500 companies has declined by 
2 percentage points. A sector-wise 
analysis (see ‘The Pressure At Home’) 
also makes this evident. And this, too, 
counts among the ‘fundamentals’. 
Shouldn't that worry us? B 
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OHN Kariath Kuruvilla is excited. 
Air Deccans chief revenue officer 
and head (commercial) is to 
launch an online viral marketing 
campaign soon. An animated 
email to 60,000 recipients will 
urge them to spread Air Deccan's word 
so that India's first low-cost airline could 
keep its marketing costs down. It will 
rely on Net users to create brand aware- 
ness. Over the next five years, Air Dec- 
can says its ad spend would bloat to Rs 
150 crore from Rs 30-40 crore (BW esti- 





Source: Internet & Mobile Association of India 





mates) now. Even a 20 per cut in it, says 
the mail, will help Air Deccan give out 
600,000 tickets at Rs 500 each. 

Will the campaign work, or will it 
alienate consumers? Observers say that 
given the religious peer-to-peer culture 
on the Internet (whipped up by Nap- 
ster), chances are it will work. The mailer 
goes with Air Deccans basic premise: we 
will get you from A to B the cheapest. 

Welcome to the new world of Inter- 
net advertising. It is full of mainline ad- 
vertisers like Ford, HLL, Lufthansa, 
Gillette, Maruti, ICICI and Star TV, who 
are adding a generous helping of the Net 
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Advertisers are 
learning to use the 
Net better. The 
promise of 2000 
is being kept five 
years later 


to their ad mix. It is also full of Internet 
‘properties’ that are aware of their ad- 
vertisers and confident of charging rates 
often rivalling popular magazines or 
dailies. The result is a nicely-evolving 
market that has got a shot in the arm. 
From a measly Rs 30 crore or so three 
years back, Net advertising grossed 
Rs 100 crore in 2004-05. It is expected to 
grow to Rs 280 crore by 2007-08, says 
Preeti Desai, president of the Internet & 
Mobile Association. Meanwhile the 
number of users is expected to grow 
from 28 million now to 100 million by 
2007. That puts Net advertising on par 
with radio advertising, though penetra- 
tion is still about half of cable or even 
mobiles, at about 5.5 million sub- 
scribers. But the future looks bright. 
With broadband prices dropping and 
penetration rising (ithas tripled over the 
last six months), what 2000 promised to 
deliver has arrived in 2005. 

In 2000, the promise of advertising, 
community and content drove valua- 
tions and investors a bit nutty. It also 
spoilt advertisers. They paid for space 


| on the Net only if it produced results. 


Cost per action, cost per lead, cost per 
transaction, etc., were the norm. Some 
of this worked, especially for banking, fi- 
nancial services and insurance clients. 
Others failed to deliver because there 
were few users, the content was dodgy 
and the advertising not too relevant. 
Advertisers were unsure of what to 
expect from the Internet. Since it was 
considered a highly accountable medi- 
um, they used the Netasa sales channel. 
It is, indeed, like any other advertising 
medium, but has depth and interactiv- 
ity thrown in. It can be used for creating 
awareness and recall, generating leads 
and sales, or just creating a buzz. If ad- 
vertisers were in new territory, tradi- 
tional ad agencies were even more lost. 
So, after some groping around, several 


R 


Invention never stays still for long. 








advertisers dropped out, while some 
others stuck to banner ads. 
Cut to 2005. The dotcoms now are 


-the survivors. There are general portals 


-= JikeYahoo!, MSN, Sify, Rediff and India- 
_ times. There are also specialised ones 
| = like Naukri, Shaadi, Makemytrip or In- 
diantelevision.com. Most have carved 
out sustainable revenue models. So be- 
sides financial services and technology 
companies, a newer category of adver- 
tisers is flocking to the Net — FMCG, 
- consumer durables, airlines, hospital- 
ity, entertainment and telecom. 
But this time, there seems some matu- 
- rity, a pattern and a savviness that is 
heartening. 
"Earlier it used to be hit or miss — 
some campaigns worked, others did 
::;; not," says Vipul Prakash, executive vice- 


_ president (marketing), Pepsi Foods. Re- | 
-. cently Pepsi showcased a Shah Rukh | 
“Khan ad on Yahoo! even before it went | 


on TV. In the first six hours of hosting the 


Webcast, 40,000 users viewed it with | 
about 14 percent of them opting to par- 


ticipate in the contest and give feed- 
back. Most companies like Citibank, 
Lufthansa and even white goods mak- 
ers like LG Electronics now have a sepa- 
rate manager in charge of e-business. 
_ Besides, industries like FMCG, telecom, 
|. travel and consumer durables are finally 
_ realising what financial services knew a 


5; longtime back: the Net is a great way of 


reaching out to NRIs. LG has started to 
drive traffic to its site by advertising on 
select portals to promote its latest e- 
ventures — night bazaars and auctions. 
Night bazaars target shoppers (in India) 


< who work through the day and NRIs | 
*. looking to gift durables. "NRIs contri- | 


bute 30-35 per cent to sales. With (Inter- 
` net) auctions in a week's time, we did 
business of Rs 45 lakh-50 lakh,” says 


D Kwang-Ro Kim, managing director, LG 















































Internet vs traditional mediums 


The web of online activity 


Media Habits 
(hours per week) 


More than 20 
11-20 

5-10 

3 to less than 5 
Less than 3 


Electronics. The company also encour- 
ages consumers to go online and regis- 
ter themselves by giving them a voucher 
when they buy high-end products. This 
can then be redeemed, only online, for 
an additional product warranty. 

The second thing that many adver- 
tisers are doing is ensuring more rev- 
enue per rupee spent by using pay-per- 
click search-based advertising formats 
through Google and Yahoo!. Google, for 
instance, allows companies to bid on 
keywords. It then displays text ads of the 
brand on the right-hand corner when a 
search for a keyword, which the brand 
bid for, is searched. If you are research- 


ing the telecom industry, for example, | 
then say a Hutch corporate ad could be | 
| sites to talk about a new show and its 


displayed next to the search list. 
Writing relevant copy is, therefore, 
essential as it entices the user to click. So 
is bidding for the right words because it 
increases the possibility of those words 
popping up more often. "We bought ad 
words through the bid model and paid 
about Rs 3-5 per clickthrough. The ad is 
very relevant. Even though we have 
been advertising on Google Search for 
two years, it's only a year back that we 
that have started understanding how to 
write good copy and bid better," says 
Sanjeev Bikhchandani, CEO, 
Naukri. Yahoo! is also planning 
to introduce behaviourial tar- 
geting by January 2006, both 
with display ads and search- 
based advertising. If a con- 
sumer searches for home loans 
on Yahoo! Search, he would 
then be shown home loans- 


The animated email Air Deccan 
sent out. The Net's peer-to- 
peer culture could ensure a hit 
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The numbers indicate percentages among 1,493 respondents. Source: Internet & Mobile Association 











based ads for the next 48 hours over the 
entire Yahoo! network, which includes 
Messenger, mail and the portal, 

The third thing that advertisers are 
doing is using sharply focused sites for 
business-to-business communication, 
eliminating the waste that business-to- 
consumer advertising, typical of mass 
media, involves. Star India, for example, 
is one of the bigger advertisers on the 
Net. It uses industry websites like Indi- 
antelevision.com to advertise to cable 
operators and programming profes- 
sionals. It uses ad and marketing sites 
like exchange4media.com or agency- 
fags.com to talk to media buyers and 
advertisers. And it uses indya.com, 
which it owns, or other mainline web- 


characters to general viewers. 

However, while both advertisers and 
the medium have evolved, the metrics 
used to measure ad effectiveness re- 
main a grey area. There is no full-scale, 
third-party audit of page per view or 
unique user numbers, though these are 
all available on any website's server. 

That may change. ACNielsen ORG- 
MARG, which had published Net usage 
research two years ago, is considering an 
India focused study on online usage and 
behaviour next year. Web publishers are 
doing their bit. For instance, Yahoo! In- 
dia has commissioned a study with 
Pepsi to devise methodologies to gauge 
metrics of campaign measurement. 

There couldn't be a better sign of 
good times for Net advertising. In news- 
papers and TV, it is advertiser demand 
that finally pushed research agencies to 
offer readership or ratings data. This de- 
mand for metrics is perhaps the best 
sign that Internet advertising is finally 
coming into its own in India. € 
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The time 
has come 
for India to 
have a full- 
fledged 
population 
census 
once every 
five years 
— one that 
captures 
the 
enormous 
changes in 
India more 


y omkar goswami 





frequently 





Why decennial 


EGARDLESS of what the BJP and 
the Left may tell you, the British 
left us many great administrative 
legacies. One of these was creating 
machineries for regularly gather- 
ing facts. Often, this may have had more to do 
with maintaining control and strengthening 
the iron frame. Nevertheless, the fact is that 


from the mid-19th century, India was system- | 


atically and scientifically ‘mapped’ and ‘quanti- 
fied’ more than ever before. 

One of the greatest legacies of this informa- 
tion collecting drive was the decennial Census 
of India. Several babus and natives, carefully 
coached and tutored by the sahibs, fanned out 
across malarial, tiger-prowling and snake-in- 
fested India to diligently count the number of 
people, their dwellings and, over time, their 
economic and social conditions, 

The first serious census enumeration was 
carried out in 1881, and became a three-vol- 
ume report comprising 751 closely printed 
pages and 33 tables. Thereafter, the Census has 
been religiously conducted every 10 years — 
1891, 1901, 1911, 1921, 1931, an abridged ver- 
sion in 1941 because of World War II, 1951, 
1961, 1971, 1981, 1991 and the most recent one 
in 2001. Some of these reports like those of 
1901, 1921 and 1931 areabsolute classics, as are 
the old District Gazetteers, and Survey and Set- 
tlement Reports ofthe various districts of India. 

The 2001 Census is by far the most exhaus- 
tive and, given the times, most comprehen- 
sively digitised. Since in theory and substan- 


| tively in fact, every household is enumerated, it 
represents the largest single database of vari- 


ous attributes of India’s population. It is also the 
largest database on rural India. 

What makes the 2001 Census particularly 
useful is that over and above basic data such as 
number of men, women, children, households, 
sex ratio, literacy, religion, caste, SC and ST, it 
has many fascinating economic ‘add-ons’, For 
instance, it has household-level, tehsil-level, 
district-level and state-level data on the types 





~ Censuses won't do 


of dwellings and the number of rooms, their 
water sources, whether these have kitchens, 
toilets and bathrooms; how many households 
have bank or post office accounts, own TVs, 
have phones, use LPG or other forms of energy 
for cooking, have electricity connections. It also 
has village directories which give extremely in- 
teresting data on every village in India. 

These goodies are being released every 
month and are making data junkies like me 
salivate in anticipation. My friend Rama Bija- 
purkar, three other research colleagues and I 
have been gleefully going through the data and 
buying everything that is coming out of the of- 
fice ofthe Registrar General and Census Com- 
missioner of India. It is the most fascinating, 
elaborate and comprehensive data set you 
could get hold of about India. Of course, you £ 
would need to know how to organise and use it. 

And that brings me to the main point of this 
article. It was all very good up to the pre-liberal- 
isation era to conduct a nationwide census 
once every 10 years. That won't do any longer. 
India is changing so rapidly — rural India in 
such unimaginable ways — that we need de- 
tailed census data on various economic and so- 
cial indicators at least once every five years. For 
instance, the data on telephone penetration in 
the 2001 Census is already woefully outdated. b 
Today, economists, policymakers, politicians, 
market researchers, analysts and corporate 
planners need exhaustive, household-level 
data at least once every five years. 

Itdoesn'tneedan excessive increase in bud- 
getary outlay to conduct a full-fledged census 
once every five years. In any case, it is vitally 
necessary. Moreover, the Census Commis- 
sioner can, as he is trying to do, recoup a large 
part of his costs by selling customised data 
products to various constituents. It would be a 
great example of using commerce to cover the * 
cost of information gathering. 

Mr Prime Minister, don't even think about 
it. Just order a quinquennial census, beginning 
2006. For the sake ofIndia,itmustbedone. Wi 
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zdepth TELECOM 


Er ANUP JAYARAM 
N May this year, Huawei Tech- 
x nologies applied to the Foreign In- 
' vestment Promotion Board for 


permission to set up a telecom 
equipment plant in India at an in- 
vestment of $60 million. The Chinese 
company plans to make broadband, 3G 





T 1] t|! d IS a and GSM equipmentat Bangalore's Elec- 

din elt tronics City and wants to employ 1,000 

ES EET people at the plant. But the FIPB, which 

Mint 1/39 has met several times since Huawei's ap- 
| Ya J 1| St plication, is yet to clear the proposal. 

4 Authorities are also debating how to 

Jus 4] 131] deal with Huawei if it bids ccm up- 


at 
. 






coming Bharat Sanchar Nigam (BSNL) r 
tender to set up a 60-million-line GSM 
network. The state-owned telecom 
company is yet to officially float the ten- 
der for the project, the biggest ever of its 
kind in India. But ever since it became 
known that it would, Huawei, along 
with peers like Ericsson, Motorola and 
Nokia, has indicated that it would like to 
participate. And this, by all accounts, 
has thrown the government into a tizzy. 

Some have argued that it would 
compromise national security if a Chi- 
nese company were to win the contract. 
Intelligence officials have been drawn < 
into these deliberations. And this is even 
HW. before the formal tendering process has 
er i begun. Some whisper that intelligence 

: officials may also have a say in the FIPB 

approval for Huawei. 

Meanwhile, Huawei's competitors 
fear that ifit does indeed enter the fray, it 


THE COMPANY IN INDIA would bid at a rock-bottom price that 


P 


would be difficult to match. 
Established Huawei Technologies, 1999 (for software) Yet, it's not as if Huawei is a new en- 
Huawei Telecommunications, 2002 (for hardware) tity here. It has been the largest Chinese 
— investor in India so far, having sunkin * 
Investments till now Cestum close to $100 million. It started opera- 
Sales till now $500 million tions here in 1999 with a software devel- 





opment centre in Bangalore. Its sister 
| Emp yes — | 1,080 concern, Huawei Telecommunications, 
has installed network equipment worth 
Rs 2,000 crore for BSNL and Mahanagar 
Telephone Nigam. It is now installing 
the asynchronous digital subscriber line 
. . equipment for BSNL's broadband ser- 
It has the largest Chinese investment — deris sis broadband ser 
. . : . three-year contract in Punjab from Hi- 
w Midia. Yet, its track record is fuzzy. -meaa a a 
. . Wenhe Gong, director, Huawei 
And security concerns have dogged It Telecommunications India, can't un- 


derstand what the fuss is all about: “All 


for years. What's this company about? our equipment have been tested and 
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approved by the Telecom Engineering 
Centre (TEC)." The go-ahead from the 
. government-run TEC is mandatory for 
. anytelecom equipment to be installed 
in India. Wenhe also adds that the fears 
of Huawei tapping into BSNI's network 
are baseless. "Huawei cannot pose a 
` threat to India. It is not possible for us to 
access the BSNL network, unless they 
permit us to do so,” he says. 
. . Butsuch assurances do little to allay 
some deep-seated doubts about the 


| 
| 
| 


| 


i 


company. What is it about Huawei that | 


evokes such suspicion, or per- 
haps even fear? 

Some point towards how the 
company came into being. Ren 
Zhengfei, a former officer in the 
Peoples Liberation Army, set up 
Huawei Technologies in 1988 to 
make telecom gear. It started by 
selling low-tech routers and 
switches, Till the mid-1990s, it 
was a relatively small operation. 
Today, Huawei is a $3.82-billion 
company, with 70 branches 
across the world and a huge 
headquarters at Shenghzen. 

Yet, much about Huawei re- 
mains a mystery. There is no un- 
derstanding of its ownership structure, 
no details of its financial accounts, and 
most importantly, its intellectual prop- 
erty rights position is unclear. 

The ownership structure remains 
opaque, and some claim that Huawei's 
links with the Peoples Liberation Army 
are still extensive. Ren, the sole deci- 
sion-maker in the company, is sup- 


posed to own 1 per cent of Huawei's eq- | 
uity. The rest is supposedly shared by | 


about 85 per cent of the company's 
30,000 employees. But then, it's not a 
listed company. That means the em- 
ployees can sell their stock options only 
back to the company, they cannot even 
sell them to other Huawei employees. 

What's habitually referred to as sales 
by Huawei is, in fact, the company’s or- 
der book. While the company had or- 
ders worth $5.6 billion in 2004, its net 
sales were only worth $3.9 billion. 

There have been other worries too. In 
2001, Huawei's Bangalore development 
centre came under scrutiny over reports 
that it had helped set up networks in 
then Taliban-controlled Afghanistan. 
However, soon after, it got a clean chit 
from the Karnataka government. 








Western vendors tend to dismiss 
Huawei's record on intellectual prop- 


erty violations. In early 2003, the Chi- | 


nese company was sued by Cisco Sys- 
tems of the US for allegedly pilfering its 


software. After that, Huawei pulled out | 


some of its products from the US mar- 
ket. However, in July 2004, Cisco with- 
drew the suit after reaching a settlement 
with Huawei, the terms of which where 
never made public. 

Just months after the dust settled 
over that incident, a Huawei engineer 


THE GLOBAL COMPANY 
Established ë BITTE 


Revenues (2004 Gm 
Sales contracts (2004) Bee 
Net Profit (2004 Er 


was caught removing the casing from a 
$1-million networking gear at the Fu- 
jitsu counter in an expo in Chicago. 

But despite all this, Huawei has 
managed to bag large deals from 3G ser- 
vice providers Sunday in Hong Kong 
and Telfort in the Netherlands, and 
CDMA operator CAT in Thailand. How- 
ever, the company still doesn't have a 
large western company like a Verizon or 
aVodafone on its client roster. 

And for an alleged IP violator, 


Huawei owns a surprisingly large num- | 


berofpatents, some8,000 inall. The bulk 
of the patents are in China. The Banga- 
lore centre, which is Huawei's largest 
outside China and works on technolo- 
gies ranging from wide-band switching 
and 3G communications to intelligent 
networking and Internet protocol appli- 
cations, averages about 70 patents a 


j month. Of its 30,000 employees around 


the world, around 14,500 are into R&D. 
Huawei invests 10 per cent of its 
turnover in R&D. During 2004, it claimed 
to have spent close to $500 million on 
R&D. Its competitors, though, spent far 
more in absolute terms. Last year, Erics- 


son spent $2.9 billion on R&D, Nortel $2 | mains shrouded in mystery. 
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billion, Alcatel $1.9 billion, and Lucent 
$1.3 billion. 

Huawei's competitors allege that the 
Chinese company can sell at abysmally 
low prices because profits are never its 
imperative. They say that the $10-billion 
line of credit recently extended to 
Huawei by the China Development 
Bank to-fund its international foray is 
akin to a subsidy. (It’s an accusation of- 


| ten levelled at large Chinese firms.) 


° Counters Wenhe: "We do not get 
credit just like that, we have to justify it. 
After all, forthe bank, it's a busi- 
ness decision." He also rightly 
points out that all countries 
provide credit to their compa- + 
nies for doing business abroad. 

Industry watchers say that 
the BSNL order, expected to be 
worth around $4 billion, is cru- 
cial to Huawei. Much will of 
course depend on how the gov- 
ernment responds to Huawei's 
overtures. Some say if the gov- 
ernment wants to keep Huawei 
out, it could make the technical 
specifications difficult for the 
Chinese company. (After all, if 
Huawei emerges as a low-cost 
bidder, the government will legally not 
be able to disregard its bid.) According 
to new norms, it would also need a man- 
ufacturing base in the country to qualify 
for the BSNL order. 

Some have voiced concerns over 
technology integration too. They say 
BSNL already has equipment from 
Nokia, Motorola, Alcatel, Ericsson and 
Nortel. Getting the different equipment 
to communicate with each other some- 
times becomes a big problem. Another 
vendor could make it worse. Wenhe, 
however, doesnt think there would be a 
network integration problem. He points 
out that there have been no intercon- 
nect issues with the Huawei equipment 
already operational in India. 

During his interaction with BW, 
Wenhe came across as a man confident 
of Huawei's future in India. For one, he 
seemed sure that his FDI proposal 
would be cleared. He also refused to 
comment on whether his competitors 
— including some of Chinese origin — 
were queeringhis pitch in India. 

But for all the rebuttals and affirma- 
tions, Huawei and its future in India re- 
a 
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think of steel? Large, 
gleaming sheets or 
shimmering, rolled 
coils, perhaps. But branded, shrink- 
wrapped steel measuring 6 inches by4 
inches? Well, unlikely. Thanks to the 
growing steel service sector in the coun- 
try, the latter image may well become 
more common in a few years from now. 

This sector is perched between large 
steel makers and consumers like those 
in the automobile, durables and con- 
struction industries. Globally, it proce- 
sses and services about 70 percent ofthe 
flatsteel products (like sheets and plates) 
and50 percent ofthe long products (like 
bars and rods). What. steel service 
providers essentially do is to source and 










to mind when you | 


| Stock the steel needed by à consumer, 


cut it into the sizes and shapes required, | 


| and process the steel if needed. 


weren't there. About 15 million tonnes of 
the 38 million tonnes of steel produced 
in the country last year got processed. 
The problem is that about 80 per cent of 


equipped to cut in small numbers or to 
specific shapes. Neither do they have 
backward linkages with steel plants, nor 
do they have the specialised processing 
facilities for flat products used by the au- 
tomotive and durables sectors, 

Hence, some large steel makers like 
the Steel Authority of India (though only 
for its Bokaro plant) and consumers like 
Maruti Udyog have their own service 
| centres. Tata Ryerson, a joint venture 
! between Tata Steel and Ryerson Tull of 
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In India, it's not as if these services | 


itis done by small players. They mostly | 
operate with few cutting machines ill | 


STEEL 


the US, the world's biggest steel service 
company, is so far the only indepen- 
dent, full-fledged steel service centre. 
This picture is about to change. Tata 
Ryerson itself is expanding capacity and 
getting into new products. Essar Steel 
has just started a steel service centre at 
its cold rolling mill in Hazira. Torsteel, a 
producer of long products like bars and 
rods, has opened half a dozen Torshops 
across the country that offer full-fledged 
technical assistance to customers. Even 
L&T is said to be mulling the idea of set- 
ting up its own steel service centres. 
Perhaps the best indicator of the 
sectors potential in India is indicated by 
the fact that the world’s seventh largest 


For the first time, 
larger players are 
stepping in to 
expand the steel 
service business 


This is the face 
of the steel 
market we are 
likely to recall. 
With more 
Service centres, 
that may change 
dramatically 
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Sandipan Chakravortty of Tata Ryerson 
says that inadequate capacities were 
holding back the service market till now 


steel maker, Corus of the UK, plans to 
enter India with service centres. Corus 
director Duncan Pell told BW a few 
months back that his company may 
provide custom-made steel here in col- 
laboration with domestic producers. 

"The reason this hasn't happened so 
faris that the Indian steel industry just 
did not have the required critical mass 
to sustain specialised service centres," 
says Sandipan Chakravortty, managing 
director, Tata Ryerson. The production 
ofsteel has doubled to 38 million tonnes 
over the past 8 years. 

Another defining characteristic of 
this market in India is that it caters 
largely to the longs segment, needed 
mostly for construction work. The pro- 
cessing of flats calls for putting the steel 


through various processes (see ‘Of Pick- | 


ling And Oiling’), and that 
needs substantial invest- 
ment in machineries. A 
full-fledged service centre 
— with a capacity of, say, 
200,000 tonnes a year — 
that would hold some in- 


ventory and customise the Í 
steel would need aninvest- MR involves passing the coils through - 
mentofatleastRs40crore. | Machines that slice them to the required 


It is far cheaper to source 
billets, a kind of semi-fin- 
ished steel, and re-roll 
them into long products, 
than to invest in a process- 
ing plant. This is what the 
expansion of the organised 
players in the sector is ex- 
pected to address. 

Vikram Amin, director 
(sales & marketing), Essar 
Steel, says: “The market is 





fragmented, offering few products and 
services to a potentially large market.” 

That's the potential the Rs 588-crore 
Tata Ryerson wants to encash. For one, 
it is foraying into processed long prod- 
ucts, a first for the company. At its new 
facility in Faridabad near Delhi (its other 
centres are in Jamshedpur and Pune), it 
is providing services that are called cuts 
and bends in technical parlance. For 
potential demand from this facility, the 
bets are on the 2010 Commonwealth 
Games, the expansion of the Delhi 
Metro, and the real estate boom in Gur- 
gaon and Noida. 

The company is also setting up an- 
other processing centre in the South, 
near Chennai or Bangalore. This facility, 
which would work on steel plates, hopes 
to cater to construction equipment 
makers like Caterpillar and Komatsu. 
The company is also increasing the 
number of its distribution centres from 
the current 16 to 30 by the end of this 
year. All this is for working towards the 
goal of reaching Rs 1,000 crore in sales 
by 2010. Would a global foray be part of 
the vision too? Chakravortty scotches 
the idea, saying that the domestic de- 
mand would be enough for now. 

Encouraging Tata Ryerson and Essar 
in their expansion plans is the fact that 
most of new capacities coming up in 
steel don't envisage setting up service 
centres. The trend is similar even for 
consumers like Maruti and Tata Motors. 
A couple of decades back, these car 


are then sarod to the required leng 


. 9 Pickling involves removing scale and oxic 
from the surface by dousing the steel in 
hydrochloric acid and then rinsing it with 

ils are also coated with rust-preventive 
chemical in a process known as oiling. 


) Annealing involves heating and cooling 
rolled coils to restore their ductility. 
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makers didn't have any choice but to in- 
stall steel service centres that worked 
much below capacity. But many 
durables makers like Whirlpool, who 
have set up plants later, have decided 
not to set up a service centre, 

On the supply side, steel making ca- 
pacity in India is expected to double in 
about six years. That, too, should fire the 
ambition ofthe service sector. 

Where does this leave the smaller 
players? "In a country as vast as India, 
there will always be diverse needs. Large 
and small players can co-exist,” says PK. 
Mohanty, head of Tor Research Founda- 
tion, the promoter of Torsteel. 

Another player in the rods market 
feels that the smaller players might just 
come together as marketing groups, 
combine capacities, and offer services as 
a distribution. If this happens, it will has- 
ten the evolution of the sector in India. 
Yet, some market experts feel that the 
market will be split into two. Those who 
can achieve a scale of about 200,000 
tonnes a year will survive (Tata Ryerson 
does about 1,000,000 tonnes a year at 
present), as will some local players who 
can go on working with the neighbour- 
hood construction contractor. The rest 
— essentially, those in the middle — are 
likely to be squeezed out. 

There are also those who flourish in 
small niches they have dug out for 
themselves. Mahindra & Mahindra, for 
one, has a steel service centre. But it spe- 
cialises in electrical steel and caters just 
to makers of transformers 
and electrical appliances. 
POS-Hyundai, a global 
joint venture between Ko- 
rean steel maker Posco and 
Hyundai Motors, supplies 
mainly to Hyundai's plant 
near Chennai and has no 
immediate plans for ex- 
pansion. 

The Draft National Steel 
Policy mentions the need 
for actively promoting the 
use of steel in large infra- 
structure projects. If such a 
policy is adopted, the 
sorority ofsteel makers and 
service providers can look 
forward to filling their or- 
der books. And we can look 
forward to a new face ofthe 
steel market. a 
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The author is a freelance 
Journalist which, he says, 
is a euphemism for being 
à unemployed. 
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NDIAS top cricketers are awash in 
money, but it's incorrect to think that 
state patronage has helped them thrive. 
The truth is that Indian cricketers are re- 
warded by a free market. Australian 
cricketers aren't. In December 2004, they were 
being pressed to accept a pay cut. The plight of 
the West Indian cricketers has been no better. 
Money in sports comes from TV audiences, 
and cricket's popularity is dropping every- 
where except in South Asia, where India is its 
biggest market. It is why Indias top Test crick- 
eters are paid Rs 50 lakh a year — two-and-a- 
half times what top Pakistani cricketers get. 
Further, top cricketers in the two countries 
make 20 times these amounts by endorsing 
products like colas, TV sets and toothpaste. 
In the pre-TV age, top Indian cricketers be- 


longed squarely to the middle class. Their only | 


income came from sinecures in organisations 


| like the Indian Railways and LIC. Retired crick- | 
eters were so impoverished that if they fell ill | 


and couldn't pay their hospital bills, benefit 
matches were organised to raise funds. The sit- 
uation of England's top footballers was worse. 
They earned no more than factory workers in 
the pre-TV era. After all, matches were watched 
by only 50,000 spectators in a stadium. 
However, when India won the World Cup in 
1983, the cricketers became icons overnight. 
Nobody was more surprised about this than 
the players themselves. The ubiquitous TV set 
had ignited Indians’ untapped passion for 
cricket. India has been the Mecca of Cricket 
since. Indian cricket fans outnumber fans in 
the rest of the world. And India generates more 
revenue for cricket than the rest of the world. 
But the true potential of Indian cricket has 
not been realised yet. Corporate money and 


professional management can do that. For in- ` 


stance, why can't India or Pakistan have cricket 
clubs free to compete for players? If that were to 
happen, India would have cricket clubs spon- 
sored by a Pepsi, an LG or a Nike. These could 
hire whoever they want. If a Spanish football 
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club can have an English, a French and a Brazil- 
ian player, why can't a cricket club here have 
Sachin, Brian Lara and Shoaib Akhtar? The in- 
ternationalisation of Indian cricket has already 
taken place. The national team has a foreign* 
coach, a foreign physiotherapist and a foreign 
psychoanalyst. Former Indian cricketer San- 
deep Patil used to coach the Kenyan team. And 
Indian cricketers play for English counties. 
Sceptics may argue that cricket's pull in In- 
dia stems from national feelings aroused byin- 
ternational matches. They may also say that the 
fans won't respond similarly to matches be- 
tween cricket clubs having players from differ- 
ent nationalities. But this hasn't been the case 
in football in Europe, or basketball in the US. 
Audiences have two sets of loyalties: to a club 
and to their country. A fanatical Manchester 
United fan in England becomes a fanatical ' 
English team supporter when it plays Brazil. 
Indian cricket needs corporate money and 
corporate management. We should learn from 
Europe and the US, where sports is seen as an 
economic activity and sports clubs as profitable 
companies. American sports tycoon Malcolm 
Glazer has a 28.1 per cent stake in Manchester 
United, while a Russian billionaire owns Chel- 
sea, another top football club. Players are routi- 
nely traded between clubs. In 2005, English 
Premiership clubs spent $523 million to buy ` 
players. If cricket-playing nations had clubs run 
like business companies, Sachin or Shane War- 
ne would perhaps be similarly bought and sold. 
Alas, Indian politicians control cricket in 
one form or another. Lalu Yadav is the presi- 
dent ofthe Bihar Cricket Association, while Fa- 
rooq Abdullah, Sharad Pawar, Jyotiraditya 
Scindia and Arun Jaitley head the cricket asso- 
ciations of Kashmir, Mumbai, Madhya Pradesh 
and Delhi respectively. They want to control 
cricket because it's glamourous, India's most * 
cash-rich game and hanging around with 
Sachin or Sourav gets them in front of TV cam- 
eras. What do these politicians know of cricket's 
economic potential? m 
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Tuned in? 


NAMITHA JAGADEESH 


F you have news, views or anything 
else to say, making yourself heard 
has never been easier. Podcasting, 
which allows users to broadcast 
their own audio shows through the 
Internet, is making big waves globally. 
Andit is slowly seeping into India too. 


Sify added podcasting services onits | 


broadband portal, SifyMax, in July — 
the first Indian portal to do so. While 
supporting the few hundred existing In- 
dian podcasts, Sify is also building a di- 
rectory of other audio files suitable for 


mary aim is to get users to spend more 
time on the Internet, but we expect 


podcasting to grow considerably in the | 


future,” says Sify president George 


; Zacharias. 


Indian listeners. “At this stage, our pri- | 


Avid bloggers in India are embracing 
podcasting as a natural extension. 
Kiruba Shankar from Chennai began 
podcasting a month ago and has posted 
half a dozen podcasts on technology 
and ‘interesting incidents’, both on Sify 


as well as audiobloggers.com, from. | 


which he links to his personal website. 
Globally, podcasting gathered mo- 

mentum in late 2004, when Adam Curry 

wrote software to automate download- | 
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ing of audio files onto portable players 
and PCs. Since then, it has grown at a 
phenomenal rate. A Google search on 
podcasts, in September 2004, yielded 
only 20 results. Today, the same search 
yields close to 61 million hits! In the US 
alone, it's estimated that over six million 
adults owning an mp3 player or iPod 
have listened to podcasts. Chi- 
nese podcasting website Im- 
boke has nearly 90,000 regis- 
tered users since May. 

Apple is backing podcast- 
ing in a big way. In June this 
year, it launched iTunes 4.9, 
which features a podcast direc- 
tory listing over 3,000 free au- 
dio programmes that can be 
automatically downloaded 
onto the iPod. Within two days 
of the launch, over a million 
podcasts had been down- 
loaded. 

BBC started podcasting as 
early as October 2004 and 
many news organisations in- 
cluding ESPN and The New 
York Times, also offer podcasts. 
Religious forums have de- 
ployed podcasts for posting 
talks and sermons, a practice 
which has been dubbed ‘God- 
casting’. Even political parties 
distribute messages through 
podcasts in some countries. 

Podcasts also extend the 


| reach of the Internet, as they can be lis- 
| tened to even offline. Companies like 


GM and Ford realised its potential, and 
have begun advertising on podcasts. 
Slate magazine recently featured a 15- 


! second Chrysler ad on its podcast show; 


more advertisers are expected to follow. 

On the flip side, the world of pod- 
casting is new and largely unstructured. 
There is no content monitoring. Legal 
aspects of podcasting are particularly 
blurry, especially in the area of music. At 


an 


present, there is little copyright enforce- 


ment by the Recording Industry Associ- 
ation of America (RIAA) and other per- 
forming rights organisations which 
monitor websites offering music. Get- 
ting a licence for every podcast would 
prove tough, and digital DJs in the US 
are talking to recording labels to sim- 
plify legal music podcasting. 

Despite the glitches, podcasting, like 
blogging, is here to stay. B 
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BY GEETANJALI KRISHNA 





OST ofushave grown up ona 
diet of comics ranging from 
Superman to Amar Chitra 
Kathas. Meanwhile, the older 
generation still groans about 
how all these picture books' are ruining 
our reading habits. But, as Rukmini 
. SekharoftheViveka Foundation argues: 
"Comics are actually a highly sophisti- 
cated literary genre in their own right." 
TheViveka Foundation, a small alterna- 
. tive publishing house, 
brings out comics with 
clear social messages. 
: They realise that in or- 
der to raise awareness 
about social issues, it 
is important to produce 
a product that appeals 
to children — with 
bright colours and lively 
pictures, comic books 
are an ideal medium. 
| “The kind of feelings and ideas that one | 
... Can express with pictures and colours | 
are very difficult to convey in words that 
young children would comprehend," 
says Sekhar. 
Their latest production, The Magic 
Carpet, will be the first such publication 
aimed at upper middle class children. 
Usually, publications of this sort are 
restricted to NGOs and distributed to 
the communities they work with. But, 
The Magic Carpet, with its evocative 
illustrations and excellent production, 
has clearly been positioned to reach the | 
bookshelves of children from affluent 
homes. “We believe that when they 
grow up, they're the ones who'd be ina 
position to influence public policy," says 








for a CAUS 


A comic book for kids brings a touch of 
grim realism to a magic carpet ride 
























During a magical 
journey to India, a 
young Swiss girl 
sees the life of 
child labourers 


Manju Vira Gupta of the Step Founda- | 


tion, a Swiss-funded NGO which works 
to reduce the incidence of child labour 
in the Indian carpet industry. Step com- 


missioned the comic to commemorate | 


its tenth anniversary in India in October 
this year. “Initially, when we envisaged 
The Magic Carpet, we had only Euro- 
pean children in mind,” Gupta says, 
“but when the comic was ready, I re- 
alised that Indian children would enjoy 
it as well." 

The story is simple and has a happy 
ending; though even the title declares 
it's more complicated than your typical 
fairy tale. Marianne, a pre-teen Swiss 
girl, has a chance encounter with a 
magic carpet called Padma which 


BUSINESSWORLD 62 10 OCTOBER 2005 





— . PUBLISHING 


whisks her into the world of Zafar, a 
child her age, who weaves carpets in In- 
dia. As the story progresses, she learns 
how children from very poor families of- 
ten end up bonded to loom owners who 
tempt their parents with hefty advances 
and promises that their children will 
learn a skill that would help them earn 
money. But Zafar is not happy; he 
misses home and often gets beaten by 
the contractor. Marianne realises that 
her life — school, loving parents and a 
secure future — is completely alien to 
Zafar. So, with Padma's help, she man- 
ages to rescue him from the clutches of 
the labour contractor and returns him 
to his mother in Bihar. 

Sekhar was clear at the outset that 
the visuals had to be strong enough to 
hold a reader's interest and the story 
needed elements that would appeal to 
children across the world. Sekhar had to 
give lots of photographs of European 
faces to the illustrator to ensure that he 
got Marianne and her parents' faces just 
right. "We've had some innovative use of 
colour — like when Zafar describes his 
life as a weaver, the overall colour used is 
brown. This conveys a sense of despon- 
dency and despair without our having 
to put itin words children may not un- 
derstand,” she says. 

India’s market for more serious 
comics is underdeveloped, and it's a 
struggle for a smaller publisher to break 
even. Says Sekhar: “The four-colour 
printing and the charges for good illus- 
trators make producing comics much 
more expensive. Perhaps that’s why we 
publish twice as many books as we do 
comics.” Still, The Magic Carpet may 
prove to be another exception — Sekhar 
says the interest in it has been so great, 
she expects to break even on the project. 

The comic has been translated into 
Hindi, French and German from Eng- 
lish. Though it has been available since 
August, it will be officially launched on 7 
October. The English version is priced at 
Rs 50, while the Hindi version costs Rs 
45. It's also being distributed free to 
NGOs and school libraries. Half the pro- 
ceeds from the sales of the comic will go 
to Step Foundations projects in the car- 
pet belt of Mirzapur-Bhadohi. 

Sekhar is now busy with her next 
project, a comic dealing with the issue 
of social forestry which has been com- 
missioned by Cambridge University. Bi 
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Iamreading THEMONKWHO 
SOLD HIS FERRARI by Robin S. 
Sharma. I found the title very inter- 
esting and it kept appearing in all the 
bestseller lists. One of my favourite 
pieces of advice from the book is: 
"Every second you spend thinking 
about other people's dreams, you 
take time away from your own." The 
essence ofthis piece of advice is that 
you need to run your own race rather 
than getting stressed and hassled by 
what is happening around you. It is 
always better to lead a balanced life 
where your family, your work and 
and what you do for the society share 
equal importance. 

Normally, I either read manage- 
ment books or other non-fiction. I 
buy books mainly on reccomenda- 
tions, and ike the idea of going to 
the bookstore rather than getting a 
bookthrough the Net. m 
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everyone what they want 
with this book: clear, 
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ANIT MUKHERJEE 





HENZHEN and Guangzhou 
may not be household names 
like Shanghai, but they are 
as integral to the Chinese 
economic miracle as their 
more illustrious north-east- 
ern counterpart. Being the economic 
epicentres ofthe Pearl River Delta (PRD) 





region that straddles seven zones of | 
the Guangdong Province in south-west | 


China bordering Hong Kong, these 
cities have been at the frontline of nearly 
three decades of transformation. As a 
laboratory of Chinas tryst with capitalist 
destiny, the story of the PRD is a lesson 
in recent economic history. 

The Economist argues that 
“global inflation, bond 
yields, house prices, 
wages, profits and com- 
modity prices are now be- 
ing increasingly driven by 
China. This could be the 
most profound economic 
change in the world for at 
least half a century. And its 
effects could last for an- 
other couple of decades”. 





The delta of 


| This book peels away the macroeco- 

| nomic layers and exposes the actual 

nuts and bolts of China's growth story, 
taking the PRD as a case study. 

The authors give the book its analy- 

tical depth. They also give context to the 

| details of the region’s growth, both na- 

tionally and internationally. The volume 

makes an attempt to map the future tra- 

jectory of the region in its final two 
chapters, with limited success. 

The strength of the book, however, is 
in the first six chapters, that deal with 
the historical context and the current 
| composition of growth of the PRD econ- 
| omy. There is a wealth of data and infor- 
| mation on production and exports, 
names of companies investing in differ- 
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The revenge of 


AMITAVA SANYAL 





HE archivist who shook the world 

was clear from the beginning. In 

1992, before he handed the British 
authorities a stunning amount of 
information on the KGB's operations, 
Vasili Mitrokhin had extracted a few 
promises from them. Among them was 
the commercial publication of his 
archives. This book is the second and 
last instalment honouring that promise. 
Since the publication of this volume, 
which largely focuses on the developing 
world, much ink has been spilled over 
the deep inroads the KGB claims to have 
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made into Indira's India. Counter-alle- 
gations have overwhelmed the counter- 
| intelligence. But Moscow's obsession 
with its so-called success in Delhi 
should be viewed in the context of two 
other factors — its limited success in 
most other parts of Asia, and its need to 
present a picture of success to the Cen- 
tre (KGB headquarters) and Kremlin. 
Among the KGBs5 early allies in Asia 
were the Arab states, with who it en- 
joyed a natural camaraderie right from 
Stalin's time. But the bonds started giv- 
ing way after World War II. The Arab 
states were unhappy over the blatant 
manipulation of the Islamic clergy 
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* ent sectors, and opinion surveys. The 


.. contents of the chapters are neatly 


arranged. Disaggregated industry-wise 
analysis would be useful for investors, 
importers and exporters interested in 
business opportunities in the PRD. 


It is often difficult to draw general | 


policy conclusions from data-intensive 
case studies, and this book is no excep- 
tion. However, four broad lessons 
emerge. First, history and geography 
combine in this case to shape PRD's 
growth story. PRD' proximity to Hong 
Kong, its manufacturing and financial 
base, logistical and transport infrastruc- 

^. ture (especially the port) and Chinas re- 
_ form process that allowed the first Spe- 

- cial Economic Zone (SEZ) in Guang- 
dong in 1984, have translated into a 
manufacturing capability that produces 


| nearly five times the whole of Indias ex- 
| portsfromasingle Chinese region. 

Second, economies of scale can be 
| utilised by overlapping clusters of light 
manufacturing including garments, 
| electronic and electrical goods, logisti- 


| structure/real estate development. In 
| stark contrast to India's failed policy of 
| discrete and distinct industrial clusters, 


i 
f 
Í 
Í 


tween and within the economic hubs. 

| Third, infrastructure is the key to 
growth. Initially, the PRD exploited facil- 
| ities offered by Hong Kong, but has since 











the archivist. 





i (hin the Soviet state. Then, the USSR | 
| made Afghanistan its own Vietnam, and 


the Kalashnikovs turned against the So- | 


viet apparatus itself. 


The KGB's biggest failure in Asia was | 
undoubtedly China. The initially warm | 
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relationship started cooling in the 1960s 


capital of Communism. After that, the 
Soviet machinery could never come 
close to the communist parties in Kim 
! H Sung’s North Korea, Pol Pot's Cambo- 
dia, or even Ho Chi-Minh's Vietnam. 
Even as Moscow kept pouring funds 


| when Beijing started posing as a rival 
i 
| 


and heaping praise on Ho, Hanoi re- | 


mained impervious to it. As for India, 
the fact that the KGB forcibly ensured 
that people stayed for a boring Brezh- 
nev speech and then claimed success is 
enough to poke holes in itslarger claims 
about infiltrating the Indian polity. 
Mitrokhin was not happy with the 
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cal and transport services, and infra- | 


China's growth story reflects the impor- | 
tance of exploiting linkages both be- | 


| steadily built up its own basic infra- | 
structure: roads, railways, ports, ete. ` 
Substantial investment has been made | 
in greenfield infrastructure projects in | 


BOOKMARK. 





these areas, cutting down the time for 
goods to reach shipment points, and 
enlarging the area where efficient ex- 
port-oriented industries can operate. By 
2020, whole new cities are slated to 
come up to cater for the migration from 
the rural areas, while the existing ones 
are being significantly upgraded. 
Fourth, decentralisation and asta- 
ble policy environment help put plans 
into action. China's rapid industrialisa- 
tion is largely due to local (as opposed to 
regional) government initiatives, a point 
that is not highlighted appropriately in 
the book. Local governments offer in- 
centives to set up industries, pulling in ` 
large volumes of foreign direct invest- 
ment (FDD. In return, they provide local 
social and economic services, funded 
through taxes on profits that are shared 
between the central, regional and local 
administrations. India’s current state of 
| fiscal and administrative decentralisa- 
| tion seems minuscule compared to 
Chinas, a fact that is not widely under- 
stood when comparisons are made be- 
tween the two countries. an 


Anit Mukherjee i is consultant, National 
Institute of Public Finance and Policy 


| way the promise of publication was 
| kept. He complained to the British au- 
thorities about the way his co-author, 


drew, cross-checked and rewrote the 
words he had painstakingly archived 
over 14 years. 

But Andrew was already steeped 
in KGB history before collaborating 
with Mitrokhin. He had earlier co-au- 
| thored three tomes on the Soviet intelli- 
| gence system with Oleg Gordievsky, to 
_ whom goes the dubious honour of be- 
ing the senior-most KGB defector ever. 
_ Readers, in fact, should be grateful to 
| Andrew for his efforts at weaving in the 
| contexts — partly through 90 pages of 
notes — and making the material more 
readable. Thats what made this 
; archivists notes a far better read thans 
| most spy thrillers on the shelves. a 
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HE row between the government of Kar- 
nataka and the information technology in- 
dustry of Bangalore has ended in an agree- 
ment to differ. After years of inadequate 
action, the patience ofthe industry wore thin; 


this year, Bangalore Chamber of Industry and Commerce. 
(BCIC) as well as Bangalore Forum for Infoprriatioñ Tech- E 
nology (BFIT) threatened to boycott IT.in, Karnataka gov" 


ernment' annual show, scheduled for November. In the 


compromise that emerged, BCIC withdrew its threat in.. |. from states with poor education administrations such as 


return for the government's promise ta sétup a mopitor- 


ing committee on infrastructure. BFIT stuck to its deci- 
sion to support only one session in IT.in'oninfrastructure 


ifthe government allowed it to be held. Whilst BCICisthe + 


government's principal part- 
ner in IT.in, the fair itself show- 
cases IT. So BFIT's passivity 
will do the show considerable 
harm. In particular, after this 
very public spat, foreign visi- 
tors will feel they can skip this 
years IT.in. Thus whilst N. 
Dharam Singh, the chief min- 
ister, may be satisfied with the 
outcome, the quarrel has al- 
ready harmed his state. 

Bangalore's infrastructure 
has been under strain for at 
least five years; what has chan- 
ged is the government' respo- 
nse. The Congress government 
under S.M. Krishna did not do 
much to improve it; but it wor- 
ked with the IT industry. The 
Congress did poorly in last year's elections — some think 
because of its love of IT and neglect of the countryside — 
and has had to take as its ally Janata Dal (Secular) (JDS), a 
party that flaunts its rural bias. They could still have got 
on; but in August, Siddaramaiah, the seniormost JDS 
leader in the government, seceded to join the Congress. 
His rebellion intensified the strains between the two par- 
ties, sharpened the paranoia of JDS and brought compet- 
itive populism to the fore. M.P Prakash, the new deputy 
chief minister and JDS leader in the legislature, accused 
` the IT industry of discriminating against locals and being 
stingy with flood relief. Dharam Singh has doused the fire 
lit by Prakash; but the embers are still glowing. The com- 
pulsions oflocal politics remain unchanged, and well lead 
to further friction with the IT industry. In particular, 
Prakash's dream of quotas for Kannadigas in the IT indus- 
try could start a firestorm and become as great a threat as 
the quota for scheduled castes and scheduled tribes that 
the Central government has been pushing. 


If JD(S) continues to needle the 
IT industry, Bangalore will not 

die, but Karnataka will lose out 
to other states in the long run 





What is striking about these exchanges, not just today 
| but over the years, is their unproductive quality. It is not 
just in respect of Bangalore infrastructure; an impression 
has arisen that the Karnataka government can get noth- 
ing done. Thatis not entirely fair. For instance, Karnataka’s 


š achieved far better and more uniform standards than 
-Üther states. That has not, however, resulted in the ascent 
of Kánitadigas in knowledge industries; rather, students 


i administration of tertiary education is exemplary; it has 


“West: Béngal have flooded Karnataka universities and 
+ gone oy to work in its IT industry. This may seem to 
Prak ash like insult and aggravation. But the fault lies in the 
‘schodl system of Karnataka; it is just not educating its 
wor children to a level where they 





can take advantage of its terti- 
ary education. It is only train- 
ing them for teaching and sell- 
ing vegetables — perfectly 
respectable vocations, but they 
do not pay as much. Still, if it 
were not for the IT industry, 
there would be fewer teachers 
and hawkers as well. Local 
chauvinists should consider 
the multiplier effect of the 
money spent by IT geeks in 
Bangalore. 

Forecasts of Bangalore's de- 
mise have been made before, 
and have invariably proved 
premature. Cities do not die in 
a space of a few years. Banga- 
lore's strength lies in its intel- 
lectualinfrastructure; that is not going to die out soon. But 
most of the companies that have made Bangalore famous 
are big. They may not pack up their bags. But they can cer- 
tainly shift their weight. Azim Premji threatened last year 
to explore other states; and he has kept his promise. His 
Calcutta campus is up and running. Others have set up 
branches elsewhere without making a hullabaloo about 
it. In particular, without any hype, Madras has emerged 
as an attractive location. It has not yet struck Jayalalithaa 
to develop one of the hill stations of Tamil Nadu for the IT 
industry, but it will. 

It is thus advisable that the Karnataka government 
should get down expeditiously to improving Bangalore's 
roads, water and power supply — not because the well 
paid foreign nerds deserve to be mollycoddled, but bec- 
ause they have a choice of locations and locals do not. If it 
did so, it would also thereby do something to remove its 
notoriety as a slow and inefficient government compared 
to those ofits neighbours, Maharashtra and Tamil Nadu. 


SOMSHEKHAR 





EXCLUSIVE BRAND OUTLETS: MUMBAI: Worli, Century Bhavan, 24378400 * Bandra, Linking Road, 26465622 * Vile Parle (E), M. G. Road, 26130832 * Goregaon (E), The Hub, 26865252 
* Borivali (W), Opp, Ajanta Talkies, 28625050 * THANE (W): Ram Maruti Road, 25393366 * PUNE: Laxmi Road, 56024645 * NASIK: College Road, 2314094 * NAGPUR: Sitabuldi, 2556448 
* AHMEDABAD: Mardia Plaza, C. G. Road, 26403499 * INDORE: Sapna Sangeeta Cinema Road, 2460900/2461841 * DELHI: Connaught Place, E/27, 23416068 * Lajpat Nagar, Central 
Market, 51721178 * Rajouri Garden, J-87, Private Shop No.1, 51446598, * Shakti Nagar, Nangia Park, 23841416 * GURGAON: City Centre Mall, Mehrauli Gurgaon Road, 5068240 * NOIDA: 
G - 50, Sector 18, 2591309 * FARIDABAD: Ansal Plaza, Sector 15-A, 5013114/5 * GHAZIABAD: 75, Ambedkar Road, 3945877 * Shipra Mall, Shop No. 10, Indirapuram, 2957637 
* AMRITSAR: Nehru Shopping Complex, Lawrence Road, 3099062 * JALANDHAR: 301-R, Gabas Grand Mall, 5058671/2272867 * KANPUR: Tilak Nagar, 7/90-A, 2534186 * BANGALORE: 
COMMERCIAL STREET, 51238511* JAYANAGAR, 4th Block, 26639971 * CHENNAI: Pondy Bazar, 28150323 *HYDERABAD: Punjagutta, 55757272/7171 * SECUNDERABAD: M. G. Road, 
55337171/7272 * ERNAKULAM: Woodlands Jn., M.G. Road, 2361352 * BELGAUM: Hans Talkies Road, 5204961 * KOLKATA: 25/B, Camac Street, 30954639 

ALSO AVAILABLE AT: KOLKATA: MIGNONETTE, 25, LINDSAY STREET, 22520818 + READYMADE CENTRE, 25534564 + ERNAKULAM: SEEMATT!, 2353216 * JAYALAKS+ 

* PARTHAS, 2374175 * GLOBERS, 2370903 * UTSAV, 2371925 * KOTTAYAM: SEEMATT!, 2563396 * PULIMOOTIL, 2563295 * TRIVANDRUM: PARTHAS, 2572535 * AYYAPPAS 

* THRISSUR: KALYAN SILKS, 3092418 * TIRUVALLA: KARIKKINETH, 2733733 


TRADE ENQUIRES: Mr. Mahendra Padhy, CENTURY TEXTILES 8 INDUSTRIES LTD., E-mail: mahendra@centurytext.com, Cell: 09323568900, Tel : 022 24957000, Ext.: 4023 Fax : 022 24305757 


OPENING SHORTLY: THANE: Lake City Mall * AHEMEDABAD: C.G. Road * DELHI: Model Town * Shakti Nagar * Cross River Mall, Shahdra * Shop-n-Park, Shalimar Bagh 
* GHAZIABAD: Ansal Plaza * BANGALORE: Sigma Mall, Cunningham Road * HYDERABAD: Himayat Nagar * ExpoCity, Lower Tank Bund + CHENNAI: Spencer Plaza - II! 
+ JAIPUR: Crystal Plaza * CHANDIGARH: Sec -17 + KOLKATA: Lindsay Street * ERNAKULAM: Broadway 

Cottons by Century Apparel Is Also Available At Rediff Shopping 


Website: www.cottonsbycentury.com Plant a Tree $ Protect your environment 
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2al leather crafted the forgotten way 


‘lusive Stores at: New Delhi, Gurgaon, Mumbai, Pune, Goa, Cochin, Chennai, 
ndicherry, Bangalore. Also available at Shopper's Stop, Landmark, Westside, Lifest 


Coimbatore, Hyderabad, Kolkatt 
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The human eye 
can see clearly up to a distance of 20 feet. 


IDBI's ATM Locator helps you see further. 





IDBI is the only bank in India to introduce this 
truly new generation technological application. 
The ATM Locator helps you find the closest 
ATM in the area that you're in. All you do is 
send a SMS to 9820507000 and we'll send you 
a MMS with the ATM Locator Map, making it 
easy for you to reach the nearest IDBI ATM. 


The future of banking technology ) IDBI BANK | 
[ IDBI BANK 


Industrial Development Bank of India Limited 





Regd. Office: IDBI Tower, WTC Complex, Cuffe Parade, Mumbai 400005. Tel: 56553355, 22189111. Fax: 22180411. Website: www.idbi.com 





usinessworld IIM-L Responds 
Q We would like to take strong 












exception to the remark in 
your B-school cover story: “At 
any rate, the other three HMs 
do not enjoy the same 
cachet among either 
students or employers as 

the older IIMs.” 

We would suggest that you leave this decision to the 
fair judgement of the students and recruiters. We also request you to 
respect the decision that business schools take for not participating in 
surveys, and refrain from speculating on the reasons behind the same. 

In the absence of any data to rate the institutes, it would be appreciated , 
if you do not comment on their performance. I 


Media Relations Committee, //M Lucknow 
E E E sa asua a= u: 


THYROCARE RESPONDS 

We would like to place certain facts 
on the record concerning your latest 
article on pathology labs, as well as 
your earlier articles (‘Critical Mass’, 
BW, 26 September 2005 and ‘Still In 
The Lab, BW, 12 July 2004). 

Thyrocare is the first pathology lab 
to get an ISO certification. It's the first 
and only laboratory rated by Crisil. 
Andits the world's largest thyroid 
testing laboratory. It also has India's 
largest laboratories for TB and heart 
disorders. Apart from that, it is a lab 
certified by the National Accreditation 
Board for Testing and Calibration 
Laboratory. It has also made thyroid 
testing affordable, and it dictates the 
cost line in the market. 

Your [earlier] report confused the 
number of blood specimens with the 
number of test parameters. We analyse 
1.6 lakh specimens per month, but 
that accounts for 4 lakh tests. If one 
takes into consideration the number 
of tests, we should top the table. 

Also, while calculating the turn- 
over, your report didn't differentiate 
between the diagnostic and pathology 
industries. While our competitors do 
patient billing of Rs 50 crore using a 
1,000-test menu, Thyrocare does 
billing of Rs 60 crore with a 130-test 
menu. So as a pathology laboratory, 
we enjoy the No.1 position in terms 
of turnover. 

Your correspondent never con- 


BUSINESSWORLD 4 17 OCTOBER 2005 








tacted Thyrocare to verify whether the 
number of centres we have has grown 
or come down. We reiterate that we 
have added 15 per cent to that number 
in the period mentioned in the story. 
A. Sundararaju, executive director, 
Thyrocare Technologies 


BW responds: 
The information on Thyrocare's F 
collection centres was taken from the 
company’s website. Our latest story 
does not mention anything about the 
number of specimens collected or the 
number of tests done. 

Our earlier story listed those 
numbers according to the data 


| provided by each company. Dr A. 


Velumani, managing director of 

Thyrocare, had given his company's 
numbers for that story. Finally, the L2 
turnover of each company in our story 
comprised revenues from pathology, 

and not from radiology. 


CORRIGENDUM 


| In ‘Peak Season’ (BW, 3 October), the 


average salary for graduates of the 
Vinod Gupta School of Management, 
IIT-Kharagpur, was incorrectly stated 
as Rs 5.1 lakh. The actual figure is 
Rs 6.12 lakh. 
We regret the error, — £ 


| Write in at | 
editor@bworldmail.com 
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: How can you set pulses racing in your business? Try productivity 
growth with simpler maintenance, better uptime, and increased 
xibility. With power, acceleration, and style our comprehensive 2 

automation technology i is engineered to keep you ahead ofthe S i E M E NS 
.. competition. We'll use open standards to integrate your processes  — 

... fight to the management level and d verything to ensure your 3 
E. profitability for the long term. Our poto secret? It's ! 
called Totally Integr : š Ec S : " | 


E India contact: auto otive. india@siemens. com s 
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COVER STORY | 


Year Of 
Deals 


Theres a feeding frenzy on deal 

street. And the fancied flavour f 
seems to be global deals. Thanks to 
that, the value of M&As lapped up 

in the first half this year has crossed 
the value clocked in all of 2004. 


| Wither Valuation? The first 
wave of deals was the easy lot. Now, 
as valuations rise, investment 
banks and corporates will have to 
work harder to make the deals pay. 


| Bankers’ Banquet Higher ç 
demand for bankers = higher pay 
Keeping the deal counter ticking: (Clockwise from Top L) Amit packets. Bankers are hap py about 


Chandra of DSP Merrill Lynch, Koushik Chatterjee of Tata Steel, the second part, but banks are 
Sanjeev Krishan of PwC, and D.D. Rathi of Grasim Industries worried about the first. 








| Clinical Research The sector has been getting a 


i e "s lot of hype. But what do the numbers say? 
What Ails Mining? 5 : 


POSCO Controversies about the largest steel project 


That is exactly what the in India just refuse to die. The latest to grow worry warts is 
Anwar-ul-Hoda committee the powerful National Advisory Council. But what's the issue? 
set up by the Prime 

Minister's Office has been Café Coffee Day Forget fighting foreign chains 


asked to find out. And that at home, this company is taking the battle abroad. 
gives it a wide mandate. 











EM xh Air Deccan 
ES 4 Orissa wants steel plants New chief o ; 
: 3 perating 
ke th 
near mines like this at Barbil officer Warwick Brady 
Politics There are fresh efforts to get talks between este RN 
India and Pakistan back on the rails — at the behest of P J 
George W. Bush come together for the 
E ; airline to deliver. 
Group 4 Securicor The UK-based private Warwick Brady > 
security firm is now looking at India for growth. wants to 'simplifly' 
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IN DEPTH 


26| Q&A: Rajan 


While lauding India on its growth rate, 
IMF's economic counselor Raghuram 
Rajan expresses the need for a new 
round of reforms in the country. 





"Why are there still only seven IITs?’ > 


29 | Economy Though Indias economy is on a roll, it is 
far from being an engine for world economic growth. 


44 | China The gigantic and mismanaged banking system 
in China is coming up for some serious reforms. 


52! Pharma Nadathur 
Holdings’ bold investment in a 
pure drug discovery company 
is part of a bigger plan: to ope- 
rate all along the value chain. 

4 Sriram Nadathur: His future 
bets include nanotechnology 








70 | Bookmark An academic book on fast-paced tech- 
nology in developing countries — it's good, but a bit dated. 
COLUMNS \ 


24) Ashok V. Desai The superb qualityof ` 
the Company Affairs Ministry website is not mat- 
ched by the quality of the information it conveys. š 


THAT'S IT 


68 Mala Bhargava From the previews 
of products and programming, it looks like were 
on the threshold ofa revolution in ‘Hi-def’ TV. 
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A Fine Print: If sale of tobacco is not banned, is it 
correct to legally restrict an artiste from smoking in 
movies, asks Ranjeev C. Dubey. 


A Stock Sense: Crude prices fall and FIIs reiterate their 
affection. But the market tumbles on Thursday. 
Angshuman Chowdhury takes stock. 


Log on to 





This boom is an orphan 


VERYONE I know is buying. As consumers, they 

are buying houses, cars, mobile phones and 

everything else in sight as if these are about to go 

out of stock. As investors, they are buying shares 

of companies big and small, safe and unsafe, as if 
this is the last chance to ride the boom. And as corporate 
leaders, they are buying up companies, in whole or in part, as 
if this buying opportunity will not be there tomorrow. 


Everyone I know outside of the country is also buying the idea 
of India — the resurgent India. No business or economic 
conference around the world is complete without a session 
on China and India and the difference they make to the 
future. Just this week, I met a delegation of businessmen from 
Europe on a visit to India and China, looking for 
opportunities in the New World, 
so to say, as the Old World 
settles down to a slower growth 
path. And a colleague returned 
from a seminar in Singapore, 
organised by the Singaporeans 
but focused on the 
opportunities that India and 
China provide. 


Businessworld 


The only one not buying any of 
this, of course, is the Indian 
government — caught as it is 
between an inexplicably booming economy on the right and 
predictably obstreperous allies on the Left. The government 
cannot crow about the growth now because it was not so long 
ago that the ruling party ridiculed the NDAs slogan of India 
Shining. It cannot leverage the current excitement about 
India to make a quantum leap in foreign direct investment 
because its Left allies will not allow it to do so. In a sense, 
therefore, this boom is an orphan — no one is too eager to 
claim parentage and take responsibility for bringing it up! 





That hasn't broken the spirit of the newborn though — as you 
will find when you read the cover story written by senior 
correspondent Gargi Banerjee. In just the first six months of 
this year, mergers and acquisitions worth $6.9 billion were 
made — and the figure for the whole year could hit 

$15 billion. We havent seen business confidence of this kind 
for along time. Read the story to find out what this could 
mean and what to expect in the near future. 


le 


Ss" 


TONY JOSEPH, EDITOR 


~> BREAKING NEWS 
z Macquarie 
J . movesin 


= USTRALIA'S Macquarie Bank, 

7 A known in India mainly for its in- 

Š terest in infrastructure financ- 
\/ ingisnowseeking approval for setting 
—, upasecurities brokerage in Mumbai. 
Before this, Macquarie featured on the 
short-list of six consortiums in the race 
for the Delhi and Mumbai airport mod- 
4. ernisation projects. 

— The bank has stakes in businesses 
v asdiverseas wind farms in France and 
7 high-voltage power lines in US to shop- 
ping centres in China. At the end of 
March 2005, Macquarie and its affiliates 
= 7 had $67 billion in assets all over the 

V. world, 42 per cent higher than what it 

./ hadayear before. 

E Why is the bank entering India now? 
Ev. After all, it registered here as an FII 
in January 2005. The bank says it's 
not about the current market 
boom. "Macquarie5 acquisition of 
ING Banks Asian cash equities 
business in July 2004 gave it 
afootprint in 10 Asian 
countries. India 
was nota 
part of it. 
Hence this 
was an ex- 
pected development," 

says a company spokesperson. 
The licences that Macquarie Bank 
—7 hasappliedforin the recent past would 
provide it a platform to develop stock- 

/ broking, equity research, and corporate 
finance businesses here. 

/ The bank has said its Asian corpo- 
— rate finance group intends to establish 
/ asignificant presence in India, with a 
-7 focus on equity markets, convertible 
“_ notes, merger and acquisition advisory, 
„/ other advisory services, and fund man- 
—, agement businesses. 

The bankis putting its India team in 
/ place. The operations here would be 
"headed by Stuart Smythe, who has relo- 
./ cated from Macquarie’s New York office. 
—; Sarosh Irani has joined as chief operat- 
v _ ing officer, and Jal Irani has joined as 
v head of research. The plan is to have a 
U 








50-strong team to begin with. a 
GARGI BANERJEE 








MINING/ANWAR-UL-HODA COMMITTEE 


A wide canvas 


UR school text- 
book told us that 
India is blessed 


with mineral resources. 
But, till now, that potential 
has remained consigned 
mainly to those pages. Of 
the Rs 4,000 crore of for- 
eign direct investment ap- 
proved for the mining sec- 
tor over the past decade, 
only Rs 400 crore has actu- 
ally come in. Now, a com- 
mittee mandated by the 
Prime Ministers Office 
(PMO) and headed by 
Planning Commission 
member Anwar-ul-Hoda 
is going to review what 
needs to be done to make the sector 
get more of those promised invest- 
ments on ground. 

The committee's mandate is to re- 
view the National Mineral Policy, 
which was framed way back 1993, and 
the Mines and Minerals Development 
and Regulation (MMDR) Act, which is 
ofan even earlier vintage (1957). The 
other critical issues being reviewed are 
the various processes for granting 
mineral concessions (reconnaissance, 
prospecting and mining rights) and 
environmental clearances. 

This isn't the first time the Central 


TELECOM 
Tuned into C 


UDDENLY, C category telecom 
S circles are hot. The battle to 

grab new mobile subscribers 
has become intense in the North-east 
and Assam. The trio of Reliance Tele- 
com, Bharat Sanchar Nigam (BSNL) 
and Bharti are busy playing hardball 
with C. Sivasankaran's Dishnet Wire- 
less, which has soft-launched its ser- 
vices in these two circles. 

The action in the C category circles 








The Hoda committee's mandate 


tional Mi 





government has tried to dig out what 
ails the sector. The Union steel min- 
istry had set up the Dang Committee 
for much the same. That committee 
submitted its report recently. It is be- 
lieved that after reviewing the Dang 
Committee's report, the PMO asked 
foran iron policy paper from the min- 
istry of mines. That's when the new 
committee was formed. 

The Hoda committee is broader in 
terms of both its mandate and its size. 
The 21-member panel includes the 
secretaries of the Union ministries of 
steel, mines, environment & forests, 





has increased tremendously, with the 
sharp growth in the region. At the end 
of August 2005, Assam had 3.98 lakh 
subscribers, up 162.2 per cent from 
1.52 lakh a year ago. The comparable 
figures for the North- 
east were 1.92 lakh, 
265.4 per cent and 
52,657, respec- 
tively. During the 
same period, the na- 
tional GSM market 
grew by 52.75 per 
cent to hit 49.91 
million subscribers. 








—— 
shipping, road transport and fi- 
nance. It also has the state mining 
secretaries of Orissa, Jharkhand, 
Chattisgarh, Rajasthan and Kar- 
nataka — the states that have most 
‘of the mineral reserves. Others on 
the panel include the director-gen- 
eral of forests, chairman of the Rail- 
way Board, and senior representa- 
tives from the Indian Bureau of 
Mines, Geological Survey of India, 
Federation of Indian Mining Indus- 
tries, CII, and infrastructure finance 
company IL&FS. Adarsh Mishra, 
principal adviser to the Planning 
Commission, and Arvind Varma, 
former secretary to the mines min- 
istry, round up the list. Industry 
players, both private and public, 
would be asked to make presenta- 
tions. The committee is set to hold 
its first meeting on 7 October. 

Given the broad nature of the 
mandate, the mining and down- 
stream industries are hoping the 
committee will take the urgent and 
uncomfortable issues by the horns. 
Among them are allowing more cap- 
tive mining and addressing the insis- 

‘tence of the mineral-rich eastern 
` states that mining companies must 
do value-addition within those states. 
But perhaps the stickiest issue in 
front of the Hoda committee is the 
amendments that are needed for the 
MMDR Act. Otherwise India's min- 
eral riches will stay as mere men- 
tions in textbooks. a 
PALLAVI ROY 
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BREAKING NEWS/RETAIL 


The first Wal-Mart store 


HE worlds V 
largest com- 
pany, the 


$256-billion Wal- 
Mart, is likely to set up its first 
store in India through its cash- * 
and-carry brand, Sam's Club. In- 
formed sources say the company 
is scouting both for real estate and a 
CEO for its Indian operations. The first 
store is likely to be in Bangalore. 

Apart from 551 stores in the US, 
Sams Club has presence in Brazil, 
Canada, China, Mexico, and Puerto 
Rico. In China, the first Sam's opened in 
Shengzhen in August 1996 across 20,000 
square metres. Sam's Club had a 
turnover of $37.1 billion for fiscal year 
ending31 January 2005. 

Sam's Club seems a likely choice 


the retail front could take a few months 


currently, international retailers are per- 
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| size there. The policy would require 
| themtosetup independent outlets . The 
given that a policy announcement on | 
I given to food retail. Till now it had been 
and because it's a ready option since | 





















or wholesale trade operations - 
in India. Germany-based 
Metro AG has been the! 
mover on this front. Wal- 
Mart, on the other hand; re- 
ceived government ap- ` 
i proval for setting up a 100 
per cent subsidiary with an invest- 
ment of $450,000 in November 2004, © 
strictly to "handle product sourcing and 
quality control activities for the Wal- 
Mart group and not retailing”. 

EDI Policy: Meanwhile, the policy 
for FDI in retail seems to be crystalli: 
ing. It is likely to throw up two surprise 
First, retail chains, which were bettin 
on opening outlets in malls, may not b 
allowed to setup shops beyond acertain 


second, initial permission is likely to be 


expected that food would be the last 


| segment where FDI would be allowed. 8i 


mitted only to conduct cash-and-carry | 


AARTI KOTHARI & M. ANAND 





HE India-Pakistan peace 
train, disrupted by Septem- 
ber's disastrous meeting be- 
tween Indian Prime Minis- 
Š ter Manmohan Singh and 

Pakistan president Pervez Musharraf in 
New York, appears to be inching for- 
ward again. At least there was a con- 
certed bid by both countries to get the 
composite dialogue back on the rails 
during the recent visit of Indian foreign 
minister Natwar Singh to Pakistan. Al- 
though there were no significant break- 
throughs, diplomatic observers see a 
welcome return to willingness by New 
Delhi and Islamabad to address a host 
of bilateral issues even as core differ- 
ences on Kashmir and cross-border ter- 
rorism remain. 

This is evident from the revival, after 
16-years, of the Joint Commission, ope- 
ning up an entire range of issues from 
tourism to agriculture that were not cov- 
ered in the eight-point composite dia- 
, logue. There also appears to be a fresh 
urgency to demilitarise Siachen, though 
actual redeployment oftroops may take 
along time to implement. Other things 
like the agreement for prior notification 
of ballistic missile tests and a hotline be- 
tween the coast guards of the two coun- 
tries show that things are on the mend. 

Washington is reported to have or- 





A soldier in the Siachen 


region of the India- 
Pakistan border: Will 





he get a respite? 


chestrated quite a bit of 

the damage control exercise although 
neither India, nor Pakistan will admit 
this. The Bush Administration, which 
has its own reasons to want peace in the 
sub-continent, was concerned at the 
failure of the Singh-Musharraf talks last 
month. US pressure on Islamabad to 
adopt a more conciliatory position 
sappears to have worked. The results 
were evident during Natwar Singh's visit 
to Pakistan. 

Speculation about the US role in the 
current India-Pakistan peace dialogue 
have been fuelled by reports in the Pak- 
istani media about Musharraf's tantrum 
to Bush about the recent India-US nu- 
clear deal. Pakistan's military ruler is re- 
ported to have demanded a similar 
package without which, he is believed to | 
have argued, his position would be seri- 
ously weakened at home. Aware that | 
this was impossible, given Islamabad’s 
nuclear proliferation record, there has 
been intense pressure by Washington 
on the UPA government to make some 
concessions to Pakistan on Kashmir to 
shore up Musharraf's position. It is in 
this context that US secretary of state 
Condoleeza Rice paid a special visit to 
Singh when he was in NewYork to plead | 
with him the Pakistan president's case. 

The heart of the problem lies in the | 
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growing unpopularity 
of Musharraf in Pakistan aggravated to 
some extent by his inability to get ahead 
of India in winning favours from Wash- 
ington despite what is widely perceived 
as a sellout to the US. Recent India-US 
bonhomie and the widely publicised bi- 
lateral strategic partnership including a 
nuclear energy deal have all added to 
the ammunition of the growing tribe of 
Musharraf baiters in Pakistan. But he is 
still vital in protecting US interests in the 
region. The Bush administration, not 
surprisingly, is more than keen to win 
him some kind of visible concession on 
Kashmir, perhaps in the shape of troop 
reduction in the troubled border state 
by India, which would serve as a politi- 
cal boost for the beleaguered general. 
The UPA government has been re- 
sisting pressures for a troop reduction in 
Kashmir saying it is not possible unless 
preceded by a significant drop of cross- 
border terrorism. So far promises by Is- 
lamabad attested by Washington to stop 
such activity failed to click as terrorist 
groups are as hostile to Musharraf and 
the US as they are to India. It is this co- 
nundrum preventing a major break- 
through on Kashmir thatis likely to raise 
a question mark on the peace process 
even as it moves cautiously forward. Em 
AJOY BOSE 
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There are many ways to kill the wrinkle. 
Here's presenting the best looking one. 


The Louis Philippe Ultrapress Collection. Shirts with designs, made from 
10096 Egyptian Cotton. Treated with Nano Technology that makes them 
wrinkle-free (Achieving a DP rating of 3.8), yet retaining the breathability 
wand soft hand-feel of Cotton. With fully taped seams for that clean 
pucker-free look, they're proof that technology can be ultra chic. 
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por GROUP 4 SECURICOR 


- The safe play formula 


. CEO Nick Buckles is looking at India to meet diverse 
. global needs like manpower, IT Support and growth 


staff strength in India from 82,000 [now] 
to a million in five years," says group 
chief executive Nick Buckles. 

India is G4S's fastest growing and 
most profitable market in the world. Its 
revenues have been growing at 30 per 
cent a year for the last couple of years, 
compared with single-digit growth in its 
biggest markets — Europe and North 
America. In the first half of 2005, Europe 
accounted for half the company’s $7.8- 
billion revenues, North America con- 
tributed 35 per cent, and 15 per cent 
came from the developing markets. The 
company's revenues in India were 
about Rs 700 crore in 2004. "Our prof- 
itability in Indiaisabout6 percentmore + 
than the industry norm,” says Buckles. 

A great deal of G4S's recent rapid 
growth in India has 
come from the influx of 
MNCs into India — ei- 
ther in the form of set- 
ting up their own offices 
around the country, or 
getting their work out- 
sourced from Indian 
companies. Says Buck- 
les: "Our global clients 
are used to our kind of 
security standards and y 
culture and they insist 
that their Indian offices 
and vendors hire us. It 
raises the level of com- 















TRIBHUWAN SHARMA 


THE FACTFILE 
Formed by amalgamation of the Danish ` 
Group 4 Falcon and the British Securicor. 
Global turnover: $7.8 billion 
Revenue split: Europe 5096, North America 
3596, Rest of the world 1596 
No. of employees in India: 82,000. 
Growth in India: 3096 a year 


India plans: Global back office at Chennai for 
IT and financial services support for global 
operations, regional training hub personnel 
for South Asia and Middle East. 








HE UK-based private security 
provider, Group 4 Securicor 
(G4S), is betting on India's hu- 
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man capital to support its 


TR 


East. Above all, it is betting big on grow- | 
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business worldwide. It is setting up a 
back office at Chennai for IT and finan- 
cial services support to its global opera- 
tions, which span more than 100 coun- 
tries. It is also making India its regional 
training hub for training and sourcing 
personnel for South Asia and the Middle 









— Did you know? 


; Someday your watch is going to run out of power. 


ing fast in the Indian market. 

G4S, formed by the merger of Den- 
mark's Group 4 Falcon and the UK's Se- 
curicor in 2004, is the largest private se- 
curity firm in India. Its employees could 


form the army of a small country. ^We | 


see the potential to increase our present 


fort for our clients," says Buckles. Today, 
a quarter of G4S clients in India are 
MNCs. However, he points out, the 
MNC clients are not charged the Euro- 
pean or American rates in India. “We 
benchmark our rates to the local rates in 
all markets; otherwise we wouldn't have 
succeeded,” says Buckles. Still, the com- 






pany enjoys 10-15 per cent premium 
over the rates of Indian security firms. 
“Since our entry in 1990, we have cre- 
ated the private security business in In- 
dia; today we are seen almost as a local 
firm offering international standard se- 
curity," says COO Grahame Gibson. 

The company has high hopes from 
the Private Securities Agencies (Regula- 
tion) Bill. G4S is looking at the legisla- 
tion as a sign of public acknowledge- 
ment of private security as a formal, 
regulated service that can be now hired 
by even the government without a 
hitch. Buckles points out that the com- 
pany offers personnel and premise se- 
curity services to the governments of 
many countries. 

G4S has set up 20 training schools in 
India including the Central Training 
Academy in New Delhi, which trains its 
personnel in India as well as those from 
the Middle East and South-east Asia. 
“We train our people in diverse security 
disciplines, including bomb detection, 
evacuation, dealing with hold- ups, and 
fire control," says Gibson. Interestingly, 
G4S is beginning to get hired by compa- 
nies to do sensitive and hazardous jobs 
such as taking electricity meter read- 
ings. Tatas’ power distribution company 
in Delhi has hired the company to do 
this job in north Delhi. 

Buckles sees India, where he em- 
ploys the maximum number of people, 
becoming even more important to G4S. 
It’s also the key source of IT, financial, 
and managerial talent for global opera- 
tions. He says the Indian opportunity is 
massive given the growing security 
needs and the possible opening up of 
the government market. 

FEROZ AHMED 


US PHARMACOPEIA 


The Indian experiment 


S Pharmacopeia (USP), an in- 

dependent, for-profit trust 

that publishes the US phar- 
macopoeia, is setting up its first lab- 
oratory outside North America in Hy- 
derabad. USP has taken up 15,000 
sq. ft in ICICI Knowledge Park to 
house its training facility and a labo- 
ratory which will cater to the South 
Asia region and China. The Indian op- 
erations would be headed by Kumud š 
Sampath, vice-president (intema- — = 





A pharmacopoeia lists all drugs 
that can be used for treatment in a country and also how they should be used. 
Says Sampath: “Thirty-seven countries accept USP standards and we have 
1,700 standards that are referred to by all the pharmaceutical companies 
who want to export to the US and countries that accept the USP standards.” 
At present, 50 per cent of USP's business in India comes from Hyderabad. 
Most pharmacopoeias in developed regions like the EU, the UK and Japan are 
brought out by the government. India, too, is following the same model. 

India has recently set up a pharmacopoeial commission. USP will try to do 
collaborative work with the manufacturing industry, regulators and academia. 
Its three-point agenda is to familiarise the Indian industry with USR, provide 
both theoretical and practical training programmes, make the standard USP 
products and formulary books available, and support customers through the 
local laboratory. In the next phase, USP wants to enter Thailand, Singapore 
and Vietnam with the India laboratory as the hub. 

In the US, USP works with an advisory council of 650 experts from the 
pharmaceutical industry, its regulatory bodies and trade associations, as well 
as academia. In India, too, an Indian advisory group has been formed. “I want 
to look at the issues of patient safety, spurious drugs and nutraceuticals be- 
cause standards need to be established in India," says Sampath. "We also 
hope that India will come out with new references and monograms, given the 
talent pool available in the country." = 

GINA S. KRISHNAN 





CLINICAL RESEARCH 


The trials by numbers 


v4 HE eight-year-old clinical re- 
; search outsourcing business in 


India is still undersized at less 
than $100 million, estimates Proximare, 
a US consultancy and advisory services 
company. In fact, Proximare has pegged 


, the value of the total industry at $75 mil- 


lion-100 million. Also, though it is grow- 


' ingat20-25 percent, most of this growth 


is accounted for by the top two or three 
players only, says Proximare. The esti- 


, mate is for trials on completely new 


drugs as well as bioequivalence, and 


/ bioavailability (BA/BE) studies that 


show the similarity of generics to brand- 
name drugs. Proximare surveyed about 


. 30 CROs (it started with 60 but narrowed 


down on 34 since the others had just be- 


-7 gun operations) and reached an esti- 


mate based partly on their inputs, and 
partly its own analysis. 

Nailesh Bhatt, managing director, 
Proximare, says that the potential ofun- 
dercutting by major Indian players, the 
absence of strong business develop- 


' ment teams, coupled with the lack of a 


_, global footprint to attract multinational 
. clients could hamper growth. (That last 
^; fact could change. Jubilant Organosys 


has bought a CRO in the US that has a 
high concentration of pharma and 
biotech companies. Others could fol- 
low.) For BA/BE specifically, the key 


' challenge will be to meet escalating de- 


mand. BW picks up some interesting 
facts about the Indian clinical research 


di industry from the Proximare report. W 


GAURI KAMATH 


Leading CROs in India 
Service Category Leading CROs (Alphabetical Order) 
Clinical trial management * Asian Clinical Trials 


* iGate Clinical Research 
* Neeman 

* Quintiles Spectral 

* SIRO Clinpharm 


* iGate Clinical Research 
* Quintiles Spectral 
* SIRO Clinpharm 


* iGate Clinical Research 


Clinical data management & 
biostatistics 


Central laboratory services 








* Metropolis Central Laboratories $ 
* SRL Ranbaxy 
Clinical pharmacology services BA/BE) @ Accutest 
* Lambda Therapeutic 
* Lotus 
= eroe ex * Vimta 
Pre-clinical animal toxicology * intox 
Top three CROs Top three bioequivalence players 
Name Revenues " Name Revenues ` 
. Quintiles $18 mn Vimta Rs 30 crore 
SIRO $10 mn Lotus : Rs 27 crore 
iGate $6-7 mn Lambda Rs 25 crore 


Not verified accounts Not verified accounts 


India's position in the global clinical research industry 


Population Comfort level Intellectual property/ Cost attractiveness 
(Available of sponsors regulatory of the country 
patient pool) environment 









Country 












India 3 2 EM. 3 
China 3 1 1 3 
E.Europe 1.5 2 2 2 
us 1 3 $5 + 


Ratings: 1=Low; 2=Medium; 3=High 
Collective experience of the Indian CR0 industry 
Service Category Total Number of Studies/Projects Completed* 
Clinical trials _ More than 250 
Data management More than 120 | 


Central laboratory - z More than 625 
Clinical pharmacology (BA/BE studies) More than 2000 


*Only projects outsourced to Indian CROs are included; BA/BE: bioavailability/bioequivalence Source: Proximare 








NEXT-GENERATION. O M 
WRIST TECHNOLOGY...IS HERE. (ggg 


Regarded ds the most advanced wrist technology till date, Citizen Eco-Drive NEVER 
watch recharges itself by converting light from any source into energy. When NEEDS A 
the entire world tells time with outdated tethnologies, Citizen Eco-Drive stays 
ahead by simply eliminating the need for a battery. Hence, making Citizen Eco-Drive a 
Futuristic time-wear for the next generation. 


BATTERY 


IN T R.O D U € ING 


Eco-Drive 7 Moon watch collection 
, for those who are passionate about the wonders of time and space. A spectacular new 
collection of watches that showcase the seven phases of the moon. Possess one and i ' Ww 
embark on a journey to space. j I . - e y = ALES 


+ — N —s PO a Ska — MRP Rs. 18.00 


Vall d TT i 4 Ç IL LLL E 
MRP Rs. 17,500 MRP Rs. 17,000 MRP Rs. 16,500 


© Displays 7 phases of the moon * Water Resistant to 100 meters * Calendor: Day - Date - Month (AM/PM) 


Watch AP1015-57A is 80% larger than its actual size v 
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signed and the ‘export’ 











UST as the noise about the Posco 
steel project looked like calming 
down, the pitch is rising yet again. 
J The latest huff is over a note writ- 
fen by the powerful National Advisory 
-Council (NAC) to the Orissa govern- 
ment. Despite reports that the missive 
was a report by the NAC, it's probably 
ot so. The NAC website contains de- 
tails of all communications with the 
government, all press releases, and all 
concept papers written by NAC mem- 
bers. None mention the Posco deal. 

Our investigation, in fact, reveals a 
ifferent story. It seems that, not lon g 
the NAC received a document from 
an interest group saying why the Posco 
deal would harm India. Chief among 
the listed concerns were the export and 
reserves of iron ore, allocation of water 








€ On 'export' of iron ore and its reserves: 
to fulfil the demands of the 37 steel plant projects it has 
is really a swap deal 


€ On water resources: Orissa 
.cumec of water without upsetting irrigation 


- € On revenue losses from setting up SEZ for Posco: Takes 
. Chinese example. Also that of Mittal Steel in Jharkhand to 
_ Show that it is doing nothing unusual 


POSCO STEEL PROJECT 


Orissa calms Delhi's 
nerves — yet again 







Orissa has enough 
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will be able to provi 
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resources, loss of state revenues for 
granting the project a Special Economic 


_ Zone (SEZ) status, and acquisition and 


rehabilitation of land for the project. 
This document was first sent to the min- 
istries of mines and steel towards the 
end of July. The ministries individually 
forwarded it to the Orissa government 
with a covering letter from the NAC. 
Bhubaneswar responded on 26 Sep- 
tember. It said it has enough iron ore to 
meet the demands of the 37 steel pro- 
jects it has signed deals for. And that the 
‘export’ is in fact part of a swap deal 
where, before the high-alumina ore 
from the state is sent out, an equal 
amount has to be brought in. The total 
amount of ore swapped would not ex- 
ceed 30 per cent of Posco’ total require- 
































| ment. The states response also provides | 


Statistics to show that it would be able to 
provide all industries, including the pro- 
posed Posco plant, with water (at 7.5 cu- 
bicmetre per second) without upsetting 
the demands of agriculture. 
On the prickly issue of SEZ status, 
Orissa has held up the example of — 
what else? — Chinas success with a sim- 
ilar model. The observation perhaps 
keeps in mind a section of the Left par- 
ties that has been trying to spike the 
project's progress. The state's note also 
mentions the role ofthe Central govern- 
ment in encouraging SEZs across the 
country. It goes on to add that the ques- 
tion of benefits on state taxes does not 
arise now, but given an SEZ status, it 
would be eligible for the applicable con- 
cessions in Central taxes. In a bid to 
keep further criticism at bay, the re- 
sponse also adds that while formulating 
a state SEZ policy, the government 
would consider mineral-based indus- 
tries as a separate category to minimise 
certain benefits. Incidentally, the mem- 
orandum the Jharkhand government is 
set to sign with Mittal Steel early this 
month is also likely to have provisions 
for granting the project an SEZ status. 
The response is now with the min- 
istries of mines and steel, who will send 
itto the NAC with their notes. Of course, 
New Delhi politicos are asking why the 
NAC took an interest in the issue, con- 
sidering its mandate is to monitor how 
well the UPA government's Common 
Minimum Programme is being imple- 
mented. But the final word on this pos- 
sibly belongs to an official who has ob- 
served the project closely. "Such issues 
are par for course," he says. "You can't 
expect a project of this size to go 
through without any hiccups.” E 
PALLAVI ROY 
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Take the economical path. ` 
With Bosch technology. ` 










Vith pioneering innovations like common rail diesel fuel injection system and gasoline direct injectic 
osch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enhant 
vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vehic 

ha to the world’s best technology. Bosch, the largest auto component supplier in the world ar 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The pow! 
of We - giving you the best of both worlds. So that you can drive much farther for a lot less! 


z 
a 
O 


The power of We x BOSCI 






ABC 2. 


; IN 2003, Air Deccan was India’s first low- 


cost airline. Now, after two years, it is one 
of the fastest growing low-cost carriers in 
the world. But this same frenetic growth 
is bringing with it a host of problems. 


; Flights are often cancelled. Most of those 


that aren't, are delayed. Passengers are 
unhappy with the ATR service. Competi- 
tors are going to the extent of saying that 
Air Deccan is giving the “low-cost” taga 


, bad name. Worse, Air Deccan is finding it 


difficult to keep its costs down! 

To fix Air Deccan, G.R. Gopinath, its 
founder & managing director, has hired 
senior executives from Ryan Air, the UK's 


, mostsuccessful low-cost airline. The chal- 


lenge before new COO Warwick Brady, 
40, is in many ways bigger than what 
some other expatriate airline bosses have 
on their plates. Not only does he have to 
expand the business, but he has to knock 
the existing operation into shape. That's 
something even former United Airlines 
president Rono Datta is finding hard to 
do at Air Sahara. Young, energetic and 
aggressive, Brady believes Air Deccan is 
the next success story of which he must be 


7 apart.Hetells BW Anjuli Bhargava how 


he hopes to go about his job. Excerpts. 


m What is your mandate? 
I come from a world-class airline, Ryan 





Air of the UK, the most successful low- 
cost airline in the world. It is on a par 
with Southwest Airlines of the US 
[which is the benchmark for this kind of 
operation]. I genuinely believed that I 
would work at Ryan Air for another 10 
years. Then I was approached by some 
headhunters who wanted to know whe- 
ther I was interested in coming to India. 
I did some research and realised that if I 
wanted to do something big and excit- 
ing there were only two places where I 
could — India and China. I am here for 
the challenge of building Air Deccan in- 
to the biggest, most successful and low- 
est cost airline in India. I want to put in 
ona par with Ryan Air and Southwest. 


W Waulan't starting something new 





have been easier than taking charge of 
an operation and trying to change it? 
I'm not 100 per cent sure, but I think Air 
Deccan is the fastest growing airline in 
the world. With no international exper- 
tise, Air Deccan has done a fantastic job 
in putting an airline in place with 30 
aeroplanes that would carry 4 million 
passengers this financial year. Now it 
has recognised that to take it to the next 
level, it needs someone from an airline 
that's done it before. When I joined Ryan 
Air, it carried 8 million passengers [a 
year] and now it flies 36 million. So I 
managed to get huge growth there. It's 
on-time record is the best in Europe. I 
also restructured an airline called Buzz. 


=G Can you tell us about Buzz? 


INTERVIEW/WARWICK BRADY 


‘There will be an 
almighty war 
on air fares' 
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It was a low-cost airline set up by KLM, 
{the national carrier of the Netherlands]. 
All they did was set up a little national 
carrier with all its costs. | remember 
in the first week that I took over, Isawa 


memo from the catering committee | 


apologising to the crew that there was 
no beef on the Amsterdam-London 
flight and that they would have to make 
do with chicken. For a company that's 
trying to keep costs low, this didn't gel. 

Ryan Air bought Buzz, restructured 
it, cut the number of employees from 
about 600 to 150 for the same number of 
aeroplanes. We ran it as a separate com- 
pany as we didn't want the culture of 
Buzz to come into Ryan Air. We paid 23 
million euros for Buzz, which carried 2 
million passengers year. So we got a 
good deal. Air Deccan now needs to be 
shaped into a fanatically low-cost airline. 
Itis low-cost, but there are lots of people 
doing catering and cleaning. Turn- 
around times are high. It's not as punc- 
tualasit could be. It's facing these growth 
problems. And that's what I am here for 
— to manage Air Deccans growth. 








| z Äre there others from Ryan Air to 
help you do that? 

An engineering, an operations and a 
scheduling person. We also have a per- 
son who was with Ryan Air for about 14 
years and who has now set up a ground 
operations business. She will restruc- 
ture the ground operations and airport 
| services here. They will come in for 3-4 
months. We will be restructuring the en- 
gineering and taking a relook at inflight 
services. We have all the building blocks; 
we only have to put them together. 


m The fact that you have two types of 

aircraft defies the truly low-cost model. 
This is one of the issues I raised before I 
joined. My job here is to import the best 
bits of Ryan Air, but we dont necessarily 
have to replicate everything. Markets 
vary. There is a big opportunity in India 
to carry traffic from regional places, 
| where big Airbus aircraft cannot fly be- 
cause the runways are too short, to met- 
ros. I think there are around 100 regional 
airports in India. If we can offer alterna- 
tive transport at the right price where it 
doesn't take people a day to reach a 
metro, then there is an opportunity. Ac- 
tually, this is our competitive advantage 
over the other low-cost airlines, or so- 
called low cost airlines: all the others are 
starting with jets. 





Which costs are you hoping to cut? 


only been here three weeks, so I may be 
sure, there are always ways to cut costs. 
me coffee. This is a cost. It doesnt con- 


tribute to people flying in aeroplanes. 
Using secondary airports is funda- 


at the airports is very poor. 


Photographs: SANJIT KUNDU 


We'd like to look at regulatory ways of 
hedging fuel costs. 1 am looking at a 
minimum 15 per cent cost cut. ] have 


talking nonsense. But one thing is for 


Even in office, there are people serving 


mental to Ryan Air' strategy. Currently, 
with no secondary airports in India, this 
is an issue. But I think in time these will 
develop. Airport costs in India are 50 per 
cent higher than those in Europe. This is 
not sustainable for an airline for a long 
time if you want to keep lowering your 
fares. On top of that, the services you get 


Weare going to talk to Bangalore air- 
port — the old one. We don't want to 
have coaches — we're happy to let the 
passengers walk to the building. We 
don't want aerobridges. We don't want 
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STAR News 2596 


Zee News 16% 


NDTV India 14% 







Channel 7 6% 






Sahara Samay 6% 


India TV 6% 













We've left the others behind 
because we always kept you ahead. 


According to the latest TAM ratings, 
STAR News is the No 1 news channel in the country. 
To us, it simply means taking up bigger challenges and 
marching ahead with greater determination. 
Because you've put your faith in us, 
it's our responsibility to keep you ahead. 


And, in doing so, we won't ever stop. 


Come what may. 








ket Shares. Source: TAM-C&S. TG: Ali Adults, 154+ Markets: HSM. Period: September 18-24. 2005 
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*We don't 
want to be 
burdened 
with any 
cost not 


directly 
related to 
running the 
airline’ 





_ any frills whatsoever. Our job is to fly 


people for as little as possible. The air- 
port can work with us to develop the fa- 
cility for low-cost carriers. 

The second airport in Bangalore is 


. expected to come up. In five years, the 


old one can easily become the sec- 


— ondary or the low-cost airport. I know 


— 


the new airport authority is saying we 


' won't allow domestic flights out of the 


secondary airport, but when their air- 
port is handling, say, 5 million people, 
they wont care. 


9 m With the present cost structures, 
^. canthe low-cost boom really happen? 


Foralow-cost boom to succeed in India, 


, everybody has to come on board. Air- 


ports need to lower costs — navigation- 
al and landing charges and other fees. 
Forinstance, there could be a small sim- 
ple terminal in Delhi which cuts out all 


' i the frills. Also, the airlines could be al- 


lowed to hedge fuel. Certain laws may 
need a relook. In India, the airline is re- 


" quired to have its own security staff, 


whereas in the rest of the world these 
things can be outsourced or subcon- 
tracted. We are burdened by additional 


7 costs that are not related to air travel, or 


are not related to our core business of 
running an airline. In most of the world, 
airports are responsible for security. Of 
course, airlines have to be vigilant, but 
the primary responsibility for security 
lies with the airport authorities. 


m My Air Deccan flights departed and 
landed on time. | must be one of the 


77 lucky few. 


Iknow. This is one of our biggest prob- 
lems. But it's not one that we cant fix. 


` Believe you me, that's one thing that will 


change. Ten years ago, Ryan Air went 





through the same prob- 
lems. When I joined Ryan 
Air in 2002, it was leaving 
behind a 100 bags every 
time. Flights were two 
hours behind. It was on 
time 60 per cent, but com- 
mercially people were still 
paying to go late. Now, it's 
obvious you can't suffer 
that kind of reputation for 
too long. Ryanair was really 
in a bloodbath of bad press 
in the summer of 2002. We 
fixed it. Now, it's got a entirely 
different reputation. It's on time, it's 
cheap as chips, and it's a fabulous pack- 
age. Whether they smile at you or they're 
flying models is irrelevant. 


m Do you see a market for value-based 
carriers like Kingfisher? 

There may bea market, but the question 
is: how big is it? The biggest market 
available is for the cheapest travel. We 
will capture entrepreneurial business 
traffic. Value carriers will end up com- 
peting with us on fares. 






















m How do you see the market today 
and five years from now? 

If I was in IndiGo' shoes looking at en- 
tering the market, [I would see] fuel 
prices have gone up [and] lease costs 
have risen as availability of aircraft has 
gone down. I thinkit is a very, very tough 
market. There is going to be two years of 
very tough competition. Certainly, some 
ofthe airlines will go bankrupt. It is very 
important to be highly capitalised. One 
needs a big war chest. I think theres go- 
ing to be an almighty war on fares. No 
matter what airline segment you are in, 
fares are going to come down. A King- 
fisher must be biting into Jet already. 


m bm surprised Capt. Gopinath, who is 

so hands-on, has brought in someone... 

Is it an admission that he can't manage? 
Not at all. It's not that he can't manage. 
The problemis that it takes time to learn 
the best practice and I don't think in this 
market Air Deccan has the time to do so. 
So the only way to get it is to bring in 
people [who are familiar with those]. If 
you are going to take the best practices 
in the industry, you require to take 
someone from Ryan Air, easyJet or 
Southwest. E 
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RETRIEVE YOUR DISCS 


Each unit stores and protects up to 
100 data CDs, DVDs, music or game 
discs and links to your computer via a 


USB connection.* 


The bundled 


OpdiTracker software enables you to 
search its database of stored discs by 
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title, keyword, 
directory or file 
name to find and 
eject any disc 
within seconds. 
Perfect for 
businesses, 
studios and home 
use, with Disc 
Stakka you need 
never waste time 
searching for a disc 
again. Disc Stakka 
means productive 
disc management! 
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A CAFE BY THE DANUBE Starbucks may be looking east for 
expansion, but the real battle between the cult coffee chain and 
wannabe Indian chains might not be fought in India at all. 
Rather it could be on western turf. 

Café Coffee Day (CCD), part of the Rs 330-crore Amalga- 
mated Bean Coffee Trading Company (ABCTC), is venturing into 
Vienna, Austria, this November. This comes in the wake of feasi- 
bility studies in South-east Asia, Middle East and Eastern Eu- 
rope. ABCTC already has a strong network of business associ- 
ates in these regions since it exports green coffee there. 

While CCD is finalising plans to set up shop in a few cities in 
these regions shortly, its eventual target is 100 outlets over 3-4 
years in 10 countries. Says Shweta Shetty, ABCTC's head of 
business development: "We want to be a global player in this 
business. We have created a brand for high quality coffee expe- 
riences at affordable prices and the same model can be repli- 
cated elsewhere in the world. Austria was chosen first since it 
has a very strong coffee-drinking culture and high per capita 
coffee consumption." Cities like Vienna (the coffee capital of 
the world) already have established brands like Starbucks as 
well as its century-old homegrown cafes. 

Even as it moves abroad, CCD is expanding in India. It plans 
to double the number of outlets in the country to 500 in the 
next two years. Interestingly, the investment required to open 
an outlet abroad — Rs 18 lakh-25 lakh — is the same or even 
less than in India. 

CCD isn't the first Indian coffee chain to look overseas. 
Competitor Barista has opened five outlets in Dubai and four in 
Sri Lanka. Barista CEO Partho Duttagupta says: "For us, the hot 
markets to expand into are Bangladesh, Malaysia and Singa- 
pore, where there is a huge Asian population and where there 
are people who may have experienced the brand in India." 
These might also be some of the markets that CCD is targeting. 
The coffee wars are just getting fiercer. w 

ADITYA KHANNA 


ESPN STAR SPORTS 


Home run 


SPN Star Sports (ESS) was in a spot in 2003. The esti- 

mated Rs 500-crore sports channel had built up its 

brand with cricket since it entered India in the early 

1990s. It was because of cricket that cable operators 
carried the ESS feed, although they fought public and legal 
battles with the channel. But ESS had failed to bag the rights 
to telecast either India's matches, or the World Cup (2003 and 
2007). So it had to build up a basket of non-cricket pro- 
grammes that included British Premier League football and 
Formula 1 racing. While this was good enough to sustain the 
interest of cable operators in A class cities, close to 5,000 affil- 
iates in B and C class towns kept deactivating the feed when 
there was no cricket on it. ESS could not afford that. If it went 
on, ESS stood to lose both ad and pay revenues. Worse, be- 
cause ofthe logjam in India's cable system, operators stood to 
make money if they knocked channels off. 

To bring cable operators in B and C class towns back into 
its fold, ESS tied up with McCann Ericksons relationship 
marketing arm MRM Partners. Together, they launched 
Grand Slam, India’s first cable affiliates’ reward programme, 
in 2003, during India’s tour of Australia. Under the scheme, af- 
filiates got points for keeping ESS feeds on their system and 
also for paying up on time. The rewards on redemptions 
range from wristwatches to home theatre systems. Once a 
quarter, all registered affiliates are invited to bid for prizes like 
a Honda City car at only Rs 50,000 or a Sony Handycam for 
Rs 5,000. If an affiliate is active round the year, he could even 
bag a Chevrolet Optra. Also in Grand Slam are more intimate 
rewards like invitations to special film screenings. Depending 
on the activity, the response levels have been at 9-23 per cent. 
Meanwhile, registrations in Grand Slam have gone from the 
initial 60 per cent of the 5,000 target affiliates to 87 per cent. 
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OES radio have a | 

chance? It is just | 
coming into its own when 
almost every other medium, | months” and its share of ad- 
from print to the Internet, is | vertising will increase. "Re- 
booming. Abraham | tail [advertising] has been 


among other brands. 
He feels "the radio revo- 
lution is beginning in 6-12 








Thomas, 41, slow to come 
who joined onto radio," he 
Radio Today as says. He may be 
COO sometime right. The gov- 
ago, is bullish on ernment's new 
radios radio policy 
prospects. He would bring in 
has been about 330 more 
through print _ Stations. That 
and TV at The 2 should help 
Indian Express, = push up radio's 
Sony and MTV, $ share of the 
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Grand Slam seems to be doing the trick. ESS vice-presi- 
dent (sales & marketing) Sricharan Iyengar says: "This pro- 
gramme was launched to reward and recognise our partners. 
It's along-running programme and we don't lookat it as a tac- 
tical measure to improve collections [only]." ESS won't say 
how much collections have gone up, but it does let on that 25 
per cent of ESS' affiliates have redeemed their points and the 
figure is expected to touch 60 per cent by the end of 2005 as 
new programmes covering larger interest areas are added. 

While other broadcasters and distribution companies un- 
dertake promotional activities and events around the trade, 
ESS' is arguably the first long-term loyalty programme for ca- 
ble operators. An interesting by-product, which has so far re- 
mained in the heads of distribution staff, is the goldmine ofin- 
formation on affiliates’ behaviour that ESS is collecting. That 
should help retain these operators for some more time. m 

PALLAVI ROY 





AROUND 


+ Rs 12,000-crore ad pie from 


The other big issue with 


a miserable 1 per cent or so 


radio, 'undifferentiated con- 


now to atleast 5 per cent. tent’, says Thomas, is some- 
However, radio operatorsdo | thingthat Red FM is already 
not expect to provide an al- addressing. For example, it 
ternative to all advertisers. has signed a pact with India's 
They would mainly compete | largest music company, Su- 
for the Rs 4,000-odd crore per Cassettes Industries (T- 
that goes to hardcore local Series). The deal gives Red 
media like local cable TV sta- | FM six-month, exclusive 


tions, city and suburban 
newspapers, and outdoor 
advertising. So, Radio Today, 





broadcast rights of all new 
T-Series releases. 
Besides, there have been 


part of the Living Media changes in way Red FM 
group, plans to bid aggres- sounds, or in industry lingo, 
sively for more stations its packaging and attitude, 
when the second round of says Thomas. a 
licensing starts. VANITA KOHLI-KHANDEKAR 


| MEDIA ROOM 


T HREE recent forums have set me thinking about the fu- 
ture of print and television, as well as the fate of media 
buyers. The first, in New Delhi, was a debate organised by 
Media Research Users Council on how ratings could be 
made sharper. But in attendance was more press than 
users. Not surprisingly, no new idea came up. Ways to im- 
prove the width and depth of TAM's sample have been dis- 
cussed with it for over four years now. Most imply installing 
more meters. But each meter costs lakhs to install and run. 
It is unclear if advertisers would pay it more if TAM used a 
bigger sample. This forum, too, left that question unan- 
swered. | suspect it will stay that way till the next meeting. 


HE Ficci forum, The Future of Print Media, held in Mum- 

bai last month showed up the generational divide in the 
print industry. On the one hand there were the older editors 
and journalists who were shocked that media has forgotten 
its social responsibility. On the other were the younger lot, 
which takes itself a little less seriously and speaks the mar- 
keting man's language. But the most interesting session 
was the one that included investment bankers. Almost 
every major publisher asked them questions on the way 
bankers value companies and what drives benchmarks up 
or down. Look out for more deals in an already hot market. 


HE third, and 

my favourite, 
was The India Tele- 
vision Summit, 
2005, held in 
Mumbai days after 
the Ficci seminar. 
It was organised 
by Media Partners 
Asia, a Hong Kong- 
based media re- 
search and con- 
sulting firm, and Indiantelevision.com. For once, almost 
every session was fun. Most of the big names were there. 
Star India CEO Peter Mukerjea quizzed information & 
broadcasting secretary S.K. Arora and, in tum, was grilled 
by K. Jayaraman, head Hathway Cable. The bulk of the dis- 
cussion was about alternatives to using cable as a broad- 
casting platform rather than the usual whine about what is 
wrong with the cable industry. Heads of the direct-to-home 
businesses of various companies and even a senior person 
from Reliance talked about digital TV, which will offer high- 
end programming like the Star World shows. The push for 
digital TV, whether Internet protocol TV or DTH, seems seri- 
ous this time. By next March there will be at least four DTH 
providers compared with two now. And even if Reliance 
does not launch IPTV soon, Bharti or BSNL are likely to. a 

VANITA KOHLI-KHANDEKAR 
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quality of 
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Ministry 
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is not 
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the quality 
of the 
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it conveys; 
but depart- 
ments 
know no 
better 
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of 


delinquents 


LEARNT from the website of the Min- 

istry of Company Affairs that All Seasons 

Foods was liquidated in 1997. High time 

too. This company was set up in the 

1980s by someone who claimed to be a 
film producer. It issued shares to the public; it 
took loans from banks. It never paid dividends; 
it soon stopped servicing its bank loans too. 
When the banks sent people to its factory, they 
found that it had no assets worth the name. 
Then, in the early 1990s, the company asked to 
be allowed to make another public issue. Offi- 
cials opposed it; but the promoter had the sup- 
port of a leader who had fled to India from the 
same province of Pakistan as he. So the finance 
minister, who had not yet changed party, al- 
lowed the issue. But the public knew the pro- 
moter by then; the issue failed. I am happy that 
he will no longer be able to cheat investors. At 
least, not through All Seasons Foods. 

Since the ministry was taken over by Prem 
Chand Gupta, its website has become a mine 
of information. It now gives R&S, meaning 
research and statistics, put out by a division of 
that name. I could not find any research, but it 
gives the number of companies registered, 
amalgamated, liquidated, transferred, re- 
named and taken public or taken private. 

The number of registered companies is 
about 700,000 now, up from half a million in 
1998. Over 600,000 of them are private (that is, 
not government) and private (that is, not pub- 
lic). But 77,000 are public. Even BSE has only 
about 7,000 companies on its board; where are 
the remaining 70,000 quoted? 

I suppose they are like Krishna Continental, 
in which I invested ten years ago because a 
friend said his uncle was setting it up; it was 
called something else then. It has never paid 
dividends. I understand that it built a hotel, 
which promptly made losses and was closed 
down. I have no way to ascertain whether the 
promoters blew up the money or pocketed it; 
but either way I lost it. And its statutory audit is 
such a sham. The auditors say: records of fixed 





assets are outdated. They have not been recon- 
ciled because, say the promoters, the hotel is 
being renovated. And the auditors take the pro- 
moters' word for it that they have not disposed 
of the assets. They did not verify inventories, 
but took the promoters’ word for them. They 
certified that the promoters’ verification proce- 
dures were “reasonable”, whatever that might 
mean. Purchase procedures were commensu- 
rate with the size and nature of the company, 
but also needed to be strengthened. The com- 
pany has no internal audit; its controls were ad- 
equate, but needed to be strengthened. The 
company had paid its statutory dues in time, 
but the auditors have only its word for it. They 
also took the promoters’ word for it that they 
have committed no fraud. I think the auditors 
are just covering their ass; if this is all the law 
requires them to do, the law is an ass too. 
My only consolation is that if I lost a few thou- 
sand, Housing and Urban Development Cor- 
poration and Tourism Finance Corporation of 
India lost Rs 20 million. 

According to the company affairs ministry 
site, Krishna Continental was registered in 
Delhi. When? Not known. Address? Directors? 
Financial accounts? None of these is available. 
So then I searched for the annual return and the 
balance sheet. Both had been filed up to 2002- 
03. I have got its balance sheets up to 2004-05, 
so how did the Registrar of Companies (RoC) 
have them only up to 2002-03? Maybe the com- 
pany sends me its annual accounts but has not 
filed them with the RoC. But more likely, the 
RoC just receives annual accounts from com- 
panies, ties them up into bundles and stacks 
them in some rain-sodden warehouse. 

Then I searched the cases before Debt Re- 
covery Tribunals; Krishna Continental was not 
amongst them — strange, since its auditors say 
it is. Prem Chand Gupta has done well to make 
departments put information on the Web. But 
unless he can make them file, check, process 
and analyse the information, the results will 
continue to beincompleteandunreliable. 8i 
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| zdepth 


THE International Monetary Fund 
(IMF) surveys the global economy 
and its prospects twice every 

year. The new World Economic 
Outlook was released last month. 

It makes two key points: global 
economic growth has been stronger 
than expected and global risks have 
increased too (especially because 
of the huge deficit in the US 

current account). 

The IMF has also increased its 
forecast for India’s economic growth 
this year, from 6.7 per cent to 7.1 per 
cent. India is the only large economy 
other than Japan that is doing 
better than expected. Business- 
worlds 
spoke to the IMF’s economic 
counselor Raghuram Rajan on the 
major issues facing the global and 
Indian economies. Rajan spoke on 
the low level of global investment, 
the immediate risks in the Indian 
economy and longer-term 
competitive challenge like infra- 
structure and education. He was also 
concerned about the lack of further 
progress in economic reforms. 


Economists and policymakers have 

been worried about the huge US current 
account deficit and the equally huge cur- 
rent account surpluses run up by many 
countries in Asia. The new World Eco- 
nomic Outlook, too, has a detailed 
analysis of this problem of global imbal- 
ances. But I detect a change in your 
stance. The IMFS earlier analysis of 
global imbalances had focused on para- 
meters like domestic demand and cur- 
rency revaluations. Now, you are more 
focused on global savings and invest- 
ment — the more recent theory of the 
global savings glut that has been put for- 
ward by Ben Bernanke. 
Bi I would not call it a change in focus, 
but rather a deepening of the analysis. 
And I believe the savings glut is a mis- 
leading way to put it. The US is not run- 
ninga current account deficit because it 
is saving too little and the rest of the 
world is saving too much. It is better to 
think about it as an investment re- 
straint. The world is not saving too 
much; it is investing too little. 


Europe has been able to bounce back 
| after the IT bubble years. The crisis in 
Japan has killed investment there. Asian 
| investment, too, has dropped after 1997. 
That is the core of the problem. There is 
too little investment. 


The world economy has not suffered 
too much because US consumers have 
held up global demand. 

@ There has been implicit global policy 


growth. It's easy to criticise the US but 
we must remember that all the spend- 





Investment in neither the US nor | 


helped the world economy. Now the US 
has to save more, and the fiscal deficit 
there has to be reduced for this to hap- 
pen. The rest of the world also has to 
spend more. To rectify these global im- 
balances, consumption has to give way 
to investment. The issue is whether this 
will happen smoothly. 


Do you see the investment cycle turn- 
ing? It has done so in India over the past 


| few quarters. As a result, our current ac- 


coordination. The US has been spend- | 
ing and that has been good for global | 


ing it has done in recent years has | 


count has slipped into the red after three 
years of surplus. 

Bi It is happening in some parts of the 
world like Japan. In Germany, too, in- 
vestment has started looking up in 


Interview with Raghuram G. Rajan, economic counselor & 
director of research, International Monetary Fund 
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|. manufacturing, but not in other sectors 
likeconstruction. 


B Wouldn't this investment revival in 
places like Japan and Germany be can- 
celled out if investment tanks in China? 


They have been on an investment binge | 


there. The bad loans of the banks there 
` Suggest thata lot of this investment is un- 
viable. Will an investment slowdown in 
China pull down global investment? 

W China, big as it is, is not so big on 
a world level. So, I doubt it will have 
as much of an impact as you suggest. 
That said, Chinese investment has 


a. to slow down and improve in quality. 
` There has been excessive investment 


insome sectors. 
Investment in China needs to 
be guided by market signals. When 














ture’ 














‘Lack of 
reforms will 
hinder the 
ability of the 
economy to 
row in the 


China was trying to catch up, when 
its infrastructure was poor, itcould push 
investments aggressively. There will 
always be significant returns on a bridge 
across a large river, for example. But 
now, China has to take investment deci- 
sions at the margins. Should you build a 
bridge across a small river, or a refrigera- 
tion plant? 

The financial sector has to decide 
what project to lend to. This will require 
substantial change in the incentive 
structure in China, including in its state- 
owned companies, 


B Coming to India, your new report 
asks whether India can become a new 
growth engine for the world economy. 
You identify many reforms — such 
as bringing down the fiscal deficit, in- 
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What are 

global X | 
imbalances? | 
p ERHAPS the biggest single | 










threat to the global econ- | 
omy today is the yawning | 
gap in the US current account. | 
Naturally, its trading partners | 
(especially in Asia) have run up | 
huge current account surpluses. | 
This, in a nutshell, is what global 
imbalances is all about. | 
The world's largest economy | 
imports far more than it exports |. 
— $600 billion, or 6 percentof | 
its GDP. Lesser countries haw 
been brought to their knees f 
such profligacy. The Asian 
nomies were severely punish 
by global investors in 1997 afte 
they ran up large current ac- | 
count deficits. Their currencies | 
went into a free fall and domes- | 
tic interest rates had to be hiked | 
sharply to protect these eco- d 
nomies from further damage. — | 
The US has avoided this fat 
Many critics (including BW) have 
prophesied that it would be a 
matter of time before the US dol- 
lar declined, interest rates sho 
up and the US economy suffered 
a painful recession. Nothing c 
the sort has happened till now 
Why? Traditional analysis bla 
med US economic policy. Loose 
monetary and fiscal policies had | 
unleashed a wave of unsustain- 
able consumption in the US. But 
does the fault lie elsewhere? 
A few months ago, Ben 
Bernanke, now economic adv 
sor to US president George Y 
Bush, put forward an intrigui 
new theory. Global imbalances, 
he said, was not because the 
US was spending too much, but ` 
because the rest of the world ` 
was not spending enough. There ` 
was a “global savings glut” 
Thus, what is needed to solve ` 
the problem of global imbal- 
ances is more spending by the 
rest of us. 




























































ting in infrastructure and cut- 
ng tariffs — that India needs if itis 
to becomean important force in the 
world economy. But there are fears 
here that reforms have stalled. Does 
this worryyou? 
First, itis hard to quarrel with 7 
per cent growth. It indicates that 
the government has done some 
things right. The growth in the In- 
an economy is even more com- 
endable when you consider that 
oil prices have gone up sharply. 
High oil prices tend to bring down 
- growth. So India would have been 
. growing at over 8 per cent. 
, Butthe current growth in part is be- 
cause of reforms done in previous years. 
e current slowdown in reforms is a 
rry. It will hinder the ability of the n- 
dian economy to grow in the future. 
When we are growing so fast, supply 
traints can catch up very quickly. 
'astructure in areas like roads and 
power has to grow now in anticipation 
of future demand. And the government 
is an important role here as a facilita- 
or. So infrastructure has to keep pace 
th growth. 














ire there other immediate risks? 
sides the lack of adequate progress 
infrastructure, I would identify 
short-term risks. First, the fiscal 
cit. A lot has been said about how 
fiscal deficit will crowd out private 
investment down the line. But there is 
another reason why we need to reduce 
the fiscal deficit. Our ability to open up 
e capital account is limited if we do 
not deal with the deficit. We are capping 
he ability of our economy and our com- 
es to participate in the global econ- 
-omy because of this. 
" The second area to look out for 
is capital inflows. Right now, India 
being revalued in the minds of 
- global investors. Money is pouring 
. in. Global risk premiums are very 
_ low right now, which is another 
_ way of saying that interest rates are 
ry low. Investors are looking for 
yields in emerging markets such 
as India. But this money can be 
ulied out equally fast. So let's not 
assume that all this is long-term 
money. We have to be cautious. 










_ Another area of concern is the 








x x equally fast 





To rectify global 
imbalances, 
consumption 


has to give way 
to investment 





failure of the government to hike domes- 
tic oil prices. What are your thoughts 
on this issue? 

Bi India should pass through more of 
the rise in oil prices to the consumer. By 
absorbing it in the fiscal deficit or by 
forcing oil companies to absorb it, the 
government is creating a number of dis- 
tortions. First, the deficit explodes, sub- 
sidising people who do not need the 
subsidy. Oil consumption is more than 


it would be if prices were passed | 


through — after all, high prices are the 
best incentive for conservation. Finally, 
the government uses firms that have 
been partly sold to the public as an ex- 
tension ofthe government. 

Of course, there is a political price 
to be paid now for passing on oil prices, 
and it will raise inflation. But this is 
why it made sense to pass through 
prices right from the beginning and 
not pretend that the government could 
shield the public from world prices. 
The government could have pointed 
to world prices and passed it on. 
Now, of course, it is more difficult. 


Money is 
pouring in India, 
but a lot of it can 
be pulled out 
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l — ERE O QN REFORMS 


Unfortunately, once you get on 
the tiger of petrol subsidies (or 
any other subsidies), it is very hard 
to get off. 


E Are there any longer-term com- 
petitive issues that also need to be 
addressed? 
BB We often talk about the need to 
expand primary and secondary ed- 
ucation. This is undoubtedly nec- 
essary, both to attack poverty and 
as an essential component of a 
healthy democratic society. But we 
are also in danger of neglecting 
higher education. 
We could grow the IT sector 
because of our system of higher educa- 
tion. It is an important competitive 
strength. Higher education does not 
have to grow only with the help 
of subsidies. I am appalled at the fact 
that there are just seven IITs after 
so many years. We have to take this up 
on a war footing. 


Bl We have now had three consecutive 
years of 7 per cent-plus economic 
growth. There is a lot of talk nowadays 
about India's bright economic future. 
Many see it emerging as one of the 
world’s top economies in the next couple 
of decades. Do you think India has finally 
moved to a new growth trajectory? 

W I do sense that Indian industry has 

a greater belief in itself. Industry is get- 

ting globally competitive, This is the 

third wave — after IT and services. 

The government often gets faulted for 

not undertaking large-scale reforms, 

but we have made a lot of changes in 
the past 15 years. 

Iknowthat many people have made 
projections to 2050. To keep grow- 
ing at a fast rate till then requires 
certain conditions. The economy 
has to be resilient and the govern- 
ment should get the right policies. 
Look at Brazil It saw massive 
growth in the 1950s and 1960s, and 
then it just collapsed. 

It's important that you do not 
get swayed by your own rhetoric. 
You have to do alot of the underly- 
ing things correctly. For example, 
our young population is a great 
resource. But it can be a burden 
if we can't get jobs for them. A lot 
ofworkstillneedstobedone, @ 
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The economy is on a roll. í 


"É 
L 
ç 


But India needs more 
reforms and globalisation 
before it can become 

an engine for world 
economic growth 


The Lonely-Road 


NIRANJAN RAJADHYAKSHA 


HE Indian economy has blazed its 

wayto thetop of the growth charts 

once again. Last week, the govern- 

ment said that the economy 
grew by an estimated 8.1 per cent in 
the first quarter of the current financial 
year. Only China is growing at a faster 
clip. India and Japan are, perhaps, 
the only two major economies doing 
better than what was expected of them 
earlier in the year. The world is sitting 
up to take notice. 

The International Monetary Fund 
(IMF) has posed a tantalising question 
in its recent World Economic Outlook: 
is India becoming an engine for global 
growth? A country of our size should 
ideally be more than a bit player in 
the global game. The recent growth 
spurt has ensured that India's share 
of world output has increased — from 
4.3 per cent in 1990 to 5.8 per cent 
in 2004 (exchange rates adjusted to 
purchasing power parity are consid- 
ered). Our contribution to global 
economic growth, too, seems im- 
pressive at first glance. 

Over the past two years, accord- 
ing to the IME India has accounted 
for around a fifth of Asian growth 
and a tenth of world growth. That's 
not bad. But, yet again, it pales in 
comparison with Chinas numbers. 
China accounted for 53 per cent of 
Asian growth and 28 per cent 
of world growth (see 'The Trader 
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And The Recluse’). 


| REFORMS 





Further, India is yet 
to fully participate in 
the regional supply 
chains that have been 
strung across Asia 
and drive a lot of the 
inter-regional trade in 
our part of the world. 
India accounts for 
just 1 per cent of the 
trade between Asian 
countries. 

This will change in 
the years ahead, says ' 
the IME It estimates 
that between now and 
2009-10, Indian exports 
will more than double 
and imports will nearly 
triple. Even the govern- 
ment seems commit- 


| ted to finally cut loose from our isola- 


Ourgrowth has hadaverylimitedef- | tionist past. Just look at the spate of 


fect on the economies of other coun- 
tries. Or, as the IMF puts it, "spillovers 
from Indian growth remain limited". So 
despite the success in outsourcing and 


the gush of foreign money flowing into | 


the local equity markets, India is not an 
engine of global growth yet. Why? We 
do not import enough to make a signifi- 
cant change in the economic fortunes of 
other countries. We are not as depen- 
dent on foreign trade as countries 


like Japan, China, Taiwan and the | 


others were when their economies 
were taking off. 

India's surge in imports in 2003-04 
added a modest 0.1 to 0.4 per cent to 
the growth rates of select Asian coun- 
tries. Contrast this, once again, with 


China. Its gluttonous appetite for | 


imports has lifted the fortunes of many 
regional economies, including reces- 
sion-stricken Japan. 


THE TRADER AND THE RECLUSE 


m China 
m India 
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regional trade agreements the govern- 
ment has signed, or the oft-repeated 
goal of cutting tariffs to Asean levels, 
(Our average tariffs of 22 per cent are 
more than twice the levels seen in other 
emerging Asian economies.) 
But between vision and reality lies 
a pile of structural impediments — 
from rigid labour laws to sectoral re- 
strictions on foreign direct investment. 
But, perhaps the key challenge here 
is infrastructure. Prime Minister Man- 
mohan Singh often talks about the 
need to invest $150 billion to upgrade 
India's infrastructure. This magazine 
has estimated that the bill to build 
new roads, ports and power plants 
will come to Rs 2,760,000 crore. And 
economists have said that India has to 
more than double its commitment 
to infrastructure — from the current 
3 per cent of GDP to around 8 per cent 
of GDP. Only then will we see 
India being locked into regional 
supply chains. 

Says the IMF report: "A dynamic 
and open Indian economy would 
have an important impact on 
the world economy. If India contin- 
ues to embrace globalisation and 
reform, Indian imports could in- 
creasingly operate as a driver of 

, global growth as it is one ofa hand- 
š ful of economies forecast to have a 


60 2 growing working-age population 
Source: IMF 2 over the next 40 years." 







E Indian Institute of Technology Madras is 
cognized worldwide for its excellence in 
teaching, research and consultancy. It has a 
nt academic environment to nurture and inspire its 
J, brilliant student community and has state-of-the- 
nfrastructure with complete access and security, 
Department of Management Studies 
numbers graduating out of the best institutes in 


oartment's internationally reputed research 
es host well over seventy scholars having 
ucational and professional backgrounds and 
. They form one of the largest and most di- 
irch groups in B-schools in our country. 
Programme 
wo-year, eight-quarter, full time MBA programme 
iquely structured and rigorous. The batch sizes 
he range of 50 to 60 students, selected from 
twenty thousand applicants who take the highly 
etitive national-level Joint Management Entrance 


Me 
Re 
[TING edge research appears to be the focus 
of Chennai-based Institute for Financial 
Management and Research. (IFMR). Its Centre 
for Micro Finance Research and Centre for 
ed Financial Studies are involved in path-break- 
Iso, apart from the regular B-school courses, 
° has introduced a one-year certificate 
vith Madras Management Association, which 
ne extremely popular. It plans to kick start a 
ar course on Infrastructure Financing in asso- 
ith Indian Banking Association (IBA). 
-its-kind 1-year certificate course on Banking 
nance is on the anvil where lectures will be de- 
red through virtual classroom to Participants all 
r India. ICICI Bank will be associated with the 
. R Kannan, Director, MFR, says, “First we want 
stabilized because we need some experience 
ring. The virtual classroom interaction will be 
| learning process, besides support through a 
anagement system. 
for Micro Finance Research (CMFR) is into 
one hand and training and Strategy on the 
ë nnie Duflo, Coordinator and Research 
e, who completed her Masters in Public 
ration/International Development from 
liversity, "All our research projects are led 


Test (JMET) conducted every year by the IITs and IISc. 
The programme offers specializations, through. elec- 
tive courses, in the areas of Business Analytics and 
Consulting, Finance, Global Business, Human Re- 
sources Management, Marketing, Project and Opera- 
tions Management, Strategy, Systems and IT Manage- 
ment. eae : 

Placement 


Internationally and nationally reputed organizations, 
from a wide variety of business domains, have offered 
attractive careers to the students, and the MBA 
programme hàs had 100 per cent placement since 
inception. 

Faculty ; 

The faculty members have rich teaching, research and 
consulting experience. Their research work is pub- 
lished in reputed national and international journals, 
and presented at prestigious conferences. They regu- 
larly interact with business and other organizations/ 
institutions for mutual benefit. 

IIT Madras is committed to provide excellent, value- 
laden management education for responding to and 
Steering the dynamics of the complex business 
environment of today. The distinctive MBA@IIT Madras 
presents itself as an intellectually stimulating, 
professionally enriching and highly valuable learning 
option for both freshers and professionals with work 
experience. 
























by leading professionals in Economics and Finance.We 
basically provide funds, logistics and research 
associates. We work very closely with them." 


CMFR also organizes weekly or bi-weekly seminars 
with academicians and MFI practitioners as well as 
organizing courses. 


The objective of the Training and Strategy Unit is 
training in financial management and banking to 
senior management personnel of MFIs. Says Annie, 
“The micro finance sector has expanded rapidly enough 
to be commercially sustainable.” 


The Centre for Advanced Financial Studies (CAFS) was 
set up with the objective of initiating research efforts in 
finance. R Chandrasekhar, Head CAFS explains, “In 
India education in finance is lagging behind the US. 
One of the reasons is because we were a controlled 
economy, which meant thata lot of the training that 
took place focused on what was necessary in India. 
The idea is to correct that. With dereguiation, the 
environment today is very different. From the perspec- 
tive of a finance manager or a banker, the business 
has become more complicated." 


CAFS has put together a detailed database along with 
EPW Research Foundation where daily data on 
exchange rates, government security prices etc are 
available on the ICiCiResearchcentre.org website. 
Says Chandrasekar, "The idea is to allow researchers 
access to data that they might not otherwise have." 
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AVE cash, will buy. That seems to be the breezy 
motto of companies and private equity investors 
as a new deal mania is unleashed in India. Every 
week seems to bring news of some headline- 
grabbing deal or the other. Over the past few 
weeks, we have seen Bharat Forge making yet an- 


art Research Institute, and Newbridge Capital putting 
00 million into Shriram Holdings. And there is the inevitable 
uzz of many more deals on the horizon. There are, for exam- 


ing amega-acquisition ofaglobal petroleum company or that 


feritor, an ailing US auto components company. 
The malaise that had gripped Deal Street till very recently 
now a distant memory. The economy is on steroids and cap- 
alis furiously coursing through its veins — it could be a cor- 
orate acquisition, a private equity investment, or even an ini- 
| public offer (IPO). Business assets are being bought and 
Sold like never before. And, to add a happy twist, wannabe In- 
dian MNCs are pickingup targets in the US, Europe and Asia. 
Consulting firm PricewaterhouseCoopers (PwC) has tot- 
up the figures. The value of deals announced in the first six 
onths of 2005 is $6.9 billion. This is streets ahead of the $2.9 
on clocked in the first half of2004, and even more than the 


itfor the year may come to $15 billion. No wonder, invest- 
it bankers sport expansive smiles these days. 

Itis thus very possible that the year will end with thrice as 
ch deal activity than 2004. The average deal value is 42 per 
t higher, at Rs 94.4 crore ($21.7 million). PwC says that 
dia has the fastest-growing M&A market in the Asia-Pacific 
gion this year, second only to Japan's. 

.. Why has there been a spurt in deals this year? The red-hot 


year with GDP growth in excess of 7 per cent. It will be the third 
secutive year of fast growth, a rarity in our economic his- 
. Confidence is sky-high. But the mere urge to buy and 
merge is not enough. You need money for the job. Companies 
and private equity investors are sitting on large piles of cash. 

- "Companies focused on restructuring between 1997 and 
2003. They cleaned up their balance sheets. Now, companies 
are cash-rich and business confidence is sky-high. Add to this 





seems like a winning formula. This explains the frenzied activ- 


le, the rumours that Mukesh Ambani is on the verge of mak- | 


| the year has already 


d Mahindra has thrown his hat into the ring to buy Arvin | 


illion in the whole of 2004. A similar study by Bloomberg | 
ows that the deal flow has more than doubled this year. | 
this rate, India Inc's final mergers and acquisitions (M&A) | 


economy is the obvious starting point. India is likely to end the | 


the easy availability of funding options and you have what | 


i 
! 





The number of acquisitions 
and private equity deals in 


India has shot through the 


other global acquisition, Fortis buying Escorts | 


roof this year. Their total 
value in just the first half of 


overtaken that for the 
whole of 2004. What 
is fuelling this 
feeding frenzy? 


BY GARGI BANERJEE 





ity we have witnessed in recent months," says Praveen Kadle, 
Tata Motors' executive director and CFO. 

On the other hand, the India story is attracting foreign in- 
vestors in droves. Private equity majors like Blackstone and 
Carlyle have announced billion-dollar commitments to India. 
There were 20 significant deals of what is called private invest- 
ment in public equity (PIPE) — where investors put money 
into existing listed companies. There was Merlion India 
Fund's $50-million investment in Punj Lloyd, for example. 

India also sucked in larger amounts of foreign direct in- 
vestment (FDD this year, and some of it has gone into acquir- 
ing existing assets. An example of this is Holcim’s $800-million 
investment in ACC. 

“Itis almost a feeling of not being left out. All international 
players need to have an India story in their business plans," 
explains J. Niranjan, joint head of investment banking and 
M&A advisory at ICICI Securities, the fourth-largest acquisi- 
tion advisor in the first half of 2005. 

"In 2004, deal activity was largely restricted to the IT and 
telecom sectors. It has now spread across sectors," says Amit 
Chandra, joint managing director of investment bank DSP 
Merrill Lynch. There have been deals in a range of sectors — 
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THE CHANGING NATURE OF DEALS ACROSS TIME 


The 1980s 

The era of the first tentative reforms 
under Rajiv Gandhi and the birth of 
large-scale corporate ambition. The first 
corporate raiders — the likes of Swraj 
Paul, Manu Chhabria and R.P Goenka — 
emerge. Mega IPOs hit the markets. 


1992-1995 


Large-scale reforms. Business focus 
becomes a new Jeitmotif and 
conglomerates start selling non-core 
businesses. Another round of large IPOs. 


1997-2002 


Restructuring excercises taken up 
by Corporate India. Domestic con- 
solidation happens in key sectors 
like cement and telecom. Venture 
capital starts pouring into start- 
ups, especially into technology 
and IT service companies. 


For the first time, India witnesses a flurry 
of global deals. Private equity investors 
and MNCs get bullish. Most significantly, 
a number of Indian companies go for 
global acquisitions. 
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MERGERS & ACQUISITION 


PwC says it expects significant deal activity in two o 
sectors in the coming months. The first is real estate. The gov 
ernment ind x the sector to s investmen anc 


Mem op dia nities to merge and. acquis ehen I 
a few stray deals like the merger of Centurion P 
of Punjab, activity has been artificially restri 
change when (and if) the government she 
presses the reform button once again. 

But global plays are already very important tod. 
eign money coming into India or Indian companies taki 
large stakes in companies abroad. In fact, apart from a f 
deals for consolidation in the domestic market (sé 
Counter’ on page 37), some of the biggest deals have 
global ones. Oracle Vc 41 per cent of i-flex soluti 
$593 million. Tata Steel bought Singapore-base 
$486 million. Videocon bought the colour picture tubes 
ness of Thomson for $290 million. And that's what makes his — 
wave of deals so different from the ones that have preceded it. ` 

Let us explain in greater detail. This is the fourth wave of - 
corporate deal-making in India. The first wave lapped c 
shores in the 1980s. The first corporate raiders landed 
likes of Swraj Paul, Manu Chhabria and R.P Goenka, Th 
mega public issues, too, bit the markets, Thi 
first tentative reforms under Rajiv Gandhi a 
large-scale corporate ambition. Companies were ham 
by all sorts of licensing restrictions, and buying a.com 
was one obvious way to grow. 

The real thing happened in 1991 and old corporate 
pires felt the heat of competition. Conglomerat 
built sprawling and unfocused business portfo 
forced to sell non-core businesses that could not wi 
competitive pressures. The Tatas, for example, sold the 
business to Hindustan Lever. There was alot of choppir 
changing in the early 19905, and another round of 
That was the second wave of M&As, largely built on th 
of corporate restructuring. 

The third wave splashed its way through the corpor 












































































































































FACTORS DRIVING DEALS IN THE ASIA-PACIFIC 


| @ Privatisation is driving domestic deals in China. 


Cross-border deals have also picked up. 


| @ Spurred by regulatory changes, the S. Korean financial services sector is consolidating. 
B @ In Japan, domestic transactions are dominating the M&A market. 


: @ Expected economic reforms keeping the M&A prospects for India at a healthy level. 
| € Private equity interest is expected to continue in India in the medium to long term. 
| @ The outlook for investment in and out of Indonesia, Malaysia and Singapore remains 


x optimistic due to 


relative political and economic stability in the region. 


E € The number of deals in Thailand has fallen after the tsunami. 


@ M&A activity in Australia is going strong, though most deals are small. 
e Consolidation in the Australian energy and healthcare sectors is driving deals. 
@ Strong economic fundamentals favour M&A activity in New Zealand. 
Source: PricewaterhouseCoopers, Asia-Pacific Bulletin, Mid-year 2005 


| Key sectors like cement and telecommunications. Compa- 
. nies like Bharti Tele-Ventures and Hutch bought smaller 


_ also made its presence felt — venture capital. Money poured 





_ into start-ups, especially in technology and IT services. And, 


























| yes, there were large IPOs in this round too. 
. So what makes this fourth wave different from the three 





. deals with a global flavour. It could be foreign private equity 
| coming into Indian companies, like Newbridge's recent in- 
| Vestmentin Shriram Holdings. It could be a multinational cor- 














. colour picture tubes business of Thomson, which gave it five 
_ manufacturing and research facilities abroad. 
-Itis these deals that are the most interesting. "Cross-border 


Š Merrill's Chandra. There is good reason for the sudden rush to 
uy assets abroad. Indian companies are rapidly globalizing — 


etting research capabilities and marketing networks. For auto 


etworks that carry bandwidth across the globe. 





_ competitors and built national networks. A new type of deal | 


| previous ones? It is the first time that India has seen so many | 


vity has been increasing in leaps and bounds," says DSP | 


T Various reasons. For the pharma companies, itisallabout | 


_ landscape after Y2K. There was a round of consolidation in | 


| poration (MNO) entering India with a bang, like Swiss cement | 
major Holcim’s investment in ACC. Or, most significantly, a | 
global acquisition by an Indian company, like Tata Steels pur- | 
_ chase of NatSteel of Singapore, or Videocon’s acquisition ofthe | 


component makers, it is about forging closer links with global | 
_ supply chains. For telecom companies, it is about buying cable l 























Sometimes one can lead to another. Koushik Chatterjee, 
vice-president (finance) at Tata Steel, explains how an out- 
sourcing opportunity grew into a full-blown acquisition. “Nat- 
Steel was scouting around for a country to which it could out- 
source billet manufacturing. India was on the radar and Tata 
Steel was obviously top of the mind. The heads of the two 
companies initially met in 2003 to discuss a billet outsourcing 
agreement. After the first round of discussion, NatSteel offered 
a5 per cent stake to Tata Steel for the value that they could po- 
tentially create. The seed was sown. We were confident that 
value creation would be maximised only if it were a full- 
fledged acquisition. A little overa year and a half down the line, 
we were successful in acquiring NatSteel," he Says. 

Tata Steel or Videocon today have the freedom to buy com- 
panies abroad mainly because foreign exchange is no longera 
scarce commodity. Indias official foreign exchange reserves 
are in excess of $140 billion. Today, they more than cover the 


| countrys total foreign debt. So the government is not worried 


when companies spend hard currency to buy assets abroad; in 
fact aspiring Indian MNCs are being encouraged. 

Of course, there is still scope for further consolidation in 
the domestic economy too. Take the liquor industry, which 
saw one of the biggest deals of the year when the UB. group 
bought rival Shaw Wallace for $320 million. 

It all began in end-2004. The Jumbo group, managed by 
the Manu Chhabria family, put the Shaw Wallace & Co (SWC) 


| businesses on the block. Ironically, Jumbo had acquired SWC 


IR 


* 


in 1985, during the first wave of M&As in India. The 
Jumbo group mandated McKinsey Singapore to call 
for bids from potential suitors. UB Group chairman 
Vijay Mallya — once Chhabria's rival — offered the 
highest price. Initially, the Chhabrias were unwilling 
to even consider his offer. They were in pursuit of 
private equity firm Newbridge. However, New- 
bridge is said to have backed out due to complex 
deal-making procedures. 

Mallya, meanwhile, was not to be deterred. He 
roped in ICICI Securities as investment bankers in 
the deal. It was no easy task for the bankers, as private 
equity players were also in the fray. Says Manish 
Thakkar, vice-president (M&A advisory) at ICICI Se- 
curities, the company that advised the UB group 
through the acquisition: “It seemed that the UB 
group was not a preferred buyer. However, the fact 
that Mallya was the highest bidder could not be ig- 
nored. At one point of time, we even felt that the deal 
would go out of control. We then decided to make an 
open offer to acquire up to 25 per cent of the out- 
standing capital of SWC at a price of Rs 250 per share 
through a clutch of UB Group companies." 

Though it was initially termed as a hostile bid by 
the Jumbo group, after Vijay Mallya's open offer to 
the minority shareholders, the group engaged in se- 
rious discussions with Mallya to take the proceed- 
ings forward. Finally, the UB group acquired 54.54 per cent 
of SWC for $320 million. 

Thetwo above examples — one ofa global acquisition and 
the other of a domestic one — show that deal-makers have to 
be quick to capitalise on opportunities. And they would have 
to move even faster in the coming months, as the action picks 


DIFFERENT FACES OF DEAL-MAKING IN INDIA 


Pr aveen Kad le, CFO, Tata Motors 

‘During 1997-2003, companies 
cleaned up their balance sheets. Now 
confidence is sky-high. Add the easy 
availability of funding options, and 
you have a winning formula.’ 


Domestic Consolidation 


Cross-Border Deals 


Private Equity Deals 


Sanjeev Kr ishan, associate director, PwC 


‘Many private equity deals have fallen 
through recently because of high val- 
uation expectations. Deals in early- 
stage and unlisted firms continue, 
but those in listed ones are down.’ 


Koushik Chatterjee, vP (finance), Tata Steel 


‘During the talks (with NatSteel, for 
outsourcing), we were convinced that 
value creation for both parties would 
be at its best only with a full-fledged 
acquisition by Tata Steel.’ 
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TOP DEALS IN DIFFERENT CATEGORIES 





up further. There are three changes to look out for. First, 
friendly deals could give way to aggressive ones. Most of the 
domestic deals till now have been genteel affairs. Two compa- 
nies meet, their investment bankers and lawyers hammer out 
the details, and the deal is done. We are yet to see the more 
fierce variants — hostile bids, leveraged buyouts, and the 
other barbarians-at-the-gate stuff. 

Second, a large majority of the deals have been 
cash deals. There have been very few stock swaps, 
where one company offers its shares to the owners of 
the company it buys. As equity prices rise vertigi- 
nously, acquirers will be tempted to use their own 
stock as currency for acquisitions. 

The third issue to look out for is valuations. As the 
economy steams ahead and money chases deals, 
prices are bound to go up. Companies will then find 
building new capacity or new businesses relatively 
more attractive than buying them. Private equity in- 
vestors, too, could become more wary. 

Says Sanjeev Krishan, associate director at PwC: “A 
lot of private equity deals have fallen through in the re- 
cent past because valuation expectations have gone 
up considerably. Private equity deals continue in 
early-stage and unlisted companies. But those in listed 
companies have gone down because most private eq- 
uity funds find their valuations to be quite rich.” 

Says veteran investment banker Udayan Bose: “Itis 
important to feel the deal — and ask questions like, 
‘How strategically important is the deal? How commit- 
ted is the seller?’ What is the relationship with the tar- 
get management and the key clients?” 

Timely words of caution. 
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NIL Ambani's blaze 
of recent invest- 
ments — in compa- 
nies such as Finan- 
cial Technologies 
and Adlabs — has done won- 
ders for the existing share- 
holders of these companies. 
Share prices have zoomed, 
outperforming even the 
buoyant market. The private 
equity guys, too, have had a 
good run with their portfo- 
lios. Warburg Pincus's invest- 
ment in Bharti Tele-Ventures 
has been one of its most 
profitable worldwide. 
Thatis, perhaps, the easy 
part. Financial investors in 
India have been able to cre- 
ate value from large deals. 
But what about corporate 
acquirers? At the end of the 
day, will shareholders of In- 
dian companies actually 


benefit from the recent spate of acquisi- | whose money is put on the line? 


tions? That's a question that often gets 
conveniently buried under all the ex- 
citement generated by the deal frenzy. 
D.D. Rathi, whole-time director and 
chief financial officer of Grasim Indus- 
tries and one of the most respected 


voices in Indian finance, voices his con- | 


cern. “As the market for acquisitions 
heats up, two skills will become particu- 
larly relevant to Indian acquirers. First, 
they would need to build their due dili- 
gence skills further. Second, they have to 
develop their post-acquisition integra- 


tion skills. Once better deals have been | 


snapped up, it will be particularly im- 
portant to create value from the remain- 
ing acquisitions,” he says. Managers will 
have to roll up their sleeves and ensure 
that diamonds don't turn to dust. 
Acquisitions are good for the egos of 


corporate bigwigs, investment bankers | 


and journalists (they make good copy). 
But what about the poor shareholder, 


The global experience is not very 
soothing. Study after study has shown 
that corporate acquisitions have gener- 
ally failed to create shareholder value. It 
is one of the great mysteries of modern 
finance — why do shareholders allow 
managers to use their capital to acquire 
despite the fact that these acquisitions 
rarely create value? 





D.D. Rathi, chief financial officer, Grasim Industries 


‘Acquirers now evaluate target firms on typical parameters. 
But others may have a different view. This may result in one 
or both parties turning off an otherwise synergetic deal.’ 
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ponder. Kale and Singh say 
in their paper: “In spite of 
the growing importance of 
alliances and acquisitions, 
Indian companies have ex- 
perienced mixed success 
with them. In the initial 
years following economic 
liberalisation, Indian com- 
panies failed to create suffi- 
cient value from alliances 
and acquisitions, as com- 
pared to their MNC coun- 
terparts. However, with the 
passage of time, Indian 
companies have begun de- 
veloping the relevant capa- 
bilities to create more value 
from these modes.” 

There is another cause of 
worry. Returns on acquisi- 
tions fell after 1998. Why? 
Kale and Singh believe this 
has to do with the pricing of 
acquisitions. The earlier pe- 


SANJIT KUNDU 


| riod (1992-1997) saw the low-hanging 





What about India? There are no clear | 
answers because these issues have been | 


inadequately researched and debated 


here. However, a recent study by | 


Prashant Kale of the Stephen Ross 
School of Business, University of Michi- 
gan, and Harbir Singh of the Wharton 
School of Business, University of Penn- 


fruit being picked. The Indian M&A 
market was not well developed and 
hence assets could be picked up cheap. 
The acquisitions made after 1998 were 
more expensive, and so more had to be 
done to squeeze value out of them. 
"Subsequent targets may have posed 
greater challenges from the post-acqui- 
sition integration standpoint, such that 
only companies having wel l-developed 
integration strategies and/or skills are 
likely to succeed,” say the two acade- 
mics, echoing the point Rathi made. 
Investment bankers expect price of 


| acquisition to rise further in the coming 


| sylvania, on the period between 1992 | 
| harder you will have to work to make it 





and 2002 gives some interesting leads. 


Unlike the West, acquirers here | 
(both Indian and MNC) have generally | 


earned positive returns for their share- 


holders. But there is something elseto | 
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months, mirroring the rising prices of 
listed stocks. But one must remember 
that the more you pay fora company, the 


worthwhile for your shareholders. That's 
a plain lesson forthe deal masters. m 
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thick and fast. Billing rates have 
doubled. Though investment 
banks like to keep their own fi- 

















; nances hidden from public view, don't 
_ be surprised if revenues quadruple this 
< year. (Twice the number of deals done at 




















at have eluded i-bankers in recent 
- years are likely to finally land on their 
laps this December. The pain of seeing 
. friends in foreign exchange operations 
. and consumer banking walk away with 
| big bucks at the end of the year will no 
_ longer be there this Christmas. 
Indeed, investment bankers have 
. come a long way from the three-year 
Jean period after the market meltdown 
of 2001. In that time, equity issues and 
_ Corporate acquisitions nearly dried up. 
ut to 2003. The National Democratic 
ce government kick-started pri- 


-starved investment bankers, but 
€ pricing they got was nightmarish. 
he government decision to privatise 
NGC. and Gail pushed the fees on 


































deals to well below 1 per cent of the deal 
size. Some deals were even done at 
afer-thin feels of ten basis points (0.1 
5 per cent). All that is now over. 

|. . Thanks to the recent flurry of deals, 
_ investment banking fees have climbed 
50-70 per cent on an average. They have 
even doubled in some cases. (A lot of 
that has depended on the increasing 















complexity of deals.) However, the 
_ frenzy has a flip side too. Employee attri- 
_ tion has become a major problem. With 
| alot of boutique advisory firms and pri- 
| vate equity players like Blackstone and 
. Carlyle opening shop in India and oth- 








ers like Bessemer, Matrix, 3i and Nor- 

























investments in India, the largest invest- 
| ment banks have lost their best people. 
-.. Heavy-hitters like Rajeev Gupta, 


- T feels good to be an investment | 
banker these days. Deals are flying | 


ice the fees — get it?) The fat bonuses | 


ation. That was good news for | 


west Venture Partners also scouting for | 


Ñ who headed the M&A unit at DSP Mer- | 


rill Lynch, have moved to private equity. 
Ajay Sondhi, who headed investment 
banking at Kotak Mahindra, moved to 


Citigroup in Singapore. Thus, while | 


there is a steady flow of deals, there is 
now a shortage of talent to do the job. 
The largest players, though, are moving 
quickly to control the damage. The 
largest i-banks here, like Kotak and DSP 
Merrill Lynch, confirm that recruitment 
for mid-level executives has been ac- 
tively stepped up. But are they an an- 
swer to the sort of shortage faced? 

The rush to close deals and the 


shortage of people to work on them | 


have created inevitable 
problems. Says a veteran 
investment banker: 
“What we are facing now 
is a problem of over- 
banking. For every deal, 
you have 12-15 bankers 
vying to grab it. What 
happens as a result is re- 
active banking instead of 
proactive banking. There 
is lack of research among 
the new spate of bankers 
and they rush out to 
clinch deals without hav- 
ing done adequate back- 
ground work. So, many 
deals fall through. Most 
companies are increas- 
ingly creating their own M&A research 
teams, as the quality of investment 
banking leaves a lot to be desired." 

Amit Chandra, joint managing di- 
rector at DSP Merrill Lynch, strongly 
disagrees. "Let us notunderestimate the 
talent pool that we have in B-school 
graduates," he says. "After a few years of 
experience in the field of investment 
banking, they prove to be an asset to the 
organisation. Also, I do not think there is 
any shortage of talent servicing Corpo- 
rate India at present. With more finan- 


cial advisory firms being set up here, the | 


universe servicing Corporate India has 
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only become larger." 

Adds Falguni Nayar of Kotak Mahin- 
dra, the top investment firm in the first 
half of 2005: "Investment bankers have a 
larger role to play now, with deal activity 
increasing by leaps and bounds. For us, 
it means alot of research and network- 
ing. Information is collected from vari- 
ous sources and put across the table of 
the client. We are the ideal go-betweens, 
as we know the potential of the parties 
involved and play an important role in 
value creation." 

Meanwhile, i-banks are trying all the 
tricks in the book to retain employees. 


_ INTHE MIDDLE 





Sources say that even the smaller in- 
vestment banking firms like KPMG 
have promised 60-70 per cent salary 
hikes at the end of this financial year. 
Others, like Kotak Mahindra, have given 
superb mid-year bonuses in anticipa- 
tion of a good year ahead. JP Morgan is 
playing it safe — sources say that con- 
siderable raises have been promised to 
those who continue with the firm till the 
end ofthe fiscal year. 

Till the going is good, who is com- 
plaining? 
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S Liu Gan, 51, turns 
away from the bank 
teller window, he hur- 
riedly squeezes the 
bundles of notes in his 
hand into a faux lea- 
ther bag. It would be getting dark soon, 
and Liu doesn't like walking down the 


narrow hutong where he has a small | 


provision store with so much money in 
his bag. 

But Liu had no choice. Despite its 
chic, granite and glass interiors, the 


Bank of China branch in Beijing up- | 


market Sanlitun diplomatic area where 
he banks, does not give consumers the 
right to write a cheque. 


write cheques. Consumers and small 


businesses cannot as the Chinese bank- | 


ing system is not sophisticated enough 
to manage large quantities of cheque 
clearances. So Liu has to make all his 
payments in cash or bank transfers, 


Where the Chinese banking 


sector’s assets are 





53.7 —— 








— Others 


6 Four state-owned 


| 30-to-60 minutes it takes 
| him to come to the bank 


| managed banks, fuse to- 
In China, only corporations can | 


which are expensive and 
cumbersome. 

Liu estimates his losses 
from missed sales, when he 
closes down his store for the 


every week, at about 100 
renminbi (Rs 550). Multiply 
that by the hundreds of mil- 
lions ofothers who face sim- 
ilar problems and the an- 
nual cost to the economy 
can be safely estimated to be 
in billions of dollars. 

Chinas gigantic, but mis- 


gether to create a system 






that economists, and even Chinese offi- | Despite their glitzy exterior s and chic 


cials, describe with a simple word: Sick. 
Until 1995, China's banks focused on 
funding the government's ambitious de- 
velopment plans without paying atten- 
tion to their actual commercial viability. 


Non-performing 
loans of the 
four state- 
owned banks 


Non-performing loans 
(in $; 1 $= 8.11 RMB) 





commercial 
banks 


@ Urban 
commercial 
banks 


Joint stock 
commercial 
banks 
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interiors, China's banking operations 
are far from sophisticated 


That, coupled with endemic corruption, 
led the banks to accumulate bad debts 
between $400 billion and $800 billion, 
according to Standard & Poor's. 

While this would pose a serious 
challenge to any economy, the fallout 
for Chinais worse. The country's capital 
markets are so compromised by a lack 
of transparency that they have been the 
source of endless jokes, and a fair share 
of suicides. Hence, most Chinese invest 
their savings in banks, making them the 
primary source of capital in the country. 

Banks provide about 95 per cent of 
Chinas capital needs, and at the end of 
2004, total bank loans stood at about 
$2 trillion, about 125 per cent of GDP In 
comparison, the combined market cap- 
italisation of the Shanghai and Shen- 
zhen stock exchanges was just $375 bil- 
lion, about 25 per cent of GDP. 

Such anomalies have led people to 
illegally send their savings abroad or 


DANK OF 


CHINA 


A 
ptm e teen 


partake in a thriving network of under- 
ground banks, estimated by the Public 
Security Ministry to control more than 
$25 billion. Even state-owned corpora- 
tions have begun to play in the under- 
ground banking system, often borrow- 
ing money from official banks at 5 per 
cent and lending it through under- 
ground banks at 10 per cent. 

But all this is about to change now. 

"China's banking sector is entering 
into a critical stage of reform," says 
Wang Zhaoxing, the deputy chairman of 
the China Banking Regulatory Commis- 
sion (CBRC). 

Until now, the Chinese economy has 
burgeoned largely from access to cheap 
and compliant labour, a disdain for in- 
tellectual property rights and environ- 
mental standards, and an unquestion- 
ing, unceasing flow of cheap money 
from Chinas ailing state-owned banks. 
But the realisation has dawned on 
China's modern mandarins that for 
their country to enter into the next 
phase of its growth it needs to develop 





efficient, world-class financial infra- 
structure that allows domestic compa- 
nies to raise capital and attract greater 
amounts of foreign portfolio invest- 
ment, says Xu Xiaonian, professor of 
economics and finance, at the China 
Europe International Business School 
(CEIBS) in Shanghai. 

This has been true from the time of 
the Knights Templar, who created the 
Anglo-Saxon banking system, to the 
heydays of the Silk Route, where Per- 
sian, Chinese and Indian traders 
learned to coordinate their financial 
systems, to the experience of Commu- 


nism, which perished from the lack of 


the same. 

Another incentive for change — 
Chinese banks will soon have to with- 
stand competition from foreign banks 
that will have open access to the Chi- 
nese market from 2007 under World 
Trade Organization rules. 

And so the giant ship of the Chinese 
state has begun a slow and difficult tack 
towards restructuring its financial sys- 
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BANKING 





tem and markets. Its goal: turning Bei- 
jing and Shanghai into global financial 
centres that will rival, if not overshadow, 
Hong Kong. 

To equip China's banking sector to 
adequately serve the country’s bur 
geoning economy and provide reliable 
saving vehicles for individuals, the Chi- 
nese government has begun a pro- 
gramme designed to make its banks 
more market-oriented. New institu 
tions designed to effectively regulate 
China's banking and financial markets 
are also being put into place. 

If this play succeeds, China will steal 
away one of the main advantages India 
currently has over it, and become a fat 
more attractive destination for foreign 
portfolio investment than Mumbai 


AST week, the China Construction 

Bank (CCB) became the first major 
state-controlled Chinese bank to an 
nounce an initial public offering (IPO 
With an asset base of $472 billion, it is 
Asia’s second-largest bank after HSBC, 
and is expected to sell its shares on the 
Hong Kong exchange at 1.6-2.5 times 
their book value. That's in line wit 
prices commanded by four smaller Ch 
nese banks listed on the Shanghai stock 
exchange: China Merchants Bank, Min 
sheng Bank, Shanghai Pudong Deve 
opment Bank and Hua Xia. 

If CCB can sell its stock at the higl 
end of that range, it could raise $8 bil 
lion, the largest raised by a Chinese 
company. Significantly, the Chinese 
government will retain a 72 per cent 
stake in the bank. 

But CCB’s IPO is not only important 
in itself. Itis the model being used to res 
cue all the four major banks in China 

Currently, all of Chinas ‘big four’ 
state-owned banks, which hold 55 per 








| Pe legacy problems, such as the high stock of non-per- 
forming loans and low capitalisation, by infusing fresh 
capital into the banks from the government and 

foreign investors. 









|^ Rus banks andi improve their credit processes by 
| using foreign managerial expertise. Stop using them to 
“bankroll government t projects. 
















dee banks to sharpen their marketing skills and allow 

them to expand into new areas, such as wealth man- 

, agement, investment banking and retail finance. 

C ontinually increase competitiveness by allowing 
foreign banks to compete in the domestic market with 

local banks. 

















DD rogressiveyy i improve the supervisory structure, so that 
systemic risks are contained. 








cent of the country’s total deposits, are | 
technically insolvent. 
But the Chinese government has | 
‘been working to fix that. In 2003, the | 
BRC was created to take over supervi- 
sion of Chinas banks from the People's 
Bank of China, the country’s central 
ank. Among its first acts was to turn the 
big four banks into joint stock compa- 
nies and recapitalise them. | 
CCB and the Bank of China each re- | 
eived $22.5 billion in fresh capital, and | 
$15 billion was injected into the Indus- 
ial and Commercial Bank of China. 
The Agricultural Bank, which is esti- 
mated to be in the worst condition, has | 
also been promised an as yet unspeci- 


To jolt the banks themselves into in- 
| ternal reform, in March 2004 Premier 






































Wen Jiabao gave them three years 
within which to turn into world-class 
institutions. Though foreign investors 
have been allowed to acquire stakes in 
Chinas 12 second-tier joint stock banks, 
such as the Shanghai Pudong Develop- 
ment Bank in which Citibank has a five 
per cent stake since 1999, Wen sent sig- 
nals that the government was also inter- 
ested in privatising the big four banks. 
Since then, the CEOs of almost every 
major bank in the world beat a path to 
Beijings doorstep. Though existing reg- 
ulations stipulate that foreign investors 
can hold no more than 25 per cent inter- 
fied capital infusion. est of a domestic bank, with a single for- 
This helped bring the capital ade- | eign investor holding no more than 20 
quacy ratio of the big four to 8 percent, | per cent, exciting prospects saw the 
the minimum required by the Basel | CEOs making some pretty hefty offers. 
Capital Accord. The banks' non-per- 
_ forming loans (NPLs) have also been 
~ transferred to four state-owned asset 
*; Management companies, and the gov- | 
-ernment has indicated it will try to sell | 
off this debt and use its massive foreign 
exchange reserves of $700 billion to 
write off any remaining losses. 
-. The CBRC has also begun formulat- 
ing and implementing a more prudent 
Monetary policy and improved pay- 
ment, clearing and settlement systems, 
and most controls on interest rates have 
been lifted. 


tion process in India, where it took a 
decade to privatise the $22-million Cen- 
taur Hotel in Mumbai, investors in 
China didn’t walk away empty handed 
or frustrated. 

Bank of America has been given a 
9 per cent stake in CCB for $3 billion, 
and a consortium made up of The Royal 
Bank of Scotland, Merrill Lynch and 
Hong Kong tycoon Li Kashing paid $3.1 
billion for another 10 per cent in 
the bank. 





BUSINESSWORLD 46 17 OCTOBER 2005 





Unlike the long drawn-out privatisa- | 


Temasek Holdings, an investment | 








arm of the Singapore government, paid 
$3.1 billion for a 10 per cent stake in 
Bank of China, and the Switzerland- 
based UBS bank injected another $500 
million into the bank. 

Goldman Sachs and the German 
bank Allianz are in talks to pay about 
$1 billion for a stake in the Industrial& 
Commercial Bank of China, and last 
month the Agricultural Bank of China 
signed a cooperation agreement with 
the Italian banking group Capitalia SpA. 

Smaller Chinese banks are also hot 
favourites with investors. HSBC has 
paid $1.74 billion for a 19.9 per cent 
stake in the Bank of Communications, | 
Citibank has bought a similar stake in f 
the Pudong Development Bank for $625 ` 
million, and General Electric's con- 
sumer finance division has bought a 
seven per cent stake in the Shenzhen 
Development Bank for $100 million, 

Unlikethe employees and managers 
of Indian public sector banks, who 
paralysed financial services in the coun- 
try last fortnight with a strike to protest 
against privatisation, China's bank 
CEOs are supportive of privatisation. 

“If we close the door and try to re- 
form by ourselves we will not succeed," 
says Li Lihui, vice-chairman and presi- 
dent of the Bank of China. "It's not just 
expertise we need, or we could just hire 
McKinsey. We need new processes, bet- 
ter management, and so only when for- 
eign banks participate in China's banks 
will we be able to become real commer- 
cial banks and not remain tools of the 
government." 

Xu says that in today's China "a local 
mayor can call a bank and say give so- 
and-so a loan or I will shut down your 
electricity supply. With foreign partners, 
they cannot do this”. 

Such clarity has allowed Chinese au- 
thorities and foreign investors to under- 


| stand the role each will play in remaking 


China's banks. “It's not enough to clean 
up banks and yet continue the habit of 
making bad loans," says William R. 
Rhodes, chairman of Citibank. "What 
foreign banks with stakes in Chinese 
banks will do is provide experience and 
expertise in marketing, lending, credit 
and competition which will result in 
better services for customers." 

In most cases, the foreign partners 
have agreed to share their capital and 
know-how in risk management, and as- 
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The capital market reforms 





also taken some significant steps to improve its capital 

markets. Last month, it allowed more than 1,300 largely 
state-owned firms to begin selling their non-tradable govern- 
ment-controlled stocks in the open market. 

That put nearly $270 billion worth of state-held stocks into 
the stockmarket, an act aimed at boosting the depth of the do- 
mestic market. To end the corporate sector's dependence on 
banks for their capital needs, and expand financial markets, the 
Chinese government has also recently given companies the right 
to issue commercial papers (CPs). 

The People’s Bank of China, the country’s central bank, which 
regulates bill issuance, said the instruments will make borrow- 
ings cheaper, more transparent and distribute default risks more 
widely than bank loans do. 

Since interest rates on 
CPs are 2.5 per cent, as 
opposed to the 4.5 per 
cent banks charge on 
working-capital loans, 
large firms like Air China 
have leapt to utilise this 
new source of funds. 

In total, about $20 
billion will be raised from 
CPs over the next year, ac- 
cording to the China Gov- 
ernment Securities Depository Trust & Clearing Company. 
China’s state-controlled petroleum major Sinopec has said it 
alone will raise as much 10 per cent of that by mid-2006. 

Even banks have shown they are willing to cannibalise their 
lending business by trading in CPs. To further loosen capital con- 
trols on corporations, the State Administration of Foreign Ex- 
change is lifting restrictions that kept domestic and multination- 
als in China from buying foreign currency and lending it to 
overseas subsidiaries. 

Significantly, China’s central bank governor Zhou Xiaochuan 
has also said that certain foreign exchange controls will be lifted 
in the near-term to create conditions for full convertibility, but he 
did not say which ones. 

Lastly, in an unprecedented move, the government granted 
foreign corporations the right to issue bonds in the domestic Chi- 
nese market last week. z 

The International Finance Corporation, the private sector fi- 
nancing arm of the World Bank, has already announced its intent 
to issue Chinese renminbi-denominated bonds in the domestic 
capital markets, making it the first international organisation to 
do so. More care expected to follow. 


A LONG with banking reforms, the Chinese government has 
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set and liability management with their 
Chinese partners, who will provide 
them with a local brand, distribution 
and customer base. 

“Its a win-win situation,” says Yang 
Kaisheng, vice-chairman of the Indus- 
trial and Commercial Bank of China. 
“We learn advanced management and 
they have access to our market.” 

Xu says importing foreign executive 
pay packages and incentive structures 
will also prove critical in unleashing the 
potential of Chinese banks. 

The promise ofthis brave new world 
of banking had led the Chinese govern- 
ment to go to great lengths to accom- 
modate foreign investors, who are es- 
sentially paying billions to buy into 
technically insolvent companies. 

For example, the 
Royal Bank of Scotland, 
which bought into 
CCB, was promised it 
would get some of its 
money back if there 
were any unexpected 
surprises in CCB's 
books, or if the 
banks planned IPO 
didn't happen. 

In retrospect, such 
guarantees seem un- 
necessary. After CCB, 
both Bank of China and 
the Industrial and Commercial Bank of 
China are expected to launch IPOs too. 

"We are on track to issue an IPO in 
the first half of 2006," says Li, after Bank 
of China's un-audited operating profit 
rose 12 per cent during the first half of 
this year. “Bad loans are down to five 
percent, we have centralised our loan- 
granting facility, the adoption in 2004 
of the latest accounting rules is in line 
with international standards and we 
have adopted an independent internal 
review system. With good services and 
products, we can now adapt to any 
competition." 

Yang says: *Bad loans have been 
completely removed from our balance 
sheet. We are prepared in the next 
month to create a stockholding firm and 
then hasten the preparation —at the ap- 
propriate time — for an IPO next year.” 


F all goes as planned, Liu Gan will 
probably not have to walk an hour to 
his bank every week anymore. In fact, 
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the next time he is there he'll probably 
have a better chance than ever before of 


scoring a cash-flow loan from his ac- 
count manager. 

"The purpose ofthe reform is to cre- 
ate better credit for entrepreneurs," 
says Wang. 

Future growth in China will depend 
increasingly on the ability of small and 
medium-sized businesses to grow. 
There is no way the government can 
identify which companies have real po- 
tential and so it is hoping responsive, 


professional lending will nurture | 
| such as wealth management and mu- 


China's future conglomerates. 


Beyond restructuring China's do- | 


mestic banks, Wang says more foreign 


banks will also be given licenses to deal | 


in renminbi transactions. 
By the end of 2004, there were 62 for- 
eign banks operating in China, but their 








operations were small and they ac- | 
counted for only 1.8 per cent of Chinas | 
total banking assets. Wang says that | 
there could be as many as 140 foreign | 
banks in China within a year and that | 
they “will become an integral part of | 
China's banking and inject new blood | 
into the economy". | 

Both foreign and domestic banks are | 
being granted greater commercial inde- | 
pendence. Restrictions on deposit and 
lending rates are being gradually lifted, 
and the government is allowing them to 
operate in hitherto forbidden areas, 


tual funds. | 

Citibank's Rhodes says retail bank- | 
ing services, such as credit cards and | 
consumer loans, will constitute a major | 
segment of the growth in China's bank- | 
ing industry. Though China's potential | 
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credit card consumers could number 
70-75 million by 2010, according to Visa 
International, today the country’s banks 
have issued just 24 million credit cards. 

To boost consumer finance, the gov- 
ernment has committed to creating a 
nationwide credit system that will allow 
banks to run instant credit checks on 
potential customers. 

A credit bureau started in 2002 by 
the Shanghai Information Office and 
the People's Bank of China Shanghai 
branch will be expanded and viable per- 
sonal bankruptcy laws are also being 
formulated. 

Of course, a lot more will need to be 
done before China can truly become a 
global banking centre. Full or majority 
foreign control of Chinese banks is still 
years away, says Xu. Also, Chinese banks 
have been given so many bailouts by the 
government that they still have to prove 
they are capable of performance im- 
provements on their own. 

The promise of foreign banks im- 
proving local ones might also come with 
certain caveats. Though foreign banks 
operating in China have a non-per- 
forming assets ratio of just 1.3 per cent, 
that's partly because they skim the mar- 
ket for the best customers. This is un- 
likely to change with privatisation, and 
the legacy problems in China's rural 
banking system are likely to remain un- 
touched and unresolved. 

Wang Zhaoxing of the CBRC says in- 
vestors should have some patience and 
view China's banking industry in the 
context of its circumstances. Unlike In- 
dia — which under British rule had a de- 
veloped banking system by the early 
1850s — China used silver as its primary 
exchange until the 1920s. Though 
Shanghai became a major Asian bank- 
ing centre during this period, the rest of 


| China had no Western-style banking 


until the early 1980s. 

So instead of just taking a photo- 
graph of China's banking industry as it is 
today and comparing it unfavourably 
with America's or India’s banks, one 
should consider the trajectory of China's 
banking system instead, says Wang. 

Though India will still retain its lead 
over China in capital markets in the 
conceivable future, New Delhi will soon 
lose the lead it has in banking unless it 
acts quickly to further reform Indian 
banking. p 
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NDIAN venture capitalists havean | 


axiom for dealing with biotech or 
pharma companies: it is not possi- 
ble to start and build a pure drug 
discovery company in India 
through external funding. The 


drug discovery model is too risky — | 
even US companies have a high failure | 


rate in this business — and takes too 
long to generate revenues. There has 
never been an instance of anybody in 


India funding a pure discovery com- | 


pany that is intent on abstaining from 
services for initial growth. 

Axioms remain true in mathematics. 
But in business, they are violated once 
in a while without affecting their valid- 
ity. The first exception to this rule in In- 
dia — so far the only one — was 
Connexios, a two-year-old company in 
Bangalore. Even drug discovery service 
companies in India are funded after 
considerable deliberation. But Connex- 
ios got funding easily from Nadathur 
Holdings, after only a simple query. 

Connexios is among several ven- 
tures in the pharma value chain that 
Nadathur Holdings is funding. After 
the pure drug discovery company was 
set up, Nadathur invested in Indegene, 
a pharma marketing services company. 
At the end of last month, Indegene 
bought Medsn, a pharma services 
company in the US. It will not be long 
before Nadathur Holdings sets up or 
acquires another company in the life 
sciences sector. 

The formation of Connexios was 
pure chance for N.S. Raghavan, manag- 


ing director of Nadathur Holdings. He 
had set up a semi-formal division in his 
company called Nadathur Health and 
Life Sciences (NHLS). This division 
would track the entire pharma value 


beginning and end of this chain. NHLS 
| isnowlooking for companies that will 
fill the space in between: clinical re- 
search companies, measurement com- 
panies, chemical synthesis companies, 
or any other company that has a tech- 
| nology for the pharma industry. 































chain, from drug discovery to market- | 
ing. Connexios and Indegene are at the | 


Nadathur does not play by the rules 
prevalent in the VC industry. N.S. 
Raghavans son Sriram Nadathur, who 
runs NHLS, finds it difficult to describe 
his company. Is ita venture capital com- 
pany, a private equity company, a hold- 
ing company or an angel investor? “We 
show the characteristics of all four,” says 
Sriram, “but we are not any one of them 
in pure terms.” Nadathur Holdings 
shows major differences with each type, 
particularly when it works with Connex- 
ios. It gives money periodically, when- 
ever necessary, and reviews the equity 
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structure once a year. It is a partnership 
in the truest sense. And the key players 
in the three companies have been close 
friends for some time. 


S we said earlier, Connexios was set 
up without much difficulty. 


Founder Suri Venkatachalam was get- 
ting restive at Metahelix, a company he 
had co-founded in 2001. He was not re- 
ally interested in agriculture. He is a 
physicist-biologist with a deep interest 
in complex systems. Venkatachalam 
spoke to V. Sarangarajan, a director of 
















Nadathur Holdings. He also spoke 
about his idea to his friends and co- 
founders at Metahelix. Everyone agreed | 
that Venkatachalam should set up his 
own company; they also helped him 
move easily out of Metahelix with a core 
team ofsix people. "The two companies | 
have the same investors, and this factor 
helped a lot in the end,” he says. 
Venkatachalam was an experimen- 
tal condensed matter physicist who | 
used his expertise in large-scale data 
modelling to study neurobiology and 
ecology. At Connexios, he uses this | 
knowledge to study bio- 
chemical pathways, a | 
complex chain of interac- | 
tions between molecules | 
| 
| 





in the body that finally re- 
sult in a chemical com- 
pound. Different path- | 
ways have deep | 
connections between | 
themselves (the word | 


Pharma spending 


across the value chain (in % 





€ Drug discovery R&D 








@ Active process development 











€ Dose form R&D and drug 
delivery development 








€ Clinical trials and regulatory 
filings 










€ Intermediate manufacture 








€ API manufacture 








€ Dose form manufacture 








€ Dose form assembly 
and packaging 








€ Sales and marketing and 
post-launch activities 








Note: These figures are percentages of the total revenue of 
| a typical innovator company with a turnover of more than 
$2 billion. Every component is outsourced to some extent. 








Source: Cardinal Health 





Nadathur Holdings is investing in 
a string of companies operating 
along the pharma value chain, 
starting from discovery. By P Hari 
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‘Connexios’ is derived from this idea) 
andare difficult to model. Defects in the 
pathways are often implicated in dis- 
ease; so a good understanding of bio- 
chemical pathways is necessary to de- 
sign drugs. 

Connexios set up two divisions as 
soon asit moved out ofthe Metahelix of- 
fice in mid-2002. One was the computa- 
tion division, which collected and 
analysed all the scientific data about 
specific pathways that are of interest to 
the company. The other division was for 
molecular biology; it would conduct ex- 


| periments based on the insights from 


the computation division. Venkatacha- 
lam got two PhD holders to head these 
divisions — Manjula Das, a molecular 
biologist from the Indian Institute of 
Science (IISc), moved with him from 
Metahelix to head the biology group. 
Sujan Dhar, a condensed matter physi- 
cist from IISc with an interest in compu- 
tation, joined to head the modelling di- 
vision a year later. 

Connexios started its work using 
data from experiments conducted at 
the Central Drug Research Institute 
(CDRI) in Lucknow. CDRI had found 
out and tested several medicinal plants 
for their anti-diabetic properties. Con- 
nexios took these plants and tried to 
find out their effect on specific bio- 
chemical pathways. The idea behind 
this exercise was that if the plants have 
anti-diabetic properties, they would 
'perturb' the pathways that are involved 
in diabetes. If you find out what aspect 
ofthe pathway is disturbed by the plant 
extract, you may get clues about the key 
points in the pathways that are impli- 
cated in diabetes. This, in turn, may help 
you discover drugs for diabetes. 

Such work gives three potential rev- 
enue streams to Connexios. One is to 
standardise and use the plant extracts 
themselves as drugs; this business could 
even be spun offas a separate company. 
The second is to develop assays (tests) 
that could screen molecules for anti-di- 
abetes activity. Connexios has devel- 
oped such screening methods and can 
use them to partner with drug develop- 
ment companies. The third and most 
important revenue source would be 
from anti-diabetes drugs of its own. The 
company is pursuing all three options. 
The first two activities can provide im- 
mediate revenues, while the third would 
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take several yearsto generaterevenues. | business of pharma marketing services. 


Photographs: HEMANT MISHRA 


It is apt that Connexios derives its 
name from the word ‘connections’. Biol- 
ogy is driven by connections between 
systems or molecular networks, which 
have sub-systems with connections be- 
tween them, and so on at several levels. 
Connexios has extended this founding 
philosophy to its business style too — 
partly by design and partly by accident. 
Das and Dhar were Venkatachalam's 
friends at IISc. He was introduced to the 
CDRI by his friend, Manish Gupta, 
whose father is director there. Gupta 
himself is director at Indegene, and 
Venkatachalam introduced him and In- 
degenes managing director Rajesh Nair 
to Sriram Nadathur. 

Indegene was set up in 2000 to do 
something unusual by Indian yard- 
sticks: to develop and sell (to doctors) 
scientific material relevant to diseases. 
When pharma companies heard about 
this, they started outsourcing the devel- 


opment of such content from Indegene. | 


The company was initially funded by 
the British venture capital firm Antfac- 
tory and then by Karnataka IT Ventures 
(Kitven). Antfactory subsequently shut 
down its India operations. Nadathur 
bought out the stakes of both these 
companies in early 2004. 

Indegene plays in the expanding 











“We show the 
characteristics 
of a VC, a 
private equity 
company, an 
angel investor 
and a holding 
company. But 
we are not any 
one of them 

in pure terms." 
— Sriram 
Nadathur, 
director, 
Nadathur 
Holdings 


The pharmaceutical industry is increas- 
ingly outsourcing from every point in its 
value chain (see ‘Pharma Spending 


of which is estimated to be about $20 
billion. Discovery and development, on 
which most Indian services companies 
focus these days, form only a small part 
of the spending. The maximum out- 
sourcing is on sales and marketing, at 
roughly about $5 billion a year; no other 
Indian company operates in this space 
as deeply and widely as Indegene. 

There are several reasons why out- 
sourcing is going to increase in pharma- 
ceutical sales and marketing. Contract 
sales is a phenomenon that is catching 
up in the US. Regulators there are also 
trying to restrict promotional activities 
like junkets and samples to doctors. 
So the industry has to depend on scien- 
tific promotions for their drugs. Inde- 
gene plays in this area in India: it has 
relationships with a network of special- 
ists with whose help it develops scien- 
tific material. 

Indegene also uses its network to 
hold scientific conferences, which are 
good forums for pharma companies to 
promote their products. The next step 
would be to take these relationships to 
| the US market. 
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Across The Value Chain’), the total value | 





Early this year, Indegene was asked 
whether it was interested in taking over 
Medsn, a sales training and medical ed- 
ucation company in the US. The exer- 
cise was completed last month; Medsn 
is now a 100 per cent subsidiary. The ac- 
quisition gives Indegene access to the 
US market. Through Medsn, Indegene 
can even bring work to India, the way IT 
companies do. 


RIRAM, Venkatachalam, Nair and 

the others are always looking to ex- 
pand the portfolio of Nadathur Health 
and Life Sciences. There are several 
businesses that could complement the 
current set of companies while also 
growing as independent businesses. A 
herbal products company growing out 
of Connexios may be one of them. 

Aclinical research services company 
could be another. Sriram and others are 
also looking closely at nanotechnology, 
because precise measurements are im- 
portant in biology. 

It is not hard to understand the way 
these companies will help each other. If 
Connexios comes up with a product, a 
clinical research company could help 
develop it and Indegene could help 
market it. A nanotechnology company 
could help Connexios use more precise 
measurements and thus develop better 
drugs. A herbal products company 
could help it with critical inputs in terms 
of new molecules to screen. These are a 
few initial ideas, and it is not as if Con- 
nexios and drug development would be 
the focus of all efforts. There may be 
ways in which Connexios can help other 
companies as well. 

It is easy to imagine venture capital- 
ists or angel investors funding all these 
companies, except probably Connex- 
ios. This brings us to our initial thoughts 
on funding pure drug discovery compa- 
nies from India. Is the Connexios model 
replicable for other VCs? Nadathur is not 
looking for an exit route. Its ways of 
working, based completely on trust, are 
not easily replicable elsewhere. Would a 
venture capitalist keep providing 
money to a company every quarter? 
Would the promoters of a company ac- 
cepta dilution of their equity every year? 
Our axiom would probably hold true in 
almost all other cases, until someone 
else comes up with another method of 
carrying on for several years. m 
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Can emotions be plotted, 
-urved and predicted? Ravi 
Says: “Any content has to 
connect. And the connect is 
found through an emotion." 


MEERA SETH 


This is the begining portion ofa three-part case study. 


NUJ Rai rewound the DVD and set it to 
play the song again. For the 16th time, 
Shah Rukh Khan took over the screen as 
he recited the poem: ‘Main qaidi number 
786, jail ki salakhon se bahar dekhta 
hoon...' Looking up, he saw his wife 
standing by the doorway examining him 
intensely. ‘Ameena, this scene captivates me; don't ask me why. 
Iwish there was such a pari in my life too,” he said. 

: -As Ameena left the scene with an expression of helpless- 
_ ness that comes easily to wives, Anuj sat there in his pyjamas, 
. . ruffled hair, unshaven and bleary-eyed, the TV remote being 
.  hisonly hope this morning. Anuj’s agony was a new product 
launch thathad been thrown onto his plate a few weeks ago by 
his boss, Shantum Misra. Sippe India, where Misra was the 
marketing head, was launching the quintessential Indian 
drink, nimboo paani, as a branded drink. Sippe was a reputed 
Indian business of long standing with successful categories 
like health tonics and home remedies on one end, and natu- 
rally composed food products like jams, squashes and ready- 
to-cook items on the other, supported in the centre by a thriv- 
ingrange of household hygiene products which were the basis 
Of financial strength for the company. 

While the rest of the strategy was being done by product 
management, Anuj, as senior brand manager, would develop 
the communication and brand name. And that was what he 
had been battling for some days now. Anuj was unable to in- 
fuse the product with life and enthusiasm. The fact was, he 




















himself was unable to whip up enthusiasm for the product. As 
| hetold Ameena: "We guys have become smart at selling unbe- 
| lievable stuff with unreal propositions like: ‘Makes a man out 
of you!’ But when we have to market something real, we have 
no idea what to say!” All said and done, Anuj admitted, he 
| would personally choose nimboo paani on a hot sultry day, as 
| long as his wife would make it and present it to him, but 
oh no, he would never get down to making it himself because 
“itis a holy pain”. 

Welcome relief came to him in the form of his childhood 
| friend Ravi Reddy, who was visiting from the US where he ran 
his own outfit, Pictureanywhere (PA), astory and develop- 
ment company. Not realising that their businesses were re- 
| lated, Anuj unburdened his mind to Ravi at the latter's hotel 
room in Mumbai. "Let's face it Ravi, there is Limca, there is 
Sprite, there is 7Up... and me. do have a health platform, but 


see, one, nimboo paani as being infra dig, beneath us; and, 
| two, I see an Indian company parentage as infra dig. Even if T 
| use Lara Dutta to blow kisses into the camera and into every 
bottle of nimboo paani, I don't see me being able to convert 
people to nimboo paani!” 

After a whole hour of such drivel, Ravi said: "Why think 
about converting consumers so early? Let them decide. We 
want them to drink nimboo paani (NP) also. But we need to 
know if your brand is a good product for the consumer. And I 
don't mean if it is good for the bottom line yet, because my 
take is that if it is darned good for the consumer, it will be 
darned good for the bottom line. Give good, get good, old In- 
dian saying. So you tell me: is the product good for the con- 
sumer? Which means, if your child came home from school 
and daily, repeat, daily, asked for NP would you let him drink 
it? Or are you likely to say either "daily it is not good" or “we 
cannot afford it daily." If your answer is no to both, then you 
have a good product. If your answer is ‘yes’ to any one of those 


| two questions, then go back to the drawing board and work at 


it till your answers are ‘no’ to both." 

Anuj was taken aback. "Have you gone into the real world 
and seen how kids behave?You think they are going to find NP 
cool and hip? NP is ordinary! But I have to now make it aspira- 
tional, exciting, interesting!" 

Ravi hung his head fora second, then said: “OK, I am going 
to show you something.” And he placed a fat, spiral-bound 
report before the agitated Anuj. The title on the cover said 
Munna Bhai MBBS: The Recipe For A Masterpiece. Already 
convinced it was a dud, Anuj opened it at random — and 
graphs, pie charts and bar charts flew at him from the book. 
What had looked like a street news report on a Bollywood film, 
now assumed the seriousness of well-done research. Random 
snatches of what Anuj read were: 

M Male to female ratio for the number of scenes they appear: 
if female ratio was less than 25 per cent then that would be a 
warning, 30 per cent is just fine. It means there is no strong fe- 
male character; there are other characters who provide the 
drama. This was followed by an elaborate graph (See ‘Charac- 
ter Appearances By Scene’). 

W The ‘Top 10 Elements in the movie’ went on to list the ten 





elements. Then, it said: this is a comedy(funny was an all sur- 
passing element occurring in the movie with a frequency rate 
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of 56), yet in the top 10 there is also compassion, which is a 
story element. Also, good directional elements, which are 
critical for comedies... anything more than 50 is good. In 
the case of Munna Bhai, direction elements are 68. The 
surprise elements and the suspense and payoffs elements 
will keep the audiences riveted (See "Top 10"). The total 
number of elements is 591, which is very high; an average 
movie has about 250 elements; this is an above-average 
movie, comes under the category of ‘must see’. 

W Emotion Categories And Element Frequencies: A very nice 
spread of emotions across all the categories. This is good for 
balancein the film. Actions and feelings are proportional and 
not melodramatic. A successful movie has many story 
elements (80) and Munna Bhai does not disappoint (See 
‘Spread Of Elements’). 

W Emotion Effects: Every emotion has a specific effect on the 
audience; we need emotions which are 
eventful and connecting. The effect of 
the movie is like a beautiful colour 
wheel. See ‘Elements’. Notice there are 
more positive elements than negative 
elements. That means it is well-bal- 
ancedin all aspects; it will be a mass en- 
tertainer. This movie is eventful and 
connecting (10 per cent) above average. 
Continuity is at 12 per cent plus drama 
(8 per cent), which means it will not be 
boring at all. The heros journey is very 
good, which means there will be a good 
transformation for the main character. 

Then, like all good MBAs, Anuj 
flipped to the last page and saw the 'Rel- 
ativity Graph’. Skipping the details, he 
went straight to the bottom and read: 
"Munna Bhai is .94 db, or 9 times 
better than Bend it Like Beckham. Hav- 
ing previously seen such expressions of 
complete shock that he now witnessed 
on Anuj’s face, Ravi said: "Let me ex- 
plain. On the x-axis we have the scene 
numbers. On the y-axis we have the en- 
ergy, or the entertainment value of the 
scene in decibels (db). 

"Not all the movies have the same 
number of scenes; so we average out the 
energy (entertainment value) for all the 
scenes of a movie and compare it with 
any other movie in our database. Using 
this method, we are able to say how your 
movie compares with an already suc- 
cessful movie. The relativity graph is the 
most sought after report because we can 
say: 'OK, Titanicis 149 times better than 
Munna Bhai but Munna Bhai is nine 
times better than Bend It Like Beckham. 

"If we said the average entertain- 
ment value of all the scenes for Munna 
Bhaiis 24.88 dB, then it does not mean a 
whole lot; it is just a number. But when 





we see it in relationship with the entertainment value of an- 
other successful movie, it hits us and we begin to understand 
ifwe have a good or bad movie on hand. Are you with me? 


HIS also allows us to say with precision what the 

energy of each scene is and which scene needs to 

be improved and by adding what elements. See? 

The graph shows that for the best movies, there are 

ups and downs, and this is where we see drama. If we see a flat 

curve, it does not mean a whole lot even if you have a high 

value at a given point. All this can be seen only when we 

compare measurements with other previously successful 
and failed movies." 

By now Anuj was acutely emotional. Looking up at Ravi, 

he said: "What on earth do you do for a living? Why, please, 

why are you showing me all this?" Then coins fell into slots 


Character appearances by scene E 
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and he said: “Oh yes, you have some business in movies. OK, 


so you make films and I make films too. Yours have nothingto | 


sell. Mine have to sell a brand. You get paid for making a film; I 
get paid for enabling a successful film. There is no connection 
between what you do and what I do!" 


Ravi shook his head and replied: "You are wrong; our work | 


is similar. And I will show you how. But before that, I don't 


make films, I do something different. My company Picture- | 
anywhere (www.pictureanywhere.com) analyses proven suc- | 


cess factors of movies, sitcoms, novels and speeches by evalu- 
ating the emotions in the content. The idea is very simple; we 
just enter the emotions we see ‘as is, scene by scene, from the 
movie script into our software and generate a lot of graphs 
which help in studying the success elements of the movie and 
the combinations in which they occur before it is made. 

“The elements that we look for in doing this evaluation are: 
actions, feelings, character, story, plot, primary emotions and 
secondary emotions. Thereafter, screenplay values are calcu- 
lated. It is a psychology-based program. There are about 1,500 
variables that go into creating a successful movie, but 95 per 
cent of the movies get only about 150 variables correct and 
some of these fail; naturally. To be successful, the movie must 
at least get 1,000 variables correct. People are smart — don't 
underestimate them, but understand them. As soon as you 
show them what they already know, ifit did not surprise or was 
not dramatic, they will get bored; that's the worst thing to hap- 
pen in entertainment and visual communication! 

“You might have a great story, a great lineage, a great 
production house, a great brand image; but if it does not 
have a connecting impact on the audience then it is a hard 
sell. And the ‘connect’ is provided by the emotional elements 
in the story that you tell. Our emotions make us who we 
are, emotions pull us down and emotions motivate our 
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desires. The director plays the human mind with the emo- 
tional notes, just as in music. 

“So now, tell me, how is my work or objective different 
from yours? We are both storytellers and sellers. The selling lies 
in the story telling, in the elements you put in there, the way 
you sculpt them, place them, present them, package them. 
Now we come to the question: ‘How was Munna Bhai's story 
any different from a staid nimboo paani’? It's essential story is 
as ordinary as a nimboo paani... but. Yes? But. Its difference lies 
in the way it was composed, whipped up and presented. Infra 
dig is a perception. What you really need to do comes much, 
much before perception can form.” 

One sentence that Ravi said left a mark on Anuj, which 
started moving other cranks and wheels. Ravi had said: “You 
might have a great story, but if does not have a connecting im- 
pact on the audience, then it is a hard sell." How true, 
thought Anuj, but how poorly realised by all story- 
tellers. Brands, too, try and tell a story but they 
go off the mark and the consumer keeps 
looking the other way even as millions 
of dollars are flushed down the drain 
in building and selling brands, he 
mused. And Ravi said: "So even 
when you tell a random story in a 
TV commercial, people are lis- 
tening and enjoying... but does 
that cause them to like the 
brand, buy the brand, be loyal 
to the brand? Is there a 'con- 
nect' taking place? That is what 
we do: measure the emotions 
in the communication content. 
The bottom line is the emotional 
truth is a constant and the same 
for everybody irrespective of their 
demographics and culture. And 
emotions are the key to the doors of 
peoples hearts. Use it." 















NUJ was not sure he agreed. He 

asked himself: can emotions be plot- 

ted and curved and predicted? I mean, are 

emotions predictable? Ravi smiled: "Any content 

has to be connecting. And the connect is found through an 

emotion. For example, if I gave you a number 876 and asked 

you to remember it, you can't. But if I gave you a number such 

as 911, immediately you would start connecting to a lot of 

things, right? Similar connects are found in comedy, music 
and beauty. They are emphasised by good reactions. 

"The problem with commercials is that it is just 10 to 

30 seconds, and you have to make an impact within that 

time period. People possess an 'emotional time frame' and 

it happens to be 20 seconds. So forget 10-second commer- 

cials, it is just waste of money; you cannot connect in that 

period unless it is a still frame of Mahatma Gandhi. A good 

minimum time estimate is 20 seconds. So, in order to get the 

right connect, breakdown your commercial into its emotional 

elements: story elements, character elements, feelings, ac- 

tions, audio, visual, primary and secondary emotions. It 
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is similar to breaking a symphony into its notes, chords and 
lyrics. It is mathematics. 

4 “We have worked with so many scenes, movies and sit- 
coms, Anuj, and unerringly this one attribute repeats itself: it is 
the emotional content that creates the connect and logic in 
the brain — which aids recall. You know, you recall what im- 
pacts you. And what impacts you is what resonates with your 
emotional quotient." Ravi waxed eloquent as Anuj felt every- 
thing around him turning extraordinarily surreal. For some 
inexplicable reason, his mind played back to "Main hoon 
qaidi number 786..." and he quickly silenced it. “A prisoner of 
my dogmas, that's what," he thought to himself, as he resisted 
Ravi's argument. 

And out of the clouds in his head came Ravi's voice: "The 
main difference between a robot and a human being is emo- 
tions, and the consumers only refrain is: "Treat me like 

a human being and touch my heart, Iwill buy." 

Anuj felt a surging conflict within him. 

Never before had be heard anything so 

fantastic; his logic and rationality were 

being challenged, yet as the qaidi that 

he thought he was, imprisoned by a 

farmaan to launch a nimboo 

paani, he allowed his apprehen- 
sion to be challenged. Then, 
again, he lapsed into denial. 
These filmy guys, he thought, 
they spin fine webs. Like any 
ordinary audience I am getting 

carried away. But Ravi was a 

friend, so he said: "Yaar, it's 

simply beyond me to think of 
commercials on the same wave 
as movies." 

“Why not?" asked Ravi. "Both 
are trying to tell a story; point is 
how well does your story connect? 
You can use entertainment as a convey- 
ing vehicle!" 

Anuj was not sure: “ Yaar, Munna Bhai was 

an out-and-out entertainer! You leave your di- 

vorce, errant child, lost wealth, illness, everything out- 

side, go into the theatre have one hell ofa laugh, and go home 
collecting your sorrows from the usher. Period. With a TV com- 
mercial, it's not like that!” 

Ravi laughed. "When we say entertainment, it is a very 
broad term; it is the full range of emotions, not just tragedy, 
comedy or love! It is method of ‘connecting’ with the soul of 
the audience, and that soul has a distinct tapestry of experi- 
ences, memories, feelings, discrimination and its own sense 
of T. Knowing this, you connect with the audience. So, selling 
a productis no big deal if only we know how to connect.” 

Anuj squinted in thought, then asked: "OK, detail the 

Process to me. It does sound fantastic to me, so you will have 
to try hard.” Ravi smiled: “First, we break down the script into 
layers (emotion categories). For example, when you hear a 
song, we just know in our hearts ifit is a good song or bad song. 
Welikeit, we listen to it again and again, but we will not be able 
to explain why we like it; but we at PA, can. We do it with 
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movies; we do it with commercials. To do this, we understand 
the emotions in the commercial, and separate them into dif- 
ferent categories. In chemistry you have the periodic table — 
we have an emotions periodic table (emotions palette). In 
chemistry, we know the atomic weight of hydrogen is 1 and 
that of oxygen is 16. Similarly, what is the emotional weight of 
love? What is the emotional weight of hope, what is the emo- 
tional weight of trust? We have mapped the emotional ele- 
ments in a periodic table and we form mathematical equa- 
tions for every emotional frame. And there are many 
emotional frames in a movie sequence. 

*We break down the script or storyboard into emotional 
frames. In every emotional frame we tabulate the emotions 
we see objectively. What you see is what you enter. The emo- 
tion is either there or not there, it is simple Boolean logic. 
There are story elements, actions elements, feelings elements, 
visual elements, dialogue elements, etc. We have to break 
down the content into parts. People see an airplane, but an 
aeronautical engineer sees billion of parts in the exploded 
view ofthe plane (on the drawing board), and he can estimate 
the cost ofthe plane. A layman cannot do this. He only sees an 
airplane." Then after a pause, he said: "Ultimately you have to 
know the human psyche to be successful." 

Anuj thought about it, and his mind threw up a fresh goo- 
gly. Sitting in the US, can Ravi's team empathise with Indian 
audiences? So he said: ^I don't know how closely you are in 
sync with the India of today. But let me give you a quick run of 
the consumer feelings. First of all, people do spend on fizzy 
drinks a lot, but there is also a small but new health and hy- 
giene angle that is becoming fashionable, as against the US 
where it is a given. Cost is an issue, yet one cannot blatantly 
talk of price economies because there is also this whole aspi- 
ration thing, where people do not want to be seen as wanting 
an economy price, see? So, while we offer a cheaper price, we 
also don't talk about it much. Hygiene has become critical for 
the non-routine situations like travel, driving on the highway, 
etc. Ona daily basis I may eat trash. But when I am in a strange 
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_cityin India, I want the assurance of a known safe brand. Some 
also like the touch of culture, tradition, India and so forth — 
iore because the rest of the world has suddenly woken up to 
dwarf called India. | 


HILE nimboo paani may seem like what 
granny doles out, I want to reposition it and 
place it as a very hip, cool drink. Therefore, the | 
CUN C external packaging has to more than make up | 
forthe fuddy-duddy content. Which also mean I have to give it | 
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aswish name, or even a happening MTV name. I was 
thinking of'Nimboo!, written a lot like Yahoo!, but 
with a wave, unless we can come up with something 
different. But I'd rather not spend too much time 
fretting over that. 

"Then the storyline — it has to be around an 
event in the life ofan average Indian, yet it must have 
the flexibility to include the swashbuckler and the 
common man. How will you bring all this and emo- 
tion into your formula? How can you feel India from 
so far away?” And Anuj felt relieved; he had posed the 
exact questions (and tone) that Shantum Misra 
would have. 

Said Ravi: "First of all, our location is the US; 
we have to be located somewhere, no? But our mar- 
ket is global. Cultural mapping and sync is our 
livelihood. So, don't worry. Second, I am worried 
about you thinking about our work as a ‘formula; 
there is no silver bullet, and there is no formula. 
There is only nature and human nature, which we 
try to understand; man is ignorant until he under- 
stands his own nature. 

"Now, the process: we divide any contentinto two 
major categories. One is absolute values (such as the 
primary emotions, actions and feelings in the movie) 
and two, the transient values (values such as presen- 
tation, marketing and distribution). Transient values 
are far more important than absolute values. 

If you want me to write up a storyboard and 
script, tell me so; we can video conference with my 


team and you can brief them. If you have a script or - 


storyboard, then give it to me and we will dissect it 

and evaluate the emotional patterns. The crux is the 

same: the raw material for our business (and yours, 1 

would say) is emotions. Whether you put it in or I do, it's the 
same thing." 

At one level Anuj felt tempted to accept Ravi's solution. 

It was credible, but he still asked himself: Did Munna Bhai 

succeed for the reasons Ravi says? Are emotions such a critical 

part of selling? Isn't making a TV commercial different 


| from making a potboiler Bollywood masala pilaf? Was 


there any caution he needed to exercise while going on 
this trip with Ravi? 
In Anuj’s terms, has he found his pari? 
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The author is director (national strat- 
egy), Saatchi & Saatchi. He prefers to be 
called a consumerologist, someone who 
watches people and maps trends. 


NUJleft the hotel confused, his 

head spinning. On his drive 

home, the radio blared his 

favorite song, Main Aur Meri 
Tanhai. And that set him thinking. Why 
do I like this song? What are the emo- 
tions that make me like this? 

He remembered the first time he 
heard this. He was in management 
school; he had recently met Ameena 
and had just discovered love. It was 
tough, as she was Muslim and he a 
Hindu. He knew how difficult it was for 
them to steal their moments together. 
Mr Bacchan seemed to be echoing his 
sentiments... his emotions! 

Emotions were what Ravi was talk- 
ing about. But does the measuring of 
emotions work on a bigger scale? 

Let's play a game. What soap do I 
use? Denim: a masculine product for 
the man who does not have to try 
hard.That fits me. Machismo is a good 
emotion. OK,what toothpaste do I use? 
Close Up: which stands for confidence. 
My car? Sonata, which is about status. 
"This works, Anuj thought excitedly. But 
it did not seem like such a scientific 
process that Ravi pointed out. One does 
notgo to buy an emotion — or does one? 


tudy analysis 1: Adip Puri _ 








“India Shining' was seen as appro- 
priate by Urban India because the 
mood was upbeat. Indians were suc- 
ceeding on a global level. But when one 
went deeper into the interiors and down 
the socio-economic ladder, the strife 
was so high — where was the shining? 

So is it about different emotions per 
audience group? Oris it about emotions 
across the board? 

Let's go back to Munna Bhai. It was a 
box office hit across the country. That 
meansit connected with the classes and 
masses. The emotions it offered were 
universal, as opposed to a multiplex 
winner that caters to an urban elitist 
group. Going up the lift to his house, 
Anuj got more excited. He shouted out 
to Ameena to make him some nimboo 
paniandsettled down in his study, shut- 
tingthe door. 

Let's try this out on people. What 
makes Sachin what he is? He stands for 
hope: that a Shivaji park boy can, with 
talent and hard work, make it big. Shah 
Rukh Khan? That ordinary can be extra- 
ordinary. So, what makes a commercial 
tick differently than a movie? A movie 
offers many emotions. But sometimes a 
movie offers one overall emotion as 
well. Veer Zaara offered love. Iqbal —the 
recent cricket flick — offered hope over 
handicap. So does this work in a 30-sec- 
ond format? 

Anuj thought of his favorite com- 
mercials. So what does Hutch offer? A 
network that is with you wherever you 
go. This signals partnership, trust and 
reliability. 

Pepsi means irreverence and hu- 
mour. Cadbury's 'Papoo pass ho gaya' 
means celebration and elation. And bad 
commercials — do they not inspire any 
emotion? Or negative emotions? Or are 
they bad simply because there is a mis- 
match between the emotional content 
ofthe commercial and the brand? A bit 
like Bhoot, the horror flick. It should in- 
spire fear, but instead, if it inspired hu- 
mour, it would be ridiculous. 

Anuj thought: “Interesting, it can 
work. Why don't we do this every time? It 
also seems to be common sense. But 
wait a minute. What I think is funny is 
not the same as what Ameena thinks is 
funny. She often shushes my laughing 
as ‘juvenile’ or she says ‘grow up Anuj’. 
Can I use the measures that Ravi was of- 
fering as a way to tell what is funny?’ 
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Anuj, suddenly started feeling un- 
comfortable. How do I measure an 
emotion scientifically? Can it be de- 
tected in a clinical manner? Of course, 
he had heard research pundits talk of 
computer-generated methods like eye 
pattern tracing, but did this not make 
the emotions unreal? Can | truly express 
what I feel with gizmos around? It's a bit 
like Ameena grilling me on Valentine's 
Day to assess whether my love for her 
had increased over the years. That did 
not fit. Emotions were spontaneous. 
How can one use a research methodol- 
ogy to study them in a lab? 

Anuj creased his brow deeply. Where 
is the departure point between cold sci- 
entific fact and gut feelings? When | 
watch something that makes me smile, 
or music that makes me cry — that 
should be the test. If most people feel 
thesame emotion at the same time, it’s a 
mass phenomenon. I think skilful film- 
makers, authors and musicians know 
how to do this over and over again. 

Anuj felt happier now, but he was 
still less sure about things since Ravi had 
zapped him with his charts. Just then, 
Ameena walked in with his nimboo 
pani. As he sipped it and watched the 
condensation trickle down, he thought: 
what emotions should I tap here? 
Should it be nationalistic pride, like the 
native Indian refresher in the world of 
MNC drinks? The natural refresher 
versus carbonated wonders? The old fa- 
miliar favourite from grandma's time 
versus the Johnny come lately? 

There were no simple answers. 
First, he would need to figure out which 
audience he was talking to and what 
emotion would work best for them. 
Then, he could worry about the tone 
and manner, which would make the 
communication memorable — the 
absolute values 

Of course, Ravi could help him sell 
his point of view by sexing it up. Bec- 
ause in today's age, we probably believe 
more in the complicated emotions than 
the simple ones. The bars and charts 
would be good keys to discover what the 
heart knows and feels — the simple 
emotions that well up in us when we 
read or see or hear something. These 
were the transient values supporting 
the absolute values. 

Hmm, time to go back to Veer and 
the qaidi No. 786. m 
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The author is director, FBC Media, a 
production house for television and 
branded content. He is also developinga 
feature film to be shot next year. 


HE question is: does Anuj havea 

way forward with his nimboo 

pani problem? This question 

can be broken down into the fol- 
lowing issues: did Munna Bhai succeed 
for the reasons Ravi says? Are emotions 
such a critical part of selling? Isn't mak- 
inga Bollywood potboiler different from 
making a TV commercial? Are there any 
cautions that need to be exercised while 
Anuj goes on this trip with Ravi? 

Let's start with the 'emotions beinga 
critical part of selling' question. I agree 
that emotions are critical. The more di- 
verse the sensibilities of the audience, 
the more critical the emotional aspect is 
for communication. Emotions are the 
most basic platform for communica- 
tions, regardless of socio-economic cat- 
egories, upbringings, languages, etc. So 
unless you have a well-defined audi- 
ence with distinct socio-economic defi- 
nitions — I am assuming that nimboo 
pani would be a mass product with a 
wide user base — then emotions would 
be the most accessible route for the 
product communication. In the end, 
emotion is where we suspend our logic. 
So if you have emotionally hooked your 
audience, you are in the door. 








The next question is whether a TV 
commercial is different from a Bolly- 
wood potboiler. I agree that there is no 
fundamental difference. Both need to 
engage an audience and carry them to a 
desired conclusion. In both, there needs 
to be a suspension of disbelief, and the 
duration is merely a parameter that 
needs to be addressed realistically. 

Both have similar impact and simi- 
lar memorability. There is lots of social 
chat revolving around interesting and 
emotional TV commericals, just like 
films. If films have a larger effect, it is be- 
cause their subject matter is entertain- 
ment only, while a product has to in- 
form as well (which is where the clarity 
of communication plays a pivotal role 
because of the duration and what can 
be absorbed in that time frame.) I, how- 
ever, do not agree with Ravi's 10-second 
barrier. The same argument as above is 
what I refute his claim with. A moment 
can be captured in 10 seconds. Ten sec- 
onds can be a lot of time. The creator 
needs to believe in it, and it can be done. 

Let's go to Munna Bhai. I haven't 
been able to break down Munna Bhai as 
clearly as Ravi's chart does, but I am will- 
ing to give it the benefit of the doubt. 
Thoselisted emotions and their ratios in 
the film could be what makes Munna 
Bhai work. I don't know the ticket sales 
of Bend It Like Beckham or Munna Bhai 
to be able to rate Munna Bhai as 'x' 
times better than Bend It. What I would 
surmise is that while emotions are an 
accepted universal platform for sus- 
pending disbelief, or 'getting through 
the door; the triggers for emotions de- 
pend on the audience and their cultural 
context. Bend It might be more relevant 
to a society that prefers a hidden emo- 
tional execution set in a more credible 
reality, while Munna Bhai allows a flight 
of fancy despite obviously unreal sce- 
narios. It would be interesting to see a 
comparative study on Patch Adams too. 

Now, here is my advice to Anuj. The 
biggest flaw I see is that this is a great 
post-mortem tool, and a useful general- 
isation technique that presents the case 
of emotions in a film. But, to quantify 
it and rely on it beyond this is not a 
smart idea. To use it to generate a com- 
munication creative is a totally different 
thing. And difficult too. I wouldn't trust 
a metric system to measure emotion 
at all. It's an organic state that is best 
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tackled organically, and not in mea- 
sured charts. I have heard of a lot of 
producers who follow similar thinking 
in different ways. They say 'add some 
comedy here’ and ‘yaar, that scene is not 
powerful enough’ or ‘add more anger or 
passion here’. Imagine someone telling 
a writer: ‘Now, make a script that has 45 
per cent passion, 20 per cent anger, 30 
per cent fun, and you have a box office 
hit.’ While this may be a producer or a 
businessman's dream, it doesn't help 
achieve the result. 

Secondly, the biggest flaw to me is 
that while, in theory, this is an elegant 
matrix for a businessman's problems, 
who actually determines the emotion 
content? How do I know if Ravi's guy is 
the right guy to determine the emo- 
tional context and content of each 
scene at a script stage? What value can 
they add exceptto do a post-mortem on 
atested film? 

Thereisa huge leap from an idea to a 
feature film, and it has many techni- 
cians that add 'emotion' in many ways 
— from cinematography, to sound 
design, to performances and direction. 
Each of these contribute in significant 
(although seemingly imperceptible) 
ways to create an emotion. How does 
Ravi judge these from a script's content? 
He might vote a scripted scene low 
on emotion, while the cinematic trans- 
lation of the scene has the perfect effect 
through the use of light or sound. The 
only way I see Ravi doing that is by 
gauging how that scene is shot and 
edited. If he deems it unworthy then, I 
don't need him. I need him to ensure 
that I don't waste resources and have 
to redo things. 

Then there is that age-old problem: 
credentials. How can I trust Ravi's capa- 
bility in a filmmaking context, since he 
has not produced any films! For me to 
rely on his creativity, his analysis, is it not 
necessary that he should have done 
some creative filmmaking too? It is not 
my intention to undermine Ravi's work; 
surely his clients know the worth of his 
analysis. But in the communications 
industry, especially filmmaking, there 
is only one ‘reliability’ factor: your suc- 
cess rate. Because it is an industry where 
a lot of money is put in an abstract con- 
cept, the hit rate is what makes for a 
good investment. Can Ravi improve the 
probability of a hit? E 


India's Ned Hindi News 


Channel 7 NDTV India 
rm . | | 20.699 ` 


d i i 7 a's No t Business Neves Chana, 
India’s No.i English News Channel. indias t Business Neves Channel. 


NDTV 24x7 ary P 
46.3% N al — f 


H 
7 








Your 
emotion 


The author left law school to join the 
Reserve Bank of India in 1988. He 
switched to advertising in 1991 and 
has been a creative partner in Capital 
Advertising since 1998. 


T'S easy to evaluate an engine. Put it 

on a test bed and look at the read- 

outs. You know the specs you want, 

andifthe engine isn't delivering, you 
fix it. It's slightly harder to evaluate a car 
design. You have objective criteria such 
as seating, performance, mileage, boot 
space, etc. But what is the subjective cri- 
teria? Does it look cool/cute/aspira- 
tional/sexy? Will people love its shape? 
Its harder to measure those things. So, 
before investing millions in a new car 
design, car companies go to expert de- 
signers with proven track records. They 
drawon previous learnings. They use re- 
search. They try to be refreshing and 
newin spite ofall this. And finally, some- 
one signs on the dotted line. 

Now imagine if they could have put 
the newcar into a wind tunnel, and boot 
up a special software that gives them a 
spectral analysis which reads like this. 
Headlights: cute factor-10 per cent. Sexy 
factor- 82 per cent. Cool factor- 6 per cent. 
Hatch: cute factor- 30 per cent. Sexy fac- 
tor- 10 per cent. Cool factor- 20 per cent. 
And so on. Well, Anuj just met someone 
called Ravi Reddy who does it for movie 
scripts and TV ads. Give him a piece of 
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creative software and he'll analyse all its 
emotive components, compare the pat- 
terns generated with successful ones 
and give youa precise prediction of suc- 
cess or failure. 

It amazed Anuj and it amazed me 
too. So, let's look at some important 
points Ravi made to Anuj. The first thing 
hetold Anuj was to get his product right. 
Itshould be healthy (real lime instead of 
citric acid, fruit sugars instead of su- 
crose) and affordable. Easier said than 
done, but let's assume that Sippe cracks 
it, and move ahead. 

There's another point Ravi made. If 
you want to sell your brand, make an 
emotional connect with your customer. 
It is something ad agencies tell their 
clients everyday. If Anuj needed Ravi to 
tell him this, you may wonder what kind 
of marketing guy heis (an MBA by corre- 
spondence?). It's gospel truth and there 
are giga-loads of case studies to prove it. 

Let me use an advertising chestnut 
to illustrate. One chilly December on the 
highway to LA, a young hitchhiker holds 
up a placard that says ‘Going to LA’. No 
one stops. So he changes his placard to 
say ‘Have to see Mom For Christmas’. 
He gets his lift right away. I can go on 
with more examples. But to me, it’s a 
self-evident truth. Use emotions to con- 
nect. No connect, no buy. 

Yes, Munna Bhai did succeed for the 
reasons Ravi says, in the broadest terms. 
Scene by scene, and overall as well, it de- 
livered a level of emotional energy that 
made a connect with the audience. But 
I'm not sure that Ravi's techniques for 
measuring those scenes are foolproof. 

I assume there is no subjective or 
qualitative judgment on Ravi's part 
when applying his analysis. That would 
be like replacing, say, James Cameron's 
subjective judgment on a screenplay, 
which is ridiculous. I am referring to the 
deconstructing of each scene into 
its emotional elements through a stan- 
dard model, and ascribing a standard 
weightage to those results on the basis 
of an emotional elements table. And I 
assume there is similar plotting for the 
other dimensions. 

Let me explain my doubts. In Ravi's 
system, Love has an elemental weigh- 
tage, Hope has a weightage and Trust 
has one too. To a 28-year old bachelor 
moving from woman to woman, all 
these three will have a radically different 
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weightage from the mind of a 41-year 
old divorcee whose husband's just left 
her for a younger woman. 

So who can devise a general rule or 
an emotional elements table? All one 
can do is plot a graph on the presence of 
the emotion on the screen not on its in- 
tensity, because that registers differently 
with each individual. Unless, of course, 
a subjective evaluation is also being 
done, in which case I would rather listen 
to James Cameron. Because it is the in- 
tensity which counts in making a suc- 
cess of a film or a TV commercial. You 
may end up with the hit of the decade 
andasuperflop with very similar graph- 
ical results. 

That said, itis possible that an analy- 
sisofhit films and flop films vis-à-visthe 
script under consideration could still be 
distinct enough to arm the distributor 
or studio marketing manager with a ra- 
tional basis for taking an investment 
call. But it's probably far from foolproof. 
Ravi's own website, I think, unwittingly 
says it: it's a more scientific solution for 
someone bereft of creative judgment 
rather than numerology, astrology or, 
dare say it, research. 

TV commercials are, of course, dif- 
ferentin form, structure and intent from 
movies, but the successful ones hinge 
on making an emotional connect just 
like movies like Munna Bhai do. A little 
Sikh boy pushing his toy car all day 
made a big connect for a Maruti Suzuki 
commercial extolling fuel efficiency. A 
cute Hutch puppy following an equally 
lovable kid everywhere around idyllic 
Goa did so for mobile coverage. 

So Anuj, before you find that fairy 
who is distracting you from your wife, 
take what Ravi has told you seriously 
even while developing the product po- 
sition. Let it flow from the emotional 
connect you want to make. If health or 
purity is big news for younger people, 
see what you can do around that plat- 
form to make your product cool. Go 
with Ravi, but be careful about two 
things. His analytical techniques are just 
that — they can't substitute for a good 
idea or a great insight: that's still your job 
to father. And when you develop the 
communication, make sure the emo- 
tions it generates are relevantly linked to 
core product proposition. That's your 
job, too, and Ravi's techniques are just a 
tool to help you there. Bi 
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Those 
who have 
seen high- 
definition 
TV say 
that it will 
do to 
television 
what 
colour did 
to black 
and white 











on WOW 


HE world's largest consumer elec- 
tronics show isn't the CES, as most 
believe, but a less known, biennial 
event called IFA Berlin. Flagged by 
bright banners featuring Miss IFA, 
the striking redhead who's the mascot of the 
show, was one even more striking theme: high 
definition television. It was all over the 25 large 
pavilions of the show, from Samsung to Philips 
and more. In larger-than-life plasma screens, 
mobile DVB-T video receivers, razor sharp LCD 
and DLP home systems, car video systems... 

"HDTV? Um...what else is new?" I asked 
some colleagues just back from Berlin in Sep- 
tember. Hadn't I heard of HDTV somewhere 
before, like every year for the past 10 years? 
Someone else in the group had a very different 
response: "HDTV? Whats that?" Both extremes 
are, strangely, quite logical. HDTV has been “in 
the works' for a long, long time. 

Meanwhile, television, despite its digital 
adornments and flat screen displays, has re- 
mained largely the same: our 625-line PAL, or 
worse, the 525-line NTSC in the USA. We've 
learned to ignore the lines and coarseness of 
conventional television. Take a snapshot of a 
TV picture and you'll see them. Or just look at 
HDTV, 2005 edition, and you won't be asking 
those questions. 

The hardware is now all there. Many high- 
end sets are HDTV ready. All that's needed is 
content, and that's coming up. And from these 
early previews of products and programming, 
it looks like we're on the threshold of a revolu- 
tion in television. Those who've experienced 
HDTV say that it will do to television what 
colour did to black and white, decades ago. 
Colour transformed programming and featu- 
res and news. Old TV sets were scrapped. Once 
you experienced colour, B&W just didn't cut it. 

HDTV is set on the same path. The differ- 
enceis so stark, you'll find regular television jar- 
ring. 'Hi-def' is a widescreen, high-resolution 
format with five times more information on the 
Screen. You can't see the scan lines that make 











up regular television. You get a sharper, clearer, 
more life-like picture. And just as a more pow- 
erful engine is often accompanied by higher 
specs and more luxury, HDTV is spurring de- 
velopment in the ‘associated package’. Natural 
colour. Adaptive lighting, Life-like 5.1 sound. 

It isn't, of course, just a matter of having 
HDTV sets and programming. You need the 
bandwidth to link the two, and storage to store 
it all. HDTV is so info-packed that a DVD will 
run out in 20 minutes. Enter HD-DVD and 
Blu-ray Disc, emerging formats that will store 
30-50 GB on one DVD-like disc. There's even 
one Blu-Ray Disc out there that stores 100 GB 
on a disc — enough for hours of HDTV content 
and interactive programming, plus supports. 

The programming is coming in too. Nature 
channels like National Geographic have taken 
the lead. A lot of content is now shot in HDTV 
and 'downgraded' to regular TV. Other shows 
are being made in HDTV like ER, JAG, Law and 
Order, King of Queens and NYPD Blue. Indian 
media houses such as NDTV are also experi- 
menting with HDTV cameras. But the biggest 
change will come when sports channels go HD. 
The boost to HD is expected to come from the 
FIFA World Cup in Europe next year, and the US 
SuperBowl — just as Asiad 1982 pushed India 
into the colour television era. 

There is now a big push underway to con- 
vert all TV sets from analog to digital, so that 
digital signals drive your TV set directly. Many 
large high-end TV sets are already HDTV ready, 
such as almost every TV set shown at IFA Berlin 
and CES this year, typically supporting the 
1080p (1080 lines, progressive scan) format. 

If I were buying a biggish TV set right now, 
I'd want to make sure it's Hi-def ready. I'd also 
recommend a little research because it's no 
longer as simple as it used to be — figure out 
size, brand and budget and that's it. Today, a 
volley of technical terms will be thrown at you. 
And consider your HD software sources: most 
likely DTH (direct-to-home). 

Coming soon, the HD-DVD... gm 
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Partha Dattagupta 
CEO, Barista Coffee 


Iamreading TEXTBOOK OF 
WISDOM by Edward De Bono. The 
essence of the book can be summed 
up by the line: “Wisdom is the art 
with which perfection crafts experi- 
enceto serve our values." The tone is 
simple and practical, yet it sets you 
thinking. Irecommend it as a quick, 
and thought-provoking read. 

Iove reading short stories by 
old and newauthors, as well as books 
on puzzles, humour, cartoons. PG. 
Wodehouse is my all-time favourite. 
When I read management books, I 
prefer to go through them in bits and 
pieces and not necessarily at one go. 

Most of my recent book pur- 
chases have been at airports and 
bookstores in shopping malls. They 
are largely on impulse — a known 
author or an interesting subject. Bi 


ALERT 
Skin Deep 


By Nergis Dalal 
(Penguin) 





—— IF you like a good old- 

fashioned story with a 

| strong plot, firmly- 

; etched out characters, 

; anda gentle style, then 

; pick up this book by 

| Nergis Dalal. The tale of 

i ` two sisters, Yasmin and 
Naaz (one a beauty, the other with 
brains), who fight for the same 
man, is engrossing. The story is 
set in Hyderabad, Dehradun and 
Delhi, and captures the many 

textures of family life and the way 

relationships evolve. m 
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KIRAN KARNIK 





NDIA'S IT software industry has 
evoked widespread international 
admiration and interest. Develop- 
ing countries are keen to under- 
stand and emulate it. Large corpo- 
rations, under pressure to develop 
an ‘India strategy’, are seeking familiar- 
ity and examining the value it provides, 
as well as its sustainability. Meanwhile, 
India recognises the need to study other 
countries that may be potential com- 
petitors in addition to those which have 
done well. 

Itis this wide-ranging set of players 
with varying perspectives who will find 
The Software Industry In Emerging Mar- 
kets of particular interest. Edited by Si- 
mon Commander from the London 
Business School, the book studies the IT 
industry in four countries: India, China, 
Israel and Brazil. 

Alfredo Behrens looks at Brazil and 
attributes its 'under-performance' in 
the software sector, particularly in ex- 
ports, to a lack of openness and an au- 
tarkic software policy. Limited profi- 
ciency in foreign languages, relative 
isolation, and inadequate knowledge of 
international quality standards have 
been identified as the other constraints. 





SELECTION 


Catty conflicts 
in the office 


OW wrong could we get? It is not 
H the office Lothario draped over 

the cubicle partition or the tyrant 
of a male boss who makes life such hell 
for women. It is other women. Competi- 
tion among women in the workplace is 
so vicious, it seems, that it overshad- 
ows all other conflicts. So says Nan 
Mooney, whose just-published / Can't 
Believe She Did That! shines the light on 
a dark area of office politics: why 
women betray other women at work. 

Mooney says there are several rea- 
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It is precisely in these areas that India's 
IT industry has scored. If there is an 
important lesson for us from Brazil, it 
is about the size and growth of their 
domestic market. 

For many in India, the Israel chapter 
should be the most important and 
interesting. Its success in high-value 
software is legendary, and perfectly 
matched with its small human resource 
base. Susanna Khavul highlights the role 
ofthe government, through the Office of 
the Chief Scientist, in actively promot- 
ing growth of the industry. Israel fully 
capitalised on the mass migration oftal- 
ent in the 1990s, primarily from Russia, 
when almost a million people came into 
the country, probably with active in- 
ducements to attract top-level talent. 
The government set up a fund of $100 
million to kick-start entrepreneurship 
and a venture capital industry. As a re- 
sult, from one VC fund in 1990, it grew to 
more than 100 in 2002. This was instru- 
mental in creating companies such as 
Mirabalis (creator of ICQ) and Check 
Point (security software). 

Academia and the military were 
also major players. The latter, in particu- 
lar, was the breeding ground for top 
techno-entrepreneurs. Also noteworthy 
is Israel's commitment to R&D: the 


sons for this, but primarily it is because 
women are pulled in two contrary direc- 
tions. They want to bond with (ugh!) 
each other while competing at the 
same time. From this flows all the nasti- 
ness that the author has compiled from 
interviews with over a 100 women from 
various backgrounds and occupations. 
“Conflict and competition among work- 
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i SHE DID THAT! 
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DID THAT! 

By Nan Mooney 
St. Martins Press F 
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price £13 i 
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civilian spending was 4.2 per cent of 
the GDP in 2000, higher than in the US, 
UK or Sweden. Contrast this with India's 
measly 1 per cent. Clearly, public policy 
has played a major role in Israel's success 


in IT. One indicator conveys this success 


most dramatically: sales per employee, 


already high at $109,000 in 1991, more | 


than doubled to $246,000 in 2003. 














THE SOFTWARE 
INDUSTRY IN 
EMERGING 
MARKETS 

Edited by Simon 
Commander 
Edward Elgar 


China, depending upon the perspec- 
tive, is seen as a market, partner, com- 


- ware industry. What stands out in the 
chapter by AnnaLee Saxenian and Xiao- 
hong Quan is, once again, the direct 
involvement of the government along 


with the major role being played by | 


universities. Evidence of this is in the 
authors’ findings that 30 per cent of the 


i: Ing women may seem an individual 
"problem, but it is one anchored by a 
wast network of cultural and sociological 
roots,” is the dark finding of the author. 
š book stemmed from personal 
e. *As an ambitious young - 
ate,” "says Mooney, “emr 
lace expecting nothing 
but support. and generosity from my- 
female colleagues (really?). Instead, I 
frequently encountered tensions | had-. 
ont expected and didn't always under- 
aS stand (strange, indeed). In my late 
* twenties, after a particularly dramatic 
blow-up with a female boss, ! finally be- 
gan talking to other women about the 
difficulties I'd experienced." 
| How nice to be the male of the 
c species who bond (or don't) and com- 
c pete: with 'each other with such decency, 
and are never, ever given to jealousy! @ 








petitor, or even a threat to India's soft- | 


software companies are state-owned. In 


Peking University, for example. 

One reason for growth of Chinese 
software companies is the preference 
given to them for government orders. 
The peculiarities of the banking system 
have also been a trigger for develop- 





and Kingdee. Government 
support is a major factor in 
the growth of the domestic 
market for both software 
and hardware (even in 2000, 
China had almost four 
times as many PCsas India). 
This could have served as 
the base for a global thrust, 
but success in exports has 
yet been limited. The authors attribute 
| this to lack of managerial experience 


openness of government officials and 
the “amazing pace of change at every 
level in Chinese society and economy”. 
The chapter on India, written by 
well-known economist Ashok V. Desai, 
| charts well the growth of the IT industry 





Chaos in 
the East 


1 ONSIDERING moving to 
C: opening up a busi- 
ness in China? Do you 
simply want some historical 
perspective on China's jour- 
ney in the globalised econ- 
‘omy? Then, check out MR. CHINA by. 
Tim Clissold (Collins Books). TIE 
it's nota masterpiece, nor is itpar — 
‘ticularly enlightening. What it does is i 
| provide an easy-to-read introduction to i 
| the culture, hardships and other experi ` 
ences of being an expat in the Middle .. | 
Kingdom. It also gives you a sense of 





business history — a million different 
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addition, 20 per cent are ‘collectively | 
owned’, that is, spin-offs from the | 
Chinese Academy of Sciences and | 


ment of specific software, | 
and of firms like UFSoft | 


from competitor 


| and its key characteristics, In looking - 


and poor quality standards. They do, | 
however, note the sophistication and | 





i tories — and ended up leaving a grave - 


| (At the end, he even suffers a heart at. 
| tack.) Much of this failure was due to 


| relevance and impact is greatly diluted — 





























 BOOKMARI 





ahead, he has perceptively noted the 
vital importance of combining dom 
knowledge and high-order IT ski 
both of which are refined by practice in 
the domestic market. 
The editor's surnmary and atteripted. 
synthesis offers limited analysis rather 
than great insights. To that extent, one is. 
disappointed that an opportunit 
draw lessons — either for others or fc 
future growth in the four countries 
lost. However, the biggest drawback is 
lack of topicality, crucial for fast-chial 
ing technology. The book is intended as 
a piece of academic research, based on 
case studies, and hence, the prolifera- 
tion of facts and figures. As with much of 
academic work, it seems to have take 
its time. As a result, there is little data D 
yond 2002 although the technology and 
markets have evolved rapidly, especially 
after the dotcom bust. : 
In this business, three years is an 
eon. Therefore, while the book will ce 
tainly be of interest to Indian rea 
seeking to understand the IT industry 
the other countries (and our own), its 














ae its lack of topicality. 



























Kiran Karniki is president, Nasscom. 


kinds of trouble went on in 
the 1990s, and all these. 
tribulations have somehow 
lead to the success of China 
today. For a country like - 
india struggling to keep u 
with the giant, this hel 
keep things in perspe: 
Clissold came to China as 
- a young, ambitious British 
businessman with a basic 
knowledge of Mandarin. | 
rose fast, serving as a go-between foro 
the Western investors and Chinese face 


yard of tattered businesses in his wake. 
official corruption, western hubris and a 


total lack of cultural understanding —on- 
both sides. Sounds familiar? E 















Outlook turns 10 


In 1995 something happened that changed the face of Indian 
journalism. forever. Outlook came into being and with it, 
brought a bold, incisive and sharp way of looking at events and 
people. The frenzied turn-of-the-century decade was captured 
by Outlook with all its characteristic candour. No wonder, the 
magazine earned respect from all quarters and in such a 
short span set trends and became à major success in the 
publication industry. 


Outlook celebrates its 10 years with the presentation of the 
Outlook Speak Out Awards. 





Chief Guest: Smt. Sonia Gandhi 
Date: October 8, 2005. Venue: The Ashok, New Delhi. 


Honouring these courageous people is the perfect tribute to the 
unfailing. spirit that starts small but ends up creating history. 
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Beyond public financing 


NE cannot accuse the human resources de- | 
velopment (HRD) ministry of not thinking 
big. Its proposed outlay for secondary edu- 
cation in the XIth Plan (2007-12) is Rs 82,531 
crore. All of this is, of course, not central ex- 
penditure; some ofthe money will have to be raised by the 


states. Even so, the Centre will have to fork out Rs 65,063 | 


crore, plus an additional Rs 10,450 crore for Kendriya 
Vidyalayas and Navodaya Vidyalayas. Compare this with 
the figure for the current Plan. The approved outlay for 
secondary education (including vocational education) in 
the central sector in the Xth Plan is a mere Rs 4,325 crore, 
according to the mid-term appraisal report. 

Thefirst question that the grand vision ofthe XIth Plan 
begs is: where will the Centre's 
Rs 75,513 crore come from? 
Well, there is a commitment to 
increase expenditure on sec- 
ondary education from 1.25 
per cent to 1.5 per cent of GDP. 
Perhaps, there will be an addi- 
tional education cess, even if 
less than halfthe cess collected 
in 2004-05 has trickled down to 
HRD ministry. The finance 
ministry is presumably using 
the money to cover the Budget 
deficit, its argument for not re- 
leasing the entire funds being 
that many states have not been 
able to spend their allotted 
funds. Also, it has been insist- 
ing that the HRD ministry use 
its budgetary allocations first 
before laying its hands on the cess. 

The critical issue is whether funds are indeed the 


Educational indicators are better 
in private elementary schools. 
Why can't this model be replicated 
for secondary education? 





funds for. As with all government schemes, the ends are 
laudable. It wants to ease the supply-side constraints as 
the education system shifts the goals to vocational train- 
ing. An estimated 25 per cent of secondary students are to 
be diverted to the vocational stream. It also wants the 
gross enrolment rate of secondary school students (ages 
14-18) to increase from 37.5 per cent in 2002-03 to 50 per 
cent by 2011-12. This apart, the ratio of teachers to pupils 
isto be increased as standardisation becomes universal. 
In all this, the HRD ministry has failed to appreciate 
the lessons of the elementary education experience. At 
the beginning of the Xth Plan, an estimated 42 million 
children in the age group of 6-14 were out of school. Bar- 
ring exceptions in Bihar, Jharkhand and Nagaland, why 
are most of them in school 
now? The database of the Na- 
tional Institute of Educational 
Planning and Administration 
(NIEPA) offers an answer. 
There has been an explosion in 
private sector delivery in the 
1990s. And all educational 
indicators, including qualifica- 
tions of teachers, pupil- 
teacher ratios and physical in- 
frastructure, are better in 
private schools. Indeed, NIEPA 
finds 25 to 30 per cent of ele- 
mentary school students are in 
private unrecognised schools. 
There is no reason why this 
model cannot be replicated 
for secondary education. Of 
the 13.8 million secondary 


DINESH KRISHNAN 


| schools, 58 per cent are already in the private sector. The 


problem in tackling the mess in education. Funds have, of | 


course, been the best excuse every government has trot- 
ted out for its dismal record on this front. This is more so 
with the United Progressive Alliance (UPA) government 


which believes that an increase in public expenditureis | 


the best way to tackle just about any problem. Whether 
such programmes and the huge educational bureaucracy 
they run have delivered is not germane to the issue. 

But if critics still cavil, the ministry has other aces up its 
sleeve. It proposes to set up a Directorate-General for Sec- 
ondary Education with state-level affiliates. Perhaps, 
there will even be an Education Commission. After all, the 


Common Minimum Programme had promised one. The | 
last such commission was in 1966, although questions | 
about the implementation of any of the excellent recom- | 


mendations of the Kothari Commission are best ignored. 


Let us look at what the ministry wants these huge | 


share of private unaided schools has increased from 15.17 
per cent in 1993-94 to 23.56 per cent in 2001-02. The mid- 
term appraisal states: "There is considerable scope for 
greater private participation in this sector. Suitable taxa- 
tion and land policies are needed to encourage expansion 
ofsecondary schools in the private sector, along with con- 

cessional loans for NGOs, trusts and registered societies.” 

Nowhere is inefficient public sector delivery as appar- 
ent as for vocational education. Understandably, HRD 
ministry is fixated on public sector provisioning because 
without it, its role would be reduced merely to regulation 
— asit should. 

While conceding that public financing is required for 
disadvantaged groups and regions, it must be admitted 
that there are better and cheaper ways of doing this, like 
targeting subsidies to students rather than schools. Given 
the UPAs mindset though, it will be more money down the 
drain while we nurture a third-rate education system. Bi 
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FROM WHICHEVER 
ANGLE YOU LOOK AT II, 
THE SPOTLIGHT CLEARLY REMAINS 
ON ONE. 





Videocon - 

A global player 

in the world of 
colour televisions. 


The verdict is out. 


With the completion of acquisition 
of Thomson's colour picture tubes 
business in France, Italy, Poland, 
Mexico and China, Videocon will 
have access to state-of-the-art 
manufacturing and R & D facilities 
across the world. 


All these give Videocon global scale 
and efficiency. And for India, the 
chance to hog the limelight in the 
international TV marketplace. 


You'll agree, it's time for all of 
us to hold our heads high. 


VIDEOCON 


THE INDIAN MULTINATIONAL 








ITRODUCING THE UNIQUE MULTI POWER SYSTEM (MPS). 
HE SMART SOLUTION TO POWER SAVING. 


























UiSIIIISDISE If you want higher returns on your investments, consider the LG Multi Power System 
(MPS). It gives you the flexibility to have different indoor combinations with a single š 
outdoor unit. Take a look at your benefits: * Low power consumption - upto 3575 ° 
MPS less than conventional systems * Compact design for a clutter free environment E 
Variable e Precise capacity modulation * Unmanned operation * Low maintenance cost. E 
S head, make th fitable decisi 3 
N o go ahead, make the profitable decision. 9 
Ideal for: Apartments, Bungalows, Offices, Hotels, Resorts, etc. 
Low Energy Consumption 
a b oe off On o. > » 
ty s : _ T 
iL | ot LL oc COMMERCIA 
onventional (On/Off Operation) MPS Variable Control J Normal Working Condition LG AIR CONDIT oN 
See CIE 
Compressors work at part loading to increase efficiency. No frequent turn on/off of compressors saves energy. | GET A HEAD 5TAR 


E penes Office: Plot No. 51, Udyog Vihar, ‘SukajpanKasna Road, Greater Noida, U.P. Tel.: 0120- 2560900, Fax: 0120- 2560921/92¢ 7913. 
For corporate enquiries call: 9811354558, 9899302339, 9899302305, or mail at: s: `ssupport@Igezbuy. „com ` Las 
E For more information call: North: 9899302305, 9899302039, 9899302221. West: 98204106( 323897146, 9823319312. ` 
South: 9840728506, 9845027456. East: 9830898348. Lon MI 
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ü 





rom 31 October 2005 


“The world is waiting ` 


B35 flights weekly from India, British Airways welcomes 


London and 152 destinations worldwide*. Connecting 


you with people, places and opportunities. 
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by Century 
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no Contradictions, 

not Redefining Fashion, 

not just for Friday, 

nor just for the Global Indian & 
not only for the Under 30s. 
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Cotton Confidence >> Shirts | Trousers | T-Shirts | Kurtas | Accessories >> Century Confidence 
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The Samsung SyncMaster 730MP is a great PC monitor. it's an LCD TV. And an FM Radio. With a super slim design 
and 3D Virtual Surround Dolby speakers, this is one marvel of technology that is designed to inspire you all the way. 








30MP Monitor 





Wall and 
Arm mountable 


° Loa š ES Digital 
4 d Camera 
Card (ise ink x j - v EB FM Radio 
Supports various ei devices: High pce 
Wiselink enables the transfer of multimedia content like pictures, music and video between memory DVD, VCR, Audio Players, Multimedia Speakers & 


* | cards and the monitor without needing to be routed through a PC Camcorders as well as Computers 3D Dolby Virtual Sound 


" FE 
v— Colours Available: Silver, Black um M N 
a Range of TFT-LCD PC Monitors available from 38.1 cms (15") to 101.6 cms (40") 


030-8282 
supportindia@samsung.com For further details write to: sunil. m@samsung.com or call 1600113444* f 
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A Left Hook 


Q Your cover story on the UPA 

government's ‘grid lock’ is an 

eye-opener for the people who 

gushed at the thought of 

Congress under the leader- 

ship of Manmohan Singh. I 

would just like to refresh 

peoples memory: the first phase of 

reforms did not spring forth from the brainstorming of 

the South Block mandarins. Reforms came because of all the baggage 

that was thrown on us by the Asian financial crises. I have nothing 

personal against the people in power. But intelligence in academics 

and implementation of policies are two different ball games. n 
Also, why are Indian communists against privatisation? Don'tthey ~ 

see how the success of their Chinese counterparts? From China's view, 

its chief future competitor is going to be India. The Russians financed 

the powerful people that ruled in the 1970s and 1980s. Could it be that 

the Chinese are funding the present-day power brokers to stall reforms? 


Ashutosh, via email 

————— M———ÀMM LLLA 
IS SMALLER BETTER? | abroad, which would give us a better 
Instead ofthe distinction between | perspective on their quality. 


greenfield and brownfield airports, we — Amit Agarwal, posted on BW website 
should make a distinction between | 


primary and secondary airports | PLUSH, BUT UNCLEAN t 
(‘Waste Of Time?; BW, 3October.in | The Indian diagnostics industry may 

India, greenfield airports have | have global aspirations (‘Critical Mass’, 
somehow become synonymous with | BW, 26 September), but the ground 
primary airports, especially | reality is far from comforting. 

international hubs. This does nothave | I had a bad experience at the 


to be the case. We can make small- | Metropolis Centre of MS Ramaiah 

scale greenfield airports that will | Hospital. I had to get my blood 

provide relief for traffic-choked areas. extracted for a routine test. While I sat 

Philip Thomas, posted on BW website on a sofa in the AC room, the lady 
collecting the sample used a blood- 
WHAT'S TO FEAR? ; Stained glove to clean my skin with 

IIMs teach their students about market _ antiseptic. After extraction, she blew r 
surveys, but when the same | air from her mouth to dry out the 
instrument is turned on them, they puncture and covered the puncture 

refuse to participate (‘Class Of 2005; | with a BandAid, using the same blood- 

BW, 3 October). Saying that B-school stained glove. She never stopped to 

surveys are too subjective is an affront | ask me if I was allergic to the zinc 

to Indian journalistic standards. Ifthey | oxide (which I am) used in the 

think the Indian media is not good adhesive in BandAids. 

enough to judge them, they should ask Instead of being impressed by their 
some of their own students todoacase | plush environments, I am highly 

study on the problem and come out | concerned about the hygiene practices 

with hard facts. | of these New-Age labs. 
With this sort of behaviour, itisno | Arum, via email 5 
wonder that the IIMs are famous only | 

in India. Yet the media has to sharethe | ;j————————————————— 1 
blame too. The IIMs are never [| 
compared with similar institutes 
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imagine a TV that makes any room come alive. 


Imagine cinematic sound, DNle™ picture enhancement and 3,000:1 dynamic contrast ratio 


A television whose design and picture are equally arresting. With the Samsung 40" LCD TV 






it'S not that hard to imagine. To learn more, visit www.samsung.com/india 
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cover row 30, The Retail Proposition . 


China allowed foreign investment in retail in 1992. Since then, through a series of progressive measures, the 
Communist government there has raised its FDI cap to 100 per cent, boosting exports with no damage to 
domestic retail. So what is India afraid of? BW takes a comprehensive look at the retail debate in India. 





The UK ruling against Ran baxy in the Lipitor case is more likely ^ 
to impact its Showing in the stockmarket than its financials. With attrition rising and margins 
dipping, WiproSpectramind is 
finding it difficult to manage 
growth. And that's forcing the 


Dashed Hopes The New BPO Plan . 





FDI There seems to bea mismatch between China's 
claims on inflows and what its investors say. 


Escorts Now, the Delhi DevelopmentAuthorityhas | second largest BPO firm in India WIPRO 
jumped into the fray. (See the Naresh Trehan Q&A on page 16.) to change its business model. 


Digital Cinema 
Hughes Network and Valu- 
able are doing the world's 


biggest experiment with | Ai rcraft Fina ncing M 


digital cinema in India. 








With so many new airlines building up their fleet in India, the 
Hughes’ Roach is hunting | aircraft leasing and financing industry could not be far be- 
for the right opportunity hind. What does it take to lease your own 747? BW explains. 
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70 Case Study How Spanish retailer Zara worked on 
its supply chain to bring low-cost high fashion to the masses 





IN VOGUE 


ss| Coffee Wars = 


US coffee chain Starbucks is honing 
its Asia strategy and MNCs like Nes- 
tle are already making inroads into 
Asia. How are local players coping? 
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64! Star Cruises The company’s COO on how the third 
largest cruise company plans to sail the Indian waters. 


74! Bookmark A useful book on one of the most impor- 
tant emerging business issues: rural marketing. 





GUEST COLUMN 


26 Automobile If india 

does not wantits fast-growing 
auto industry to be controlled 
by foreign companies, it must 

soon do something radical. 









4 An assembly line at Tata 
Motors: India’s best bet? 


COMMENT 


24 | Omkar Goswami The infrastructure 
in India isamong the worst in Asia, and, com- 
pared with other nations, getting worse. 


DOUBLE TAKE 


68 Emcee wnata difference Fair and 
Handsome makes. Emcee finds out in his first 
biased, unfair and prejudiced column. 





6 FEEDBACK 
76 BW OPINION 





Cover Design: Jyoti Thapa Mani 
Photograph: Namas Bhojani 





Web Exclusives 


Stock Sense: Infosys declares solid results but equity 
prices play truant. How will Diwali fare? 

Wide Angle: Mohit Malik of Anoova Consulting on 
how to use your business networks profitably. 


Pharma Capsules: Your fortnightly update of the 
pharmaceutical and healthcare sector. 


Log on to 
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Saying no to growth 


NE of the paradoxes of economic liberalisation 

is that the constituency that is hurt by 

liberalisation, however small it is, is always 

better organised and more vociferous than the 

constituency that will gain from it, however 
large the latter is. The reason is that the gains of liberalisation 
are spread far and wide while losses, real or imagined, are 
concentrated in a few pockets. 

Think of telecom liberalisation or PSU privatisation. They 
reduce the power and prestige of public sector monopolies 
and their employees, but they increase the convenience of 
the population at large and enhance the competitiveness of 
the entire economy. But while the monopolies and their 
employees are well-organised to put all kinds of hurdles in the 
way of liberalisation, the general population is not organised 
enough or aware enough to 
agitate for its rights. All reform 
measures, therefore, run the risk 
of being held up by a 
determined bunch of 
opponents who care nothing for 
the convenience of people or 
even the interests of the country. 

Nothing illustrates this more 
than the current controversy 
over allowing foreign direct 
investment in the retail sector. 
The government wants to 
gradually open up the sector to foreign investment to 
improve farm-market linkages within the country and to 
increase exports, especially agricultural exports. This could 
have a significant impact on rural prosperity. But the Left 
allies of the government are already keyed up to oppose it — 
expect a lot of newsprint to be consumed by this debate. 

This week's cover story, researched and written by senior 
editor M. Anand, is intended to make sure that the debate will 
be based on hard facts. Anand studied the experience of retail 
opening up in many countries before writing this story. “An 
unbiased look at the facts of the case shows that saying NO to 
FDI altogether will mean a substantial loss of opportunity for 
Indias agricultural economy,” he says. 

Wrong-headed policies have already messed up India's 
high-potential textiles sector — most of the gains of the global 
dismantling of the quota regime have gone to China instead 
ofus. Stopping FDI in retail will be an equally retrograde step. 
The Left should think again. 
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Major hits and misses in the US 


un 


Innovator's brand Ë indic 























B Dr Reddy's _ Lost 

-Pfizer's Norvasc DrReddys — Lost 

Novartis’ Lamisil Dr Reddy's — Lost - 

Eli Lilly's Zyprexa Dr Reddy's, — Lost" 
Ss Cipla** 

Pfizer's Accupril ` Ranbaxy Lost* 


*in appeal — **Cipla is not a direct challenger but the bulk 
drugs supplier to the chailenger 








Source: BW research 
— 





; investors who bet heavily on sure fire wins have bumt their fingers 
in the judgement was finally handed down. In the $54-billion generics in- 
, where such lawsuits are par for the course, investors could lose their 

if this happened too often. — : 
How bad is this particular loss for Ranbaxy? Even if Ranbaxy had won, 

ldn t have been an immediate impact on its sales and eamings. For 
company would have been able to launch its generic only in early 

r data exclusivity on the drug expired in the UK. (Data exclusivity 
lator from using data submitted by an innovator company to 
rove a generic.) Also, if Pfizer had lost, it would have appealed the judge- 
ike Ranbaxy is doing now), and it is unlikely that Ranbaxy would have 
shed its Lipitor copycat until the appeal was settled in its favour. An ap- 
usually takes a year. The immediate impact, therefore, is being felt not 
bers, but on investor sentiment. Ever since they started challenging 
drug patents of Big Pharma in the US, Indian companies have lost more cases 

f significance than they have won (see ‘Major Hits and Misses’). 

Analysts say that a win in the UK was being closely watched as an indica-- 
vof how things could go in the US, Lipitor's largest market, accounting for 

` . : . $8biilonofthe brand's sales of $10-billion, 
Ranbaxy and Pfizer are in a high-stakes war 
here too; a judgement by a lower court is ps 
pending. A UK court decision in its favour may ` 
have provided a psychological boost to Rae > 
baxy. “In terms of sentiment, people might just - 
have extrapolated this to mean a win inthe — 
US," says one investor. This is not to suggest 
that UK by itself is not a significant market. 
Lipitor has sales of roughly $700 million here ` 












Ranbaxy share prices 







Rs 525.55 
7 Octobe: 














500.85 and it is growing at a double digit rate. Inves- — 
7 Rs 458.40 ) | ` tors will now have to wait another year to know 
13 October whether Ranbaxy gets a swipe at this. ú 
Source: BSE 








GAURI KAMATH ` 








3 BUSINESSWORLD 10 24 OCTOBER 2005 





















HE ‘will-it-won't- 

it’ has been put to 

rest — for now at 

least. The $22-bil- 
lion Mittal Steel, the largest 
steelmaker in the world, has 
finally taken steps towards 
its first greenfield foray. On 8 
October, Lakshmi N. Mittal, 
chairman and CEO, Mittal 
Steel Company, signed an 
MoU with the Jharkhand 
government for setting up 
a steel plant as well as min- 
ing operations in the state. 
The envisaged 12 million 
tonnes per annum (mtpa) 
plant will be built at an investment of 
Rs 40,000 crore. 

While comparisons with Posco's 
agreement with the Orissa government 
might seem obvious, it is, however, the 
deal that Tata Steel signed with the 





McKINSEY PAPER ON BANKING 


A time to 


HE Indian banking sector needs 
| at least Rs 60,000 crore ($22.8 bil- 
lion) in capital, several policy 
changes, and more customer focus to 
achieve 30 per cent annual growth 
through 2010, says a white paper titled 
‘India Banking 2010’ published by 
global consulting firm McKinsey & 
Company. In contrast, Indian banks 
raised just Rs 3,000 crore between 2001 
and 2004. 

“Although the Indian banking sector 
is healthy now, to sustain the perfor- 
mance, consolidation should be pro- 
moted and there should be increased 
foreign participation and products to 
suit customer needs,” says Joydeep Sen- 
gupta, partner at McKinsey who led the 
team that prepared the paper. 

The paper talks ofthree possible sce- 
narios— high-performing, evolving and 
stagnating — for Indian banking in 
2010, based on the interplay between 
policy inventions and management 
strategies. If the system stagnates, loans 
as a share of GDP would be at 45 per 
cent, up from the current 31 per cent. 
However, the figure could be as high as 





Jharkhand government in September | 
that begs attention. | 

The two memorandums signed are 
almost identical in their broad details: 
plants with outputs of 12 million tonnes 
a year, investment amounts of around 


LESS LEC TTo 


Rs 40,000 crore (Tata Steel is 
planning to invest Rs 2,000 
crore more than Mittal), deve- 
lopment ofiron ore mines, and 
proposals to put up power pro- 
jects and townships. Even the 
time frames are similar. 

“It was a masterstroke from 
Tata Steel,” says an industry ob- 
server. While the Mittals were still hedg- 
ingtheir bets with the state government, 
hoping to get a swap or export deal for 
iron ore, Tata Steel steamed ahead with 
their MoU as soon as the Jharkhand 
government renewed the land lease for 





A 


Graphics: NEERAJ TIWARI 


reform 


102 percent if some key policy and prac- 
tice level changes are implemented. 
The paper also says that in a high- 
performing scenario, banks could come 
to account for 7.7 per cent of the GDP, 
compared to the current 2.5 per cent. | 
And if timely reforms aren't taken up, 
the sectors contribution could be a | 
whole 3 percentage points lower. 





To tackle the sector's structural weak- 
nesses, the paper proposes a focus on 
social development through explicit, 
market-driven incentives and transition 
to a unified regulator (distinct from the 
central bank), eliminating regulatory ar- 
bitrage. Other measures suggested are 
giving more operational freedom to 
public sector banks, developing a con- 
sumer protection infrastructure, anden- 
hancing corporate governance norms. 

The paper also clearly encourages 
consolidation among domestic banks. 
Though consolidation is often talked 
about, there has been just one recent 


Three potential scenarios for Indian banking in 2010 


Regulation and policy 


e Freedom for policy 
_ deployment i 
. Institutional utilities 

e Labour laws 
STAGNATING 


ownership 


Management action 
e Service operations platform e Sales and marketing capabilities 
e Risk management skills e Organisational culture and performance ethic 





LOW 


Source: McKinsey 
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STEEL MEGAPROJECTS 


Jharkhand's 
second 





the Jamshedpur plant. 
Relations between the 


Tata group and the 
Jharkhand government 
has been off key for the 
last six years when the 
land lease renewal issue 
was going through a se- 
ries of court cases. 

However, the true winner from these 
deals is likely to be the Jharkhand gov- 
ernment, notably chief minister Arjun 
Munda. He has two big ticket MoUs 
from companies which will both be 
loath to backout. For Mittal Steel, its first 
greenfield foray is likely to be a matter of 
prestige. And Tata Steel wouldn't want to 
fall behind simply because this is its 
home turf. 

A flautist in his spare time, Munda 
has both the companies where he 
wanted them, moving to his tunes. M 
PALLAVI ROY 


case of it — between Centurion Bank 
and Bank of Punjab, in June 2005. 

Recent research shows that an in- 
creasing number of bank customers in 
India value the skills and products of- 
fered by multinational banks, whose ex- 
perience could help them break the 
stranglehold on loyalty that the public 
sector banks seem to enjoy here and in 
the rest of Asia. That’s why state-owned 
banks, with about three-fourths of the 
total banking assets in India, continue 
to dominate the sector. 

But the differences among customer 
segments could throw open large op- 
portunities to the foreign players, says 
the paper. “Increased foreign presence 
needs to be managed carefully,” cau- 
tions Sengupta. “Foreign banks should 
convince [people] that they are here for 
a long term, say, 15 to 20 years, rather 
than 4 to 5 years.” 

As for banking operations, Sengupta 
says: “Managements must first 
strengthen institutional skills, particu- 
larly in sales and marketing, service op- 
erations and risk management. Second, 
they need to focus on evolving and de- 
veloping profitable business models to 
serve low-income rural and small & 
medium customers." That's where, he 
reckons, a lot of the new growth is going 
to come from. m 

GARGI BANERJEE 

















FDI IN CHINA 
Telling 
mismatch 


HE foreign direct investment 
| figures reported by China seem 
to come unstuck when com- 
pared with those from the major 
countries investing in China. 

The differences are quite stark 
when it comes to numbers concerning 
the United States, the United Kingdom 
and Japan. The investments in China 
reported by these countries is often 

_ about half of what China claims they 
have put in. 

The trend, however, seems to be 

different in the case of Hong Kong. Bi 


World No. 3 








Economy As reported 
i by investing 
economy 


Pi flows to China a as s reported " Chia and ar: the mesi e economy 











As ‘Sorted 
by investing ` 
economy | 





[ Malaysia 


Netherlands —— 


ELECTRONIC MANUFACTURING SERVICES 


in India now 









TOP TEN EMS 


Company Location in India 


HON HAI Not finalised 


ing to expand their presence in 
| India, having announced plans 
to set up a second manufactur- 
ing facility. Further, Flextronics 


has also announced plans to set 
;d P. h : . : : 
FLEXTRONICS Bangalore; Industrial Park-Chennai up an industrial park in Chennai 


to offer facilities like injection 


SANMINA-SCI Considering: 3 states in south India moulding, PCB assembly, distri- 





SOLECTRON* Bangalore, Chennai 
| CELESTICA — 
gm 

| ELCOTEQ* 
B BENCHMARK _Not p 
MISSUS: Not present 












bution, logistics, etc. Flextronics 
plans to improve its manufac- 
turing cycle time through this 
park. Sanmina is considering 
three possible locations in South 
India for a greenfield facility, al- 
though no names and invest- 








; — a TO ee E ment figures are known yet. The 
USI Not present & company will use this facility to 
TOTAL TOP 10 * make PCBs for the electronics 

* Announced plans Source: iSuppli & BW estimates š and telecom industries. . 
Š The electronics market in In- 





7 ANMINA-SCI Corporation, the third- 
S largest contract electronics manufac- 
Ç turing service (EMS) service provider, 
: plans to open its first plant in India in a year, | 
: Say sources close to the deal. 
5 Sanminais the seventh global EMS player | 
___ toenter India. Others in this space are Flex- 
/ tronics, Jabil Circuit, Elcoteq, Solectron, 
-Celetronix and Hon Hai Precision Industry. 
In fact, Jabil and Flextronics are alreadylook- | 








dia was estimated to be around 
| $11.5 billion last year and iSuppli Corpora- 
| tion, a US-based consulting firm that tracks 
| the electronics sector, expects it to reach $40 
j billion by 2010. In the EMS space, India faces 
| tough competition from China, whose mar- 
| ket was worth $271.97 billion in 2004. While 
| the Chinamarketis farlargerthan the Indian 
| market, India is expected to have a higher 
| growth rateas compared to China. = 
| NANDINI VAISH 
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FEA major and Tata 


group company, the 
Rs 891-crore Tata Tea, 


Ç has made good the 
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ESCORTS 


The battleground 


The heart institute finds itself beleaguered on 
three fronts. And nobody is willing to let go — 7 


HE late Hari Prasad Nanda's 

soul must be hurting at the 

sorry state of affairs at the 

Escorts Heart Institute and 

Research Centre (EHIRC). 
He set it up in the 1980s as a trust and a 
hospital with money from his own 
pocket and donations from others. He 
made the effort after he was forced to 
travel abroad for getting his own heart 
condition treated. 

Today, his elder son Rajan has con- 
verted the trust into acompany and sold 
itoff, his younger son Anil is challenging 
the deal in the court, and, in the middle, 
the hospital itself is running the risk of 
being evicted from the premises it has 
occupied since inception. 

Anil has challenged the transforma- 
tion of the EHIRC society into a com- 
pany and its subsequent sale to Fortis 
Healthcare. The hospital has been 
dragged into a public interest litigation 
alleging that it, and 13 other Delhi hos- 


pitals, has failed to reserve a quarter of | 


its beds for the poor, a key condition for 
its concessional, 99-year land lease. And 
the Delhi Development Authority 
(DDA), for itself, has served an eviction 
notice to EHIRC for the same and for 
having transferred the ownership of the 
hospital to another party. 

At Escorts' challenge of the eviction 
notice, the Delhi High Court (DHC) has 
restrained DDA from taking possession 
ofthe premises until the next hearing on 
21 November. In Anil's case, the court 
has ordered status quo on Escorts-For- 
tis deal till November 22. 

The Escorts management is saying 
that Fortis, the new owners, will now 
have to contend with the troubles, but it 
is committed to offer support all along 
the way. Escorts' chief financial officer 
Shailendra Tandon argues that EHRIC, 
the original lessee, continues to be in 
possession of the land, though its char- 
acter has changed from being a society | 
to a company. He also claims that the 
eviction cannot be effected merely by is- 








suing a notice —for that, the DDA would 
have to file a civil suit and win it. 


DDA officials concede that such an 


| eviction has never happened earlier. 


But, in this case, they are willing to push 
the company to either abide by the lease 
deed or move off the land. In effect, they 
are preparing to sue. 

Two years ago, in 2003, EHIRC had 
offered to pay the market price for the 
6.9-acreland — though at the rate ruling 
during the allocation — but the DDA 
never responded to it. 

The beginnings of the problem lie 


formed the EHIRC society into a com- 
pany. Why, then, is Anil challenging it 
now? Back then, Rajans5 ostensible rea- 








| Rajan took 10 per cent, Dr Naresh Tre- 


han got 10 per cent, and the remaining 
stake was parked with Escorts Ltd. 
Anil raised his voice for the first time 


| in 2003, when Rajan flouted the corpo- 
| ratisation in spirit and tried to sell 17 per 


cent of EHIRC to the Singapore-based 
Merlion India Fund. 

The younger brother now says he 
would like to be on the governing board 
of the hospital again, if it is possible to 
reverse the deals done by Rajan. "But, of 
course, I don't have Rs 650 crore to buy 


| the hospital,” he adds. 


| way back in 2000, when Rajan trans- | 


son for the corporatisation was to bring | 


in a global healthcare company as a 
technology partner. 

“I tend to take a back seat when 
somebody is doing a good job, or seems 
to be doing so," says Anil, who was a 
| member of the trust's governing board 
at that time. When the company was 


Rajan’s maneuvering has made ad- 
versaries elsewhere too. Dr Trehan has 
made no secret of his disappointment 
with him. But he wants to avoid further 
muckraking. 

He told Businessworld: “I'm here, all 
my team members are here (at the hos- 
pital)... . Corporate battles can continue 
outside the hospital." (See interview on 


| page 16.) The problem is that it may not 


formed, there was no stake for Anil init. | 
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be too long before the hospital itself gets 
affected. 
FEROZ AHMED 
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INTERVIEW/NARESH TREHAN 


‘It is still Escorts 
Hospital’ 





SEVENTEEN years after it was set up, Es- | 


corts Heart Institute and Research Centre | 


has become synonymous with Dr Naresh 
Trehan, who is widely regarded as one of 


the most skilled surgeons in India. Even | 


after the acquisition of the Escorts group 
of hospitals by Fortis Healthcare, a com- 


pany promoted by Ranbaxy, ata consid- | 
eration of Rs 650 crore, Trehan has held | 


on to his 10 per cent ESOP valued at Rs 65 
crore. In this exclusive interview with 


BW’s Gina S. Krishnan, he reiterates the | 


need to keep the legal course on the dis- 
putes separate from the functioning of 
the hospital. Excerpts. 


im What is the status of Escorts-Fortis 
hospital? 

First of all, it is still Escorts Hospital, and 
my team and l are doing our job: of de- 
livering the best quality heart care to our 
patients. I am here. All my team mem- 
bers are here, and we are doing the job 
we have been doing for the past 17 
years. Corporate battles can continue 
outside the hospital. 


m Do you plan to continue with the hos- 
pital, now that the management has 
changed? 











We set up this institute 20 years ago. It is 
the only single speciality heart institute 
in the world and a unique institute. We 
have run it with the highest standards of 
integrity and healthcare delivery. Fortis 
wants to run hospitals in the same way. 
As long as we can continue with our 
work, we (my team and J) will continue 
to practise here. 


m We believe that Rs 65 crore has 
been offered for the 10 per cent of 
ESOPs that you hold. Do you plan to 
take the money being offered? 

Ihave said clearly that my ESOPs are not 
part of any discussion. There has to bea 
clear-cut legal decision on the disputes 
over the sale of the hospital. As long as I 
can continue doing what I have been 
doing, giving the patients the best of 
care, I will continue to do that. 


m What about the MedCity Project? Is 
it part of this deal? 
Thatis my project with GE as a partner. 


| m Fortis Healthcare has also planned to 


set up a MedCity in Gurgaon. Would you be 


| open to partnering with them? 
| This can be discussed at a later stage. M 
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BREAKING NEWS 


Beaming the blockbusters - 


Soon, 400 more theatre screens could be receiving movies via satellite 


Pranav Roach, president, Hughes Network Systems 


$a 
E 8-1 
^ 8 , 


T has to be the best kept secret in 
the film industry. Throughout 
2005, Mumbai-based Valuable 
Group — in association with New 
Delhi-based Hughes Network 
Systems — has seeded theatres with 


digital cinema equipment without | 


much fanfare. But the initiative is cer- 


' tainly crucial for the world's largest film | 


producing country. 
By October 2005, it had registered 
z 400theatres in B and C class towns in In- 
dia. Of these, 60 are active and have al- 
' ready screened 10 films including 


_ Chocolate and Aashiq Banaya Aapne. | 
. These films were received by the the- | 


, atres via a Ku-band satellite from the 
Hughes hub in Gurgaon — the same 





AMIT VERMA 


technology that direct-to-home (DTH) | 
broadcast systems like Dish TV use. | 

Now, theatres in towns like Bhavna- | 
gar and Wada are seeing ticket sales rev- 
enues go up between four and 10 times, 
Why? They are screening movies broad- | 


cast to them the day they premiere with | 
perfect, scratch-free digital pictures. | 
In its first phase the project will cost | 
over Rs 80 crore for 500 theatres and an 
additional Rs 175 crore for hitting 2,000 
theatres by 2008. 

This makes Valuable, arguably, the 
| world’s first implementation of a satel- 
lite-based digital cinema system. Every | 
| Major satellite broadband provider 
| from Boeing to Hughes in the US, have 


| experimented with it from 1999. While | 
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several businesses such as education 
and oil and gas in different parts of the 
world use satellite broadband, itis not 
being used commercially to broadcast 
feature films, yet. The one example we 
came across is about film advertising. In 
the US, Hughes has a deal for screening 
advertising across 400 theatres owned 
by the Regal Entertainment Group. 

That makes the India experiment 
even more important. It emphasises 
more firmly than ever Indias position as 
the digital cinema laboratory of the 
world. There are now more than half a 
dozen players trying to roll out digital 
systems (See ‘Big Plans’). At over 135 
theatres, India is by far one of the largest 
digital cinema countries in the world 
along with China and the US. UFO 
Movies, the brand name under which 
Valuable hawks its service, has a target of 
2,000 theatres by March 2008. If it meets 
that, it will become the largest film retail 
chain in India. 

The other company to target over 
1,000 screens is Chennai-based Pyra- 
mid Saimira, which has just started dis- 
tributing. “Our expectations are that at 
least 4,000 theatres would get converted 
in the next three years to this digital 
mode of delivery,” says Pranav Roach, 
president, Hughes Network Systems. 
Hughes is, roughly speaking, the tech- 
nology vendor on the project. 

Valuable is a 46:34:20 joint venture 
between Apollo International, the 
Chennai-based Martin Group (owned 
by lottery king Santiago Martin) and 
the management team led by Sanjay 


| Gaikwad. The last, the executive director 


in charge of the project, is a former Zee 
Telefilms man who was part of the team 
that set up Playwin. 

Sometime in January 2004, Valuable 
identified digital cinema as an area 
with potential and looked around for a 
way to develop a business around it. The 
digital advantages have been known 
for some time now. (See ‘Look Who's 
Watching’, BW, 15 March 2004 and ‘The 
Second Wave’, 6 June 2005). 








When more copies ofa film print are 
released, its chances to make money in | 
thethe first few weeks increase. Ideally, a 
film should release with 12,000 prints, 
one for each theatre in India. Most man- 
age about 200 since each print costs | 
Rs 60,000-70,000. By the time they reach | 
B and C class towns in scratchy and | 
damaged form, cable and video par- 
lours have eaten away a bulk of the rev- 
enues. A digital cinema system, mean- 
inga server, projector and a scheduling 
software, can ensure that a film reaches 
every theatre in India, first day, first 
show. That is because after the initial 
, equipment costs, the print costs just | 
, about Rs 2,000-3,000 plus transporta- | 
` tion. A satellite-based modelis, theoreti- | 
cally, even better, since there are no | 
hard-disks to be sent. 

The last and most important bene- 
fit it has is that it plugs revenues leak- 
ages. Currently, only 50 per cent of the 
Rs 5,000-odd crore collected at the box- 
office comes back to the film industry. 

With these advantages in mind, 
Mukta-Adlabs started seeding theatres 
with digital systems in 2003, taken either 
on lease or revenue-share. The results 
were great to start with — takings in 
moribund towns like Bhavsar or Gule- 

wadi in Maharashtra went up from Rs 
<> 30,000a week to over Rs 50,000 a week as 
filmgoers flooded in. Somewhere along 
the way, Mukta-Adlabs faltered and sev- 
eral others entered the fray. 

It is against this backdrop that 
Hughes, which was looking for a lucra- 
tive way to use 8 MBps of spare wireless | 
bandwidth, zeroed in on digital cinema. | 

i 
l 
| 





It then met Valuable, which was looking 
for a technology alternative to the 


-*. hard-disk model. Both agreed to be 


- evangelists of sorts. | 

Hughes has the equivalent of a | 
transponder on a Ku-band satellite. It | 
uses a lot of this wireless bandwidth | 
for various industries, and also runs | 
classrooms across the country that plug | 
into the IIMs or other institutes for edu- | 
cation using DirecWay. “We are trans- | 
porters of goods like voice, data and | 
video," says Roach. 

However, like any other broadband 
network, video is the really lucrative | 
thing to carry for Hughes. The difficulty | 
lay in cracking how to compress and | 
transmit films, which is essentially an | 
80 GB file, which they manage to trans- | 





| taking the total dedicated to films 


| other costs. These is a Rs 2 lakh security | 





mit in two to three hours over a wireless | 
network into theatres with patchy elec- | 
tricity. Hughes worked around that | 
using ‘proprietary technology’, and also | 
added another 8 MBps to its capacity, 


| a song. Yet it needs to be technology- 
evangelist on this one. Once the num- 
bers take off, it will gain from moving. 
quickly as others jump into the fray. 

They would have good reason to... 
imitate them. With digital theatres, the ` 
film distributor spends hardly one 
fourth of the money he would have 
spent on one print and gets to cover ` 
many more theatres. And the theatre 
owner makes money from increased. 
ticket sales. x 


to 16 MBps. 

Before giving the hardware, Hughes 
examines the theatre's facilities and 
thenan agreement is reached on service 
levels, Roach claims 95 per cent of any 
technical problems that may arise can 
be fixed from its hub in Gurgaon. The | For itself, Valuable hopes to im 
rest can be fixed by Hughes technicians | money from selling advertising tin 
in its 2,500-plus centres across India. | these theatres, on and off-screen. Ina 

After this, Valuable installs Rs 15lakh dition to selling ad spots, Valuable is ` 
worth of server and projectors free of | also picking up 100-150 sq. ft of space: 
cost. However, there are somechargesit inside every theatre. These can be used _ ; 
makes to cover interest, delivery and | for anything, from game consoles to ` 










Big plans for India, the world's digital 
cinema laboratory 


Company Digital theatres Solution Cost pe 


Current Planned 
. (inci current) 
mccum + 






VALUABLE GROUP 
 MUKTA-ADLABS 
SATHYAM CINEMAS 
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ATM machines to cyber cafes to justo 
regularevents and promotions. 


deposit and Rs 25,000 for installation. | : 
This creates an advertising oppor- ` 


It also charges Rs 175 per show from | 
the distributor and Rs 250-350 pershow | tunity that most marketers — desper: 
from the theatre owners. _ ate for reach in Band C towns — would © 
Once the distributor gets a print, kill for. Almost every major medi 
he gives it to Hughes or Valuable. One buyer, from Group M to Madison h 
ofthem digitises the print (which means | got into film promotions. So th 
compressing and encrypting the film) | screens Valuable has, the bet 
and sends it to the Gurgaon hub. The | to advertisers, Eventually, Valuat 
hub, in turn, transmits iton a Thursday | pectsitsadvertising revenue (on. 
into theatres which receive it via their ^ screen) to go up from 40 per cent 
small dish antennae. The theatres store | percent, with the balance coming fr 
it on their servers and can play the print the service charges, Gaikwad say 
only for the agreed number of shows. “There is a huge bottomline even 
After that, the file carrying the film something like Rs 5 per spot per show.” ` 
disintegrates. | As others, notably Real Image and 
While both the companies do not ^ Pyramid Saimira, accelerate their own _ 
admit it, Hughes has probably given | roll-outs, film retail in small-town India 
its proprietary technology for compres- | is bound to change. It's high time, B 
sion and transmission to Valuable for | VANITA KOHLI-KHANDEKAR = 
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* BROADBAND 


/ Fat-pipe links find favour 





Major Indian ISPs 


. ISPs Basic tariff ^ Service offering No. of cities Technologies 
/ ° plan (Rs) (Download limit) covered used 
y. BSNL 250 400 MB 177 DSL 
7 MTNL 399 400 MB 2 DSL 
⁄ VSNL/TATA 414 500 MB 43 DSL 
| INDICOM 
= Bharti 250 400 MB 7 states* DSL 
; Hathway 275 125 MB 8 Cable 

Sify 550 1 GB 59 Cable & Wireless 
7 Except BSNL's, tariffs are for Mumbai or Delhi * Delhi, Haryana, Madhya Pradesh, Karnataka, 

Tamil Nadu, Pondicherry & Maharashtra ** Mumbai, Delhi 

4 
/ ROADBAND Internet is hot. The number of broad- | The primary reason for the spurt is the sharp fall in prices. 
7 band connections (defined as a minimum down- | Two months ago, Internet service providers (ISPs) like market 


loadable speed of 256 kBps) was 47,000 till January 


/ 2005. The Telecom Regulatory Au thority of India's 
7 (Trai’s) September report says the number of retail broadband 
growth coming 


subscribers has shot up to 6.1 lakh, with the 
/ mainly from the metros, 












| leaders Bharat Sanchar Nigam and Bharti announced cuts in 
its base tariffs to Rs 250 a month, close to dial-up charges and 
16-20 per cent of what they used to bea year ago. The two have 
about 200,000 subscribers each. Says S.N. Gupta, conver- 

! gence adviser at Trai: “The new broadband customers are 

mostly home users who have migrated from dial-ups.” 

With BSNL cutting its prices, other ISPs are also following 
suit and the ranks of the broadband connected are swelling. 
Says K. Krishnan, executive director, Airtel Broadband & Tele- 
phone Services: “It took us 18 months to reach 100,000 sub- 
scribers and less than five months to reach 200,000.” Now that 
broadband is proliferating, one can expect a growth in de- 
mand for online content like movies, music and gaming. 

Trai had not expected it would take this long for broad- 
band growth to take off. In March 2005, it had recommended 
that VSNL reduce its international leased line charges by two- 
thirds so that the benefit could be passed onto ISPs and, fur- 
ther, to consumers. But VSNL challenged the Trai order. It was 
only in August that it reduced its leased line charges by 50 per 
cent, allowing ISPs to reduce its tariffs to the current levels, 

There is no way Trai will achieve its target of 3 million sub- 
scribers by December. One million is the best it is hoping for. 
Gupta says growth will be faster if BSNL uses its copper wires 
more efficiently and, perhaps, even shares its lines with other 
ISPs. The ISPs also need to go deeper into the hinterland. 
BSNL, for instance, has not managed to start operations in all 
the 198 cities it is targeting. Then, as Krishnan puts it, there is 
the problem of getting “enough aggregated online content". 

Trai, however, has attained its target of 6 million Net sub- 
scribers by the year-end. That's also a reason why it's 2007 tar- 
get of 9 million broadband subscribers remains unchanged. It 
reckons that enough people will continue to shift to broad- 
band connections at the current prices. 

However, India has a long way to go to catch up with Korea, 
where 75-80 per cent of the households have broadband In- 
ternet access. m 
ADITYA KHANNA 
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. Take the economical path. - 
With Bosch technology. ` 


-— t d.n er  *SEia4 m wee 
J With pioneering innovations like common rail diesel fuel injection system and gasoline direct inject 
osch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enhai 


vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vehi 
has access to the world's best technology. Bosch, the largest auto component supplier in the world š 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The poy 
of We - giving you the best of both worlds. So that you can drive much farther for a lot les 








MICO | The power of We BOSC 


du Celebrating 


it 









For once, 
we have run ou 





Overwhelmed. The only way we can express ourselves after the stunning suc- ` 
cess of 'Outlook Speak Out Awards’, on the occasion of our 10th anniversary. An award 
that honoured those who spoke out. We congratulate the six winners — E. Siddamma 
(Chennai, Tamil Nadu), Mayilamma (Palakkad, Kerala), Dr. Naseema Hurzuk (Kolhapur, 
Maharashtra), Shamshad Khan (Mirzapur, Uttar Pradesh), Shreshtha Gaur (Morena, 
Madhya Pradesh) and Tiliya Devi (Khairi, Bihar) for their outstanding courage, conviction 

and commitment. Outlook thanks Smt. Sonia Gandhi and everyone else who graced the 
occasion to salute those who spoke out. And of course, the millions of readers without 
whose participation, this would have remained just a dream. 


OUTLOOK 


SPEAK OUT 
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The author is the founder 

of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. Hecan be | 
reached at omkar. | 
goswami@cergindia.com. 





Our infra- 
structure 
quality is 
among the 
worstin | 
Asia and, 
compared - 
with other 
nations, 
getting 
worse with | 
every year 





y omkar goswami 








Who are we 


kidding? 


E can talk proudly at vari- 
ous international confer- 
ences about how the In- 
dian economy is doing 
brilliantly and how an 8 per 
cent-plus compound annual growth rate is just 
a whisker away. We can tell the whole world 
how countries and corporations can ignore us 
at their own peril. We can talk about the power 
of India's young people, and why our increas- 
ingly youthful demography will propel us to 
ever higher growth. And we can feel very happy. 

Say all these extravagant things and be as 
happy as you wish. But let's internally recognise 
a few hard truths, which have to do with our 
abysmal quality, quantity and availability of 
physical infrastructure. 

Let's begin with electricity. Delhi is the most 
powerful political part of India and enjoys dis- 
proportionate economic resources, right? This 
year, the city has been plagued by some of the 
worst power cuts I have ever seen. It has not just 
been a peak-of-summer phenomenon. The 
power cuts have worsened during the mon- 
soons and in October. In fact, I am writing this 
article amidst a power cut that is already more 
than an hour and a half long. And this is not at 
some poor resettlement colony, but at Neeti 
Bagh, a place populated by famous Supreme 
Court lawyers. The average power cut in posh 
South Delhi is around three hours per day. If 
this is what happens in Delhi, can you imagine 
what the situation is like in Kanpur, Lucknow, 


Pune, Kolhapur, Jaipur, Ludhiana or Jalandhar? 
| 


Roads. In seminars abroad, many of us talk 
about the success of the Golden Quadrilateral 
programme that will soon give us 5,800 km of 


| four-lane and six-lane highways linking Delhi 


to Jaipur, Ahmedabad, Mumbai, Pune, Banga- 
lore, Hyderabad, Chennai, Vizag, Kolkata, Be- 


| naras, Allahabad and Kanpur. And how in the 


next six or seven year, we will have another 
7,000-plus km of modern highways linking 
Kashmir to Kanyakumari, and Assam to the 


| western tip of Gujarat. Great stuff to regale au- 





diences with. Except for two simple facts. First, 
while we are celebrating the completion of over 
5,000 km of dual carriage highways, China has 
completed close to 30,000 km of six-lane high- 
ways; by 2008, it will have done another 12,000 


- 


km. Second, all it needs is two bouts of severe ' 


rainfall for our great four-lane highways to re- 
veal their myriad potholes. 

Here is an example. During the last weekend 
of September, it took my wife, Radhika, and me 
over eight hours to travel from Delhi to a place 
beyond Rishikesh —a distance of 250-odd kilo- 
metres. We spent over an hour negotiating 
some of the worst potholes between the Meerut 
bypass and Khatauli. On the way back, we chose 
to avoid Khatauli and decided to cut across Sa- 
haranpur, Yamunanagar and Kurukshetra and 
then, hopefully, gun down the six-lane G.T. 
Road highway. High hopes! Two days ofrain had 
destroyed all roads. It took us 10 hours to return 
— negotiating potholes of various depths all the 
way from Rishikesh to Sonepat. 

Let's move on to airports. We now have In- 
dian Airlines, Jet, SpiceJet, Air Deccan and, lord 
knows, how many other airlines. I am told we 
have over 40 daily flights between Delhi and 
Mumbai. And what facilities service this explo- 
sive growth in air travel? Some of the worst pos- 
sible airports in the world. 

In the beginning of the 21st century, Mum- 
bai's swanky new domestic terminal is without 
any air bridges! There is no capacity in any ma- 
jor airport to deal with increased traffic. The 
baggage handling system is collapsing; tarmac 
management and traffic control have become 
a nightmare; airspace is being clogged up. And 
if you are a frequent flyer, you are now factoring 
in an hours delay for the 1:55 minute flight be- 
tween Delhi and Mumbai. 

Iam now at the last paragraph. Power is still 
not back in Neeti Bagh. One monsoon and the 
highways are potholed beyond recognition. 
Airports are collapsing and flights getting de- 
layed. This is the paradise to which interna- 
tional investors will flock. How wonderful! m 
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PANTALOON KNOWLEDGE GROUP 


INDIA'S FIRST GIFT - 
VOUCHER SUPER 


We offer you a wide variety of giftir options, ranging from ai 
grocery to entertainment, accessories to jewellery. That is whi 
brands under the Pantaloon Knowledge Group present the 
vouchers. Gift Vouchers of ALL, Big Bazaar, Central, The Bow 
Fashion Station, Food Bazaar, Mela, Pantaloons and Planet Sports can | 
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denominations of Rs.100, Rs. 250, Rs. 500 and Rs.1,000. Discounts are. 
corporates. 

So, go ahead, gift someone the freedom to choose their own gift. 


Please contact us at Mumbai - 09324714545 Bangalore - 09 
09880132633 Delhi - 09312726115 or email us at gvsales@pantal: 






= Regd. Off.: Knowledge House, Shyam Nagar, Off Jogeshwari-Vikhroli Link Road, Jogeshwari (East), Mumbai - 400 060. Ph:022-56442200 - 





T may look like a bad time to ask | 
the question, given the boom in 
| the Indian auto industry. But un- 
less India takes radical steps, it 
» could see its rapidly growing pro- 
. duction of cars and trucks being domi- | 
.nated by foreign companies with a 
:strong local presence. That would make 
indigenous Indian automakers and 
"their local suppliers insignificant. The 
. only way to prevent that eventuality is to 
:: develop amuch greater global ambition. 
The power centre is already shifting 
east. from the US and the UK. Today, 
‘countries with indigenous car manufac- 
turers can be divided into three ‘clubs’: 
Millionaires’ Club: This comprises 
juntries that will make over 1 million 








light vehicles a year in their home mar- 


Figures in millions; *Projections 






The Millionaires' Club 





Power Club: It has just 10 countries. 
They are home to the dominant auto 
companies and their suppliers, and 
control (management, strategic deci- 
sion-making and product design, over 
and above financial ownership) 95 per 
cent of global light vehicle output. India 
is a junior member and the UK has 
dropped out (see ‘The Power Club’). The 
numbers of Japans Mazda would count 
under that of the US' Ford. Similarly, 
Chryslers would be under Daimler- 
Chrysler of Germany, Nissan's under Re- 
nault of France, and Maruti's under Su- 


| zuki of Japan. No other country has any 


significant indigenous vehicle maker. 


ket by 2010. (see ‘The Millionaires’ Club) | 





The US, Japan, Germany and France to- | 


set 


strength. 





in this club too (see 
‘The Losers’ Club’). 


Must India Be In The 
Power Club? 


India should have a 


(Annual light vehicle produ ! trolled auto indus- 
try. The other be- 
l T * lieves there should | 


Source: industry estimates, AIP analysis just be a great auto 
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gether control 90 per cent of total global | 
light vehicle pro- | 
duction. South Ko- | 
rea and China are | 
to gain in | 
| eign investment, India would become 
Losers’ Club: This | 
comprises nations | 
whose domestic car | 
makers have lost | 
market share to for- | 
eign firms. India is | 


One opinion is that | 


strong Indian-con- | 


| 


| 
f 
| 
| 
| 
| 
| 
| 
i 
| 
i 
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| 
| 
i 
| 
i 
| 
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he industry is on 


a roll, but without 


some radical steps 
soon, it risks losing 
the grip at home 


industry in India, irrespective of owner- 
ship and control; no Power Club mem- 
bership is needed for this. Joining the 
Power Club requires significant invest- 
ments and risks, but also provides huge 
benefits. Members can (a) lead, inno- 
vate and control the design of their 
products; (b) globalise as they like; (c) 
control their foreign investments and 
partnerships; and (d) move production 
between countries at will. For global 
growth, India has to join the Power Club. 


What Price Foreign Investment? 


Foreign investment brings jobs, etc., in 
the short term. But in the long term, it 
usually does not develop local vehicle 
design capabilities, bring in critical 
technologies, transfer knowledge of 
world-class manufacturing processes, 
or provide a product profit margin to 
support global growth ofa local partner. 

Some think that with the help of for- 


the global production centre for low- 
cost vehicles. But China is miles ahead 
inthis race. Besides, this is not an attrac- 
tive choice for any country, as produc- 
tion could shift out when a lower-cost 
destination is found. A mature business 
like automobiles takes years to learn. If 


| India has to globalise its auto industry, 


the sooner it starts learning, the better. 


How To Join The Power Club 


There are several factors that contribute 
to success. Not all of them are favour- 
able to India today. 

A Desire For Independence: In India, 
apart from Tata with the Indica, there 
has been no real push for indepen- 
dence. But alliances with foreign firms, 
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IBM India achieved the No.1 position in the overall server market' with 
a whopping 22.7 points gain in the non-x86 UNIX server segment**. IBM leads 
with over 32,000 patents and over 1000 industry benchmarks across all server 
platforms, applications and industries. Today, our technology is all set to work 
wonders in your organisation for as little as Re. 1'. Get one now to get the 
leadership advantage for your business. 


# 1 IN BENCHMARKS. 
# 1 IN PATENTS. 


# 11N OVERALL SERVER MARKET. 


Celebrate our being India's No.1 
with servers for as little as Re. f. 


IBM eServer xSeries 


IBM eServer xSeries 206 

Intel* Pentium* 4 Processor 3.0 GHz 
1MBl2cace SS” 
512 MB PC2700 ECC DDR SDRAM 
80 GB Serial ATA HDD 


Price: RS. 48,888* 
IBM eServer xSeries 226 


64-bit Intel? Xeon™ Processor 3.0 GHz 
Ot Sea SSS 
512 MB PC3200 ECC DDR2 SDRAM 

73.4 GB Ultra 320K 10K RPM HDD 


Price: RS. 89,999* 
FREE! Novell SUSE™ Linux 
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Enterprise Server 9 with 30-day 
* limited installation support", if 
you buy the xSeries servers 
before October 31, 2005. 
IBM Blade Servers for just Ret” 
IBM TotalStorage" 

Build your office infrastructure on any 

platform - Intel/POWER/AMD with IBM IBM TotalStorage DS300 

eServer BladeCenter by paying just Re. 1°. Storage Server 

Call us at 1600 4253333 to know more. TotalStorage DS300 iSCSI - 


You can pay the balance in easy quarterly 
installments. 

* For more details on IBM Blades visit 
www.blade.org 


Dual Controller Model 
1.2 TB Ultra 320 SCSI Storage 
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IBM eServer pSeries 


| IBM eServer pSeries 510 


IBM POWERS, 1.5 GHz 
Processor, 1-way 


1 GB RAM scalable up to 16 GB 
1* 73 GB Ultra 320 SCSI HDD 
Slimline DVD ROM Drive 

AIX5L OS Preloaded 

3 year hardware maintenance 














3 PCI slots, Rack form factor 


Price: RS. 2,31 ,250* 
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"good for satisfying home de- 
nand, wont generate exports un- 
P less it suits the foreign partner. 
Design, Design, Design: Strong 
| vehicle design and technology ca- 
. pability is the most critical skill for 
going global. It takes years to de- 
velop. If technology comes from 
outside, it does not help the coun- 
‘try move towards the Power Club. 
Control Of The Domestic Market: 
The domestic market is critical 
and strategic because it provides 
.an essential volume base and 
cash flow. It is easier to manage 
“than export markets and enables 
the development of a strong in- 
. digenous technology base. It is 
-also the foundation for global 
scale and ambition. India may be at risk 
of letting her home market slip away as 
theUKand the US have done. 









































-fashion industry, where brand and im- 
age must be managed perfectly. At pre- 
sent, India is building cars that only 
people within the country ‘want’ This is 
part of a learning process, but the 
lessons must be learned quickly. 

uality And Continuous Improve- 
ment: The key requirements for this are 
hard work, discipline, diligence and a 


the better. It fits well with the ethos of 
Japan and South Korea, but not as well 
with Western culture. In India, the cul- 
re of both factory workers and man- 
ement is more inclined more towards 
theWest than Japan. 
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The Power Club 


from various countries) 


(Light vehicle production controlled 







Figures in millions; *Projections; Source: Industry estimates, AIP analysis 


.— AUTO INDUSTRY 


best strategy for India. Set up a 
company that has the burning ur- 
gency and ambition to become a 
global Top 10 player in 10 years. 
Give it the resources needed and 
let it run — set up foreign distrib- 
utorships or acquire companies 
abroad. Some Chinese firms like 
SAIC, Chery and Geely are doing 
this. The Chinese businessmen 
have proved their ruthlessness. 
Can Indians match them? 





How The Tiger Strategy Can Work 


Who would be brave enough and 
take this risk of putting big money 
on the line? Would it be Tata 
Motors, M&M, or someone else? 
After all, stepping up to the chal- 





is very apparent in Hyundai and also in | lenge is the biggest hurdle. 


some Chinese automakers, but not so 


| much in India, If India allows Chinese 


Build Cars That People‘Want’: Auto isa | 


companies to get too far ahead, India 


will be in an even worse position, as | 


global competition will get tougher. 
Government Support: This is vital in 
promoting and supporting innovation 
and research into things like energy-effi- 
cient engines, safety testing standards 
and highway design. 


What Can India Do? 
There are four basic options available to 


| the domestic Indian automakers. 


; Retreat: This is what is happening to- 


Sense Of Urgency And Ambition: This | 


The Losers' Club 


{% of domestic market lost 
to foreign competition) 


i100 


Source: OICD, AIP analysis 


day. Foreign competitors (that includes 

Maruti, as it's controlled by Suzuki) are 

grabbing market share, putting Indian 

domestics like Tata Motors, Mahindra & 

Mahindra and Hindustan Motors at risk. 
But the latter are not feeling 
the ‘urgency’ to stop this as 
the market is growing and 
the loss has been almost 
painless! 


To execute the strategy successfully, 
the primary requirement is knowhow. 
This can come from people with a deep 
understanding of the global auto indus- 
try with its R&D, manufacturing and 
quality processes. Alternatively, there 
are management consultants and tech- 
nical houses such as Giugiaro, Bertone 
and AVL. A third source of the vital in- 


| dustry experience and technology is a 


Consolidate: This strategy | 
could work if the new enti- | 
ties can get sufficient eco- I 
| Losers’ Club. To enter the Power Club, 
a Tata Motors merge with | 


nomies of scale. But would 


an M&M to gain scale and 
technical knowhow? 


Contract Manufacture: In- | 


dia could make cars for | 


global majors and compete 
with Chinaon price. 


120 
day and is probably the 
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Spawn A Young Tiger: This | 
is happening in China to- | 


i 


i 
i 
i 
i 


company like Ricardo, Prodrive or Lo- 
tus.Allof them are potentially for sale, 

What must come from within the 
country are the people. Hiring and de- 
veloping a workforce as diligent and 
quality conscious as Japan's would be a 
big challenge for Indian managers and 
may need significant cultural change. 

The final challenge is global think- 
ing. The senior management of a suc- 
cessful domestic company often lacks 
the vision needed to manage a global 
business. They must develop that vi- 
sion, with help if needed. 


Has India Missed The Boat? 


Two things are certain: India will remain 
in both the Millionaires' Club and the 


the Young Tiger option would be the 


| best one to take. Is that irrational? In 


1948, every Monday Honda Motor 
founderSoichiro Honda would meet his 
I0 employees and exhort them to "think 


Theauthor is senior partner and leader 
oftheautomotive practice at 
Access International Partners 
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BELIEVE IT OR NOT, IT'S DIESEL. 


arat Petroleum - a blend of diesel and multi-functional fuel ad 
chnology. It cleans up harmful deposits from t 


Hi-Speed Diesel from Bh ditives, specially designed usi 
the internationally renowned & patented Greenburn Combustion Te 


engine and fuel metering systems. So, what you get from your vehicle is sheer power, like never before. 





=j Speed 


ý Greenburn 4 DIESEL 


COMBUSTION TECHNOLOGY 
PEAK PERFORMANCE. GREEN PERFORMANCE 


www.speedfuels.com 


.N 1999, China exported 
$3.86 billion worth of farm 
- goods to the US. India, with 
exports of $3.19 billion, was 
not far behind. Over the next 
five years, China moved into 
ü thefastlane. By 2004, China's 
arm exports to the US had almost 
trebled to $9.96 billion. But India 



































ectortookto add $1.09 billion, Chi- 
S had added $6.1 billion. What 
d China do that India did not? 

_ The answer is a three-letter ab- 


_ foreign investments. 


re good than harm to its economy. 


iation: FDI. Communist China took | 
early, experimental steps to openup | 
foreign direct investment in retail in 
1992. It allowed limited FDI in limited 
| areas toa limited numberof companies. | 
_ By 2004, fully convinced about the ben- 
_ efits, it threw its gates wide open. The | 
: Middle Kingdom now allows 100 per 
. cent FDI in retail and has swept away al- 
. most all the restrictions it had placed on 


Global retailers have unfettered ac- 
_Cess to China. France's Carrefour, Eng- | 
and's Tesco, Germany's Metro and 
\merica's Wal-Mart have all entered the 
country. And, so far, they have done alot | 


Arguably, Chinas biggest gain from 
global retailers has been in exports, 
e retailers discovered its full poten- 
Halas a sourcing hub. Wal-Mart sources 
$15billion-$18 billion from China for its 


Why India is worried 


& Global retailers will kill the local ‘kirana’ 
industry 


& FDI in retail could lead to millions of job 
losses 


8i Global retailers will put pressure on farmers 


and suppliers 


Predatory pricing policies will lead to 
monopolies and harm the consumer 


88 Global retailers will trigger growth in Cities, 


Causing skewed urban development 


, China has deftly 
_used FDI in retail 
to turbocharge its 
| exports. Could 
India draw from 


| that experience? 
And should that 


] 
| 
Í 
| 
i 


debate here? 
By M. Anand & 


‘Aarti Kothari 
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global operations; Metro buys 
about $2.4 billion worth of goods, 
and Carrefour over $2 billion. 

In 2001, China exported about 
$30 billion worth of goods to global 
retailers, or 11.3 per cent of China's 
total exports of $266 billion. By 
2004, its exports had grown to 
$593.4 billion. Though exact figures 
are not available, global retailers 
are estimated to have contributed 
asmuchas $60 billion. 

Now compare that to India. 
Global retailers — none except 
Metros distribution arm and Dairy 
Farm has stores here, but many 


| have recently set up sourcing opera- 


tions— together buy less than $1 billion 
from India. That isless than 1 percent of 


, India’s total exports of about $120 billion 
| ($70billion merchandise and $50 billion 
| services in 2004). India is obviously 
_ Missing out on something here. 


That has not escaped the attention 


| ofthe government. Though the permis- 
_ Sion for FDI needs to come from the fi- 
| nance ministry, commerce and indus- 
| tryminister Kamal Nath has emerged as 
f one of thebiggest champions of FDI in 
| retail. Last year, he set a new target for 


influence the retail | 


| “Exports weren'ta focus area forthe gov- 
| ernment before the last 3-4 years. How- 
| ever, China proved otherwise. Since 
| then, exports have been looked at as an 
| engine of growth,” says Labanyendu 
_ Mansingh, secretary, Department of 


Indias merchandise exports — to more 
than double it to $150 billion by 2009. 


Consumer Affairs, which is in the mid- 
dle ofthe FDI debate. 

Kamal Nath realises that interna- 
tional retailers can swing India's export 
growth rate upwards. Wal- Mart is likely 
to source products worth $300 million 
from India this year, its fourth year of 
sourcing operations. Last year, Tesco 
bought $90-million worth of products. 
In private, government officials are hop- 
ing that if the world's Top 10 retailers 
start buying here, India's exports could 
go up to as much as $20 billion in the 
next five years. Given China's story so 
far, that is not improbable. 

But India will see such a substantial 
increase only if these outfits are allowed 
to set up stores here. And that's pretty 
much what the erstwhile Wal-Mart In- 
ternational CEO John Menzer is said to 
have conveyed to top government offi- 
cials during his visit in May. [Menzer is 
now vice-chairman of Wal-Mart.] This 
is also why the government has ven- 
tured to reopen the politically-explosive 
debate on FDI in retail. 


There is nothing 
really to stop the likes 


of Wal-Mart from 
buying more from India today, even 
though it isn't allowed to sell here. But, 
opening of outlets will significantly 
deepen a company like Wal-Mart's en- 
gagement with India. It will also have a 
better idea how best to leverage India. 
Hence, the linkage between their open- 
ing stores and bigger sourcing orders. 
Indeed, Chinese exports to these re- 
tailers boomed only after they were al- 
lowed to set up stores there. 


HERE has always been strong oppo- 

sition to FDI in India’s retail sector 
(though 100 per cent FDI is allowed in 
distribution companies that sell to the 
trade and not to the consumer). The BJP 
wasn't keen on it early on, though to- 
wards the end of the Vajpayee govern- 
ment's term there were noises that it 
would consider such a move. These 
days, the Left parties are orchestrating a 
passionate opposition to allowing FDI 
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Since China allowed foreign investment in retail in 
1992, it has progressively increased the FDI cap from 
26 per cent in 1992 to 49 per cent in 2002 


It allowed 100 per cent foreign equity only in 2004 
Initially, China had allowed entry in only a few cities 














It actively encouraged domestic retailers to merge and 
become large enough to balance the global retailers 


Foreign retailers present in China 
Four of the top 10 global retailers 
35 out of top 50 
78 out of 250 


Combined market share of top 
17 foreign retailers in China: 
$13.8 billion out of China's retail sales of 
$628 billion or a mere 2.2 per cent 


How much foreign retailers export out 
of China: 
Wal-Mart: $15 billion-$18 billion 
Metro: $2.4 billion 
Carrefour: Over $2 billion 
Total sourcing of global retailers fron 
approx. $60 billion 

Percentage of workforce employed in 
retail: 6% 


No.of workers employed by top 100 
retailers: 810,000 


China 



























retail sales | 
(Sbillion) 


256.33 


| 7980 
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40.06 


hat global retailers will swamp the In- 
ian markets, wipe out small kirana 


October 2005). "The negative effects in 


_ment of traditional supply chains by the 
-monopoly/ monopsony power of multi- 
national retailers far outweigh the sup- 

posed benefits. .." the Left observed ina 


marised its argument against FDI. 

Mostof Indias home-grown retailers 
oppose FDI, though for a different 
on. "What is the hurry (to allow 


203 WHAT INDIA MEANS TO THE 


6482 | Canada, Mexico, Puerto Rico, US 


retail. The arguments are familiar — : 









Countries present 


lowed domestic chains to build up good | 
; valuations before opening FDL” argues 
; Kishore Biyani, managing director, Pan- 
tores and put millions of jobs in jeop- - 
| ardy. They also argue that giant global - 
retailers will squeeze suppliers and fin- | 
_ishthem off (See ‘Is The Left Right? BW, 3 ` 


taloon Retail. “The debate is not ‘whe- 


ther or not’ to allow FDI, but ‘when and | 


how’,” he clarifies. Biyani is also chair- 
man of the Confederation of Indian In- 


| dustry’s retail committee, which estima- 
. terms of job losses and the displace- | 


tes that Rs 20,000 crore will be needed in 


retail to scale up to its full potential. In- 
| dian companies need time to mobilise 
; atleast part of the capital before the for- 


_ eign players are allowed in, argues CII. 
cent seven-page note that sum- | 


In private, some domestic retailers 


| fear getting lower valuations from their 
_ global counterparts if they sell out to- 
_ day. But five or 10 years later, when they 


_ have built up larger businesses, they 
DI)? For 10 years, China allowed only _ 


ne foreign store per province. It al- : 


may get far higher valuations. Of course, 


the argument of asking for more timeto | 
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Argentina, Brazil, Canada, Mexico, Puerto Rico, South Korea, US and UK 


Argentina, Belgium, Brazil, China, Colombia, Czech Rep., Dominican Rep., Egypt, France, Greece, 
Indonesia, Italy, Japan, Malaysia, Mexico, Oman, Poland, Portugal, Qatar, Romania, Singapore, ` 
Slovakia, Spain, South Korea, Switzerland, Taiwan, Thailand, Tunisia, Turkey, UAE 


| 60.50 I Austria, Belgium, Bulgaria, China, Croatia, Czech Rep., Denmark, 

| Hungary, India, Italy, Japan, Luxembourg, Morocco, the Netherlands, Poland, Portugal, Romania, 
f _ Russia, Slovakia, Spain, Switzerland, Turkey, UK, Ukraine, Vietnam 

| 5379 | US 

| 51.54 | Czech Rep., Hungary, Japan, Rep. of ireland, Malaysia, Poland, South Korea, Slovakia, Taiwan, © d 
| Thailand, Turkey, UK 2 
| 4678 | US 

| 4458 | Argentina, Brazil, Costa Rica, Czech Rep., Denmark, El Salvador, Estonia, Guatemala, Honduras, 
I Latvia, Lithuania, the Netherlands, Nicaragua, Norway, Poland, Portugal, Slovakia, Spain, Sweden, 
| ; Thailand, US 

| 41.69 | Canada, Japan, South Korea, Mexico, Puerto Rico, Taiwan, UK, US 


Australia, Austria, Belgium, Denmark, France, Germany, Luxembourg, the Netherlands, Rep. of 
| Ireland, Spain, UK, US 


l 





RLD'S TOP 10 RETAILERS 





get even better valuations may not lose 
its appeal even a decade later, if the ap- 
proach is instinctively protectionist. 


NDIAS retail industry — the fourth 

largest in the world — accounts for 11 
per cent of the country's GDP and em- 
ploys over 40 million people (about 7 
per cent of total employment in the 
country). Now, a huge majority ofthe re- 
tail workforce is in kiranas. This sector, 
in fact, acts as an informal social secu- 
rity net — almost anyone without a job 
can set up a kirana. 

The big worry is that global retailers 
will quickly put these kiranas out of 
business, leading to millions of job 
losses. Is that fear justified? 

The answer can be found in the ex- 
perience of other countries that allow 


k 
















Interest in India 


mounced - 


traction here 


llowed 


FDI in retail. In Thailand and Malaysia, 
global retailers have spelt doom for the 
traditional mom & pop stores. In fact, 
the Thai government had to step in to 
_ save local retailers from annihilation. It | 
set up Allied Retail Trade, a network of | 
franchised stores, which brought small 
stores together to fight the big chains. 


But if the Thailand story is forbid- | 
ding, then the China one is inspira- | 


tional. Global chains have had a 13-year 
run in China. In 1992, China had one su- 
permarket. Today, it has 60,000. (Super- 
markets are perceived to be kirana- 
killers!). Four of the world's 10 largest | 
retailers, 35 of the top 50, and 78 of the | 
top 250 have already opened stores in 
China. Hypermarkets, supermarkets, 
discount stores, cash & carry, conveni- 
ence stores — every conceivable format 





sent only i in the us India may | not bea on n its mda 


; Present oyi in ue US; mia may not the on rits ts tadar 


Has some experience in Thailand: India may not be " body 


isin touch wm the government, vey keen to enter 


| 
| 


| 
| 


| 


| 





| 
| 


Very keen to enter India; may bring its B2B format even before the FDI policy is 


The most global retailer in the world; among the first to enter China; has entered 
even small countries like Oman. Should be interested in India 


Cash & halo bind is deki bent in India; likely to roll out other Gan if FDI 


No. Asian presence so far; India may not be d 


Source: 2005 "Global Powers of F Retailing, prepared by Delloitte & Stores. 


ls not i venne bao the menée ountinenis s may not find itnimediale 


_ search Service, US Department of 
- culture. Gale, a noted expert on Ching 
` retail sector, has an interesting illustra 
| tion to prove his point. “In Beijing, m 
| small neighbourhood fruit and ve 
..| etable stands have recently opened an 
|| seem to coexist with the supermarke' 
| The US ambassador to India, David 
^, Mulford, echoes Gales views. He argu 
| that small shops in China have aétuall 
| benefited from the entry of superstores 
| especially ifthey are in the vicinity of o. 
| (See ‘Retail In India Will Be Selective’). 


operates in China. The globalisation of | 


the Chinese retail industry is complete. 
So what impact has this had? 


| relevant to India — China's or 
| lands? "India cannot be compared 


The top 100 retailers (both domestic | 
and foreign) in China had combined | 
sales of $60 billion in 2004, according to | 
the China Chain Store & Franchise Asso- | 


ciation. These 100 companies have so | 


far opened 30,416 stores with a total 
area of 25.8 million square metres. But 
— and here's the revelation — they have 
only 9.6 per cent share of China's $628- 
billion retail trade! That figure has grown 
from 2.9 per cent in 2000. 

More importantly, among the 78 for- 


eign-funded firms in China, only 17 | 


have made it to the top 100. Together, 


| is also home to some of the worl 


these 17 companies have a combined | 


turnover of $13.8 billion in China, or a 


| To The World's Top 10 Retailers’). But 


mere 2.2 per cent of China's total retail | 
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I ! been the catalyst, domestic chains still 
, hold the dominant share of the market. ; 


| vested chains has pushed do 
| chains to develop as well," s 


| giants got unfettered access into Chin 


| top 100 firms. When seen thus, 
_ eign firms account for only 23: 
~ sales of the top 100 retailers. C 









































trade. Present in that list of 17 are Wal- 
Mart, Carrefour, Metro and Tesco, fou 
ofthe world's six largest retailers. (Thei 
combined global turnover is in excess o 
$449 billion.) It has taken these giants” 
over 13yearsto grab a minuscule 2.2. per ` 
cent share of the China market, 

It mustbe mentioned that the glob 


only in 2004, Therefore, their perfor- 
mance cannot be compared with t! 
rest of the country's retail se 
must be benchmarked only agait 


public-sector retailers (yes, they have 

tailing PSUs!) had a 32 per centshare at d 

private sector retailers had 45 per cé 
"While foreign-invested chains h 


The need to compete with foreign 


Now, the question is, which story t 


Thailand and Malaysia as the scale 
much smaller and economic les 
dissimilar. The right comparison 
be Germany 20-30 years ago, oi 
today. China makes sense becáu 
similarities with India: large area, | 
chunk of underdeveloped popula: 
disparity in income levels," says. 
Singhal, chairman of consultancy SA 
Technopak. 
Or better still, one could also look at 
the US story. Its retailing industry is one 
ofthe most mature ones in the world 


largest retailers (See 'What India Mea 


there is a less-understood aspect of the - t 
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 ersin the US are single-store operations. 


irana, but they are still small ‘mom and 
- pop'operations on the US scale. Despite 
| over six decades of dominance by large 
. chains, these small players have not 
een wiped out, although you may not 
| find alot of them in the vicinity of a Wal- 
- Mart or a Target. They are also under 
| pressure and their market share is on 
. the decline. But the fact is that the sin- 
e-store operations still control a little 
S than 50 per cent of US retail trade. 


chains like FoodWorld and Nilgiri s have 
. grabbed a 20 per cent market share, the 
_ kiranas haven't been slaughtered. They 
are smarter, more efficient, and more 
, customer-friendly than they were five 
. yearsago. They are matching the chains’ 
. prices and continue to do brisk busi- 
| ness. Even stores in the close vicinity of 
| theselarge supermarkets have survived. 
"Small businesses have their own 
` competitive advantages. They are local; 
. they are usually in the same block that 
_ the customers are in; and they are very 


| Again, back home, in Chennai, | 
_ where large and organised supermarket | 


x USretailscene—95 percentofallretail- | service. They have tailored their inven- 


| tory for their customers, so they have 


ey may not be as small as the Indian | great inventory management, and 


many times they give credit. Small busi- 
nesses have their own model, offer a dif- 
ferent product mix, and keep their cus- 
tomers happy. I think small businesses 
can grow and prosper with Wal-Mart,” 
Menzer had argued in an exclusive in- 
terview with BW during his May visit. 


REATER clarity and objectivity can 
be achieved ifone looks beyond ki- 


| ranas at the larger issue ofemployment. 


i 


| convenient, They know their customers | 
- by name, so they offer great customer | 


Despite the entry of organised retail — 
domestic and foreign — in China, its re- 
tail still employs 6 per cent ofthe total 
workforce (only marginally smaller than 


India). The top 100 retailers in China | 


employ 810,000 people, a figure growing 
at over 25 per cent every year. But com- 
pared with the US, the percentage looks 
paltry. In the US, almost 15 million peo- 
ple or 11.7 per cent of the workforce are 


employed in retail. This is almost double | 


the retail workforce in China — and 
much higher than that in India! 

Many believe that organised retail 
actually leads to job gains rather than 


job losses. This is not to say that the f 
changeover will be painless. Shifting of | 
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jobs is bound to happen. “Supermarket 
chains will divert business from small 
vendors, but they also create many 
jobs,” argues retail expert Gale. One rea- 
son for that is growth of organised retail 
stimulates consumption. And increa- 
sed consumption means more produc- 
tion and, therefore, more jobs. 

In India, owners of large and small 
stores will tell you that they face stock- 
outs — products not available when a 
consumer asks for it. This is lost de- 
mand. And itis due to India's rather inef- 
ficient supply chain. One could, there- 
fore, argue that Indias consumption is 
actually way below actual potential — 
and that there is an inherent loss of jobs 
that exists in the economy. 

Here, poor distribution and below- 
par processes is another bottleneck. “If 
the economy grows at 6.5 per cent or so 
every year, we will have 50 percent more 
goods to move in the next 5-7 years. If 
you do not have an efficient distribution 
chain, the economy cannot grow... 
Such inefficiency will lead to job losses. 
If you do not have organised distribu- 
tion, you wont have employment 
growth," argues Harsh Bahadur, manag- 
ing director, Metro Cash & Carry, India. 

Finally, if the fear of kiranas being 
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oughtto be equally concerned about In- 
dian retailers as well. Several large and 
influential Indian business groups like 
the Tatas and Anil Dhirubhai Ambani 
Enterprises have ambitious plans that 
include setting up of hundreds of super- 
markets and hypermarkets. Won't these 
kill kiranas and lead to job losses? 


N reality, foreign retailers will be in a 

position to influence employment 
only several years after they enter India. 
But they will have an impact on the con- 
sumer almost immediately. Of course, 
in India, the consumer is invariably for- 
gotten when protectionist lobbies voice 
their ‘concerns’. 

Even in Thailand and Malaysia, the 
consumer has had no reason to com- 
plain against foreign retailers. On the 
contrary, she has been delighted with 
what retailers have wooed her with. “In 
China, foreign investment has con- 
tributed to a dramatic transformation 
ofthe retail environment. The result has 
been a cleaner and more pleasant shop- 
ping environment, better service, lower 
prices and availability of a much wider 
variety of products,” says Gale. Adds 
LifeStyle International’s managing 
director G. Sankar: “FDI in retail is a 
market-friendly move. Indian con- 
sumers deserve the best that the world 
has to offer.” 

Small sections of consumers in de- 
veloped markets, especially the US, 
have, of course, lobbied against large re- 
tailers, accusing them of creating an 'ur- 
ban sprawl' which forces consumers to 
travel long distances to make their pur- 
chases. "Citizens and neighbours are 
opposing Wal-Mart (and other large re- 
tailers) for destroying the character of 
their communities," says Al Norman, 
widely regarded as the father of the anti- 
Wal-Mart movement. But that dissent is 
limited. Most Americans still love to 
shop in Wal-Mart. Moreover, research 
globally has shown that organised retail 
hasa deflationary effect on prices. 

But the question being asked is: how 
do they do it? 

The answers. First, by making the 
supply chain more efficient. Second, by 
using their brute buying power to 
Squeeze suppliers. And third, by using 
monopolistic and unfair trade practices. 

Large retailers use all these options. 





‘RETAIL IN INDIA 
WILL BE SELECTIVE' 


MANY believe that David C. 
Mulford, the US ambassador to 
India, is one of the staunchest 
supporters of FDI in retail. But 
he is quick to point out that we 
are perhaps overemphasising 
the degree of Washington's 
official involvement in the 
issue. The impetus is coming 
from him and the big retailers 
in the US. In this interview with 
BW's Aarti Kothari, he shares his 
thoughts on why this topic is 
important to him. Excerpts: 


E At a diplomatic level, what is hap- | 


pening on the FDI-in-retail front? 

W The development of this sector is 
one of the most important things that 
this government can do to address the 
needs of people in India. This govern- 
ment wants to improve agriculture, 
but it has a very high fiscal deficit. It 
doesn't have a lot of resources to invest 
in all the things it would like to. So 
whatis one of the quickest ways to im- 
prove the standard of living which 
would be politically popular? My an- 
swer is if you open up retail, they 


(global retailers) will build up an entire | 
| and do their full range of businesses. 


infrastructure for retail at their cost. 


W You said ‘politically popular’ but the 
Left has taken an anti-FDI stand? 

E The Left believes this is a bad thing 
because it will disenfranchise small 
shopkeepers. In China, Wal-Mart cre- 
ated 26,000 jobs. They built huge cen- 
tres. The small shopkeepers in those 
centres are doing better (because) 
Wal-Mart brings 300,000 people into 
those centres everyday and those peo- 
ple still buy single products away from 
Wal-Mart. Some shopkeepers will be 
hurt. But maybe, those shopkeepers 
are charging outrageous prices. 


W What is your assessment of the gov- 
ernment’ thinking on the final policy? 
l B The government realises it can en- 


hance growth in the agricultural sec- | 


tor, and bring food and services prices 
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down by permitting large-scale retail. 
It is trying to figure out politically how 
it can institute changes that will per- 
mit this process to begin. My guess is 
they'll take a step-by-step approach 
instead of just opening up. 


W Would it be too bad if FDI in retail 
opened in just food and grocery? 

Bi The big retailers like Wal-Mart do 
everything. But I don't think retail in 
India will come in that way. It'll be se- 
lective, and that'll affect who does it. If 
you open food and produce, you'll at- 
tract food and produce retailers. 
Maybe you can convince Wal-Mart to 
start with one type of business, and 
they can expand over the years. But I 
am sure they would like to come in 


W We hear they'll come with Sam's 
Club? 

8i Wal-Mart has a business model 
which they religiously follow because it 
has been successful. They don't modify 
it. They run a comprehensive business 
and have so much confidence that 
they say if you don't want our products, 
fine. We'll go somewhere else. 


W Butcan Wal-Mart afford to go some- 
where else? 

@ Wal-Mart's very interested. But 
they feel they have to havea minimum 
base of business before they can 
make it work. 





For the full text of the interview 
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HAT do domestic retailers 

need to take on the global 

chains? Capital. Lots of it. And 
fast. Domestic retailers, led by Pan- 
taloon's Kishore Biyani, believe that 
the only weapon they need before 
theycan do battle with international 
retailers is cash. "We know retail; we 
have the technology, but we don't 
have the capital," says Krish Iyer, 
CEO, Piramyd Retail. 

According to CII estimates, the 
sector is going to need investments 
of Rs 20,000 crore (assuming a capi- 
tal-turnover ratio of 1:5) over the 
next few years. The home-grown re- 
tailers want more time and avenues 
to access this capital before the gov- 
ernment opens up FDI in retailing. 
They have taken losses over the last 
few years, and are only now in a po- 
sition to consolidate and scale-up. 

To begin with, the domestic re- 
tailers are demanding that FDI be 
allowed gradually and in limited ar- 
eas. At least 2-3 years will be needed 





WHERE IS THE MONEY, HONEY? 








| want the government to allow for- 
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before the first move to open up is | 
taken, they feel. This, they argue, 

would give them enough time to | 
create a war chest. Second, they 


eign institutional investors (FIIs) in 
unlisted companies, and venture 
capitalists and FIIs to participate in 
the primary market. 





Though a'loss-leader' pricingstrategyis | 


a globally accepted practice, some re- 
tailers have come under cloud for delib- 
erately pricing low to kill competition. A 
few years ago, Thailand found several 
large retailers guilty of such practices. It 
eventually had to spell out an ethical 
code of conduct for retailers. 

Then, given their size (the Top 10 re- 
tailers have a combined turnover of ab- 
out $740 billion), they bring to bear an 
enormous amount of pressure — not all 
ofit is unfair—on their global suppliers. 

But here, huge savings can be achi- 
eved merely by improving the supply 
chain. That alone may make global re- 
tailers competitive enough. They may 
not have any short-term necessity to ei- 
ther unfairly squeeze suppliers, or resort 
to unfair practices. 

India’s supply chain inefficiencies 
are legendary. The Rs 50,000-crore fruits 


and vegetables sector is estimated to | 


suffer between 20 and 40 per cent was- 
tage due to poor transportation, storage 
and handling. “The cost of the interme- 
. diary in India is the highest in the world. 
_ For every one rupee a consumer sp- 





l 


ends, the farmer gets 20-22 paisa. Whe- | 
reas in developed countries, it's more | 
like 70-80 paisa,” points out Mansingh. 

Several Indian retailers like RPG 
Groups Spencers are beginning to see 
this happen. “We are seeing savings of 
15-50 percent if we disintermediate and 
buy from the farmer directly. Any large 
retailer in India has to go the farmer di- 
rectly. This will lead to a higher realisa- 
tion to the farmer, lower price to the | 
consumer and better margins to the re- 
tailer,” says K. Radhakrishnan, head | 
(merchandising), RPG Retail. 

In June 2004, two IIM-Bangalore 
professors, S. Raghunath and D. Ashok, 
studied the effects of corporate sourcing 
by the likes of ITC, Metro, Spencer's, 
Mother Dairy and Amul on prices of 
fruits and vegetables. They found that 
introduction of modern distribution | 
systems increased farmers’ realisation 
and also brought down the price to con- | 
sumers (See ‘Building A Better Chain’). 

“There are backward linkages. Price 
realisation of farmer and quality of 
products available will improve. We 
are in favour of FDI in retail," adds Shra- | 
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van Nigam, economic advisor, Planning 
Commission. 

But critics argue that if domestic 
companies can deliver such savings, 
why do we need FDI? They miss a cru- 
cial point. That while domestic players 
will bring efficiencies into the supply 
chain, they cannot link India's farmer to 
the global supply chain. That's where 
the bigger gains lie and that's exactly 
what happened in China. "And India's 
farm sector has greater potential than 
Chinas," believes Metro's Bahadur. 

This may explain why West Bengal 
chief minister Buddhadeb Bhattachar- 
jee is quietly in favour of opening up re- 
tail to foreigners. Land reforms in his 
state have improved agricultural pro- 
ductivity, but a lot of crops go waste on 
the fields because linkages to the mar- 
kets are inadequate. 


HAT brings us back to what we 

started this story with — the farm 
sector and exports arguments. This gov- 
ernment is convinced of both. Which is 
why, notwithstanding all the lobbying, it 
is planning to open up the farm & gro- 
cery sector first. (For the top 10 global re- 
tailers, 60 per cent of sales come from 
food & groceries.) 

China has shown how this can be 
done. Metros sales from China are $784 


| million, but it exports three times as 


much or over $2.4 billion from China. 


_ Carrefour sells $1.6 billion worth of pro- 


ducts in China, but exports more than 
$2 billion. Together, all foreign retailers 


_ sell less than $20 billion worth of goods 


in China, but buy $60 billion from 
China. This government believes that it 
can get similar benefits. Its approach is 
largely similar to China's. 

China started with a limit on FDI eq- 


. uity. This government will do that too, 


and perhaps havea 49 per cent FDI limit. 
China started off with zoning laws and 
allowed a limited number of players in a 
municipalarea. India plans to follow suit. 
China had an export agenda in its retail 
FDI policy. So do we. China encouraged 
home-grown retailers to grow, some- 
thing that's already happening here. 
Sources close to the policymaking 


_ say that the formal announcement on 


FDlin retail will happen by January 2006 
at best or by March end at worst. And 


| that could prove to be the tipping point 


for India’s exports. m 
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report 


N 6June, Wipro BPO, India's second largest 
business process outsourcing company, 
made a quiet transition. That Monday, Ra- 
man Roy, president and CEO, quit the 
company he founded in 2000 and sold to 
Wipro in 2002. T.K. Kurien, who had shifted 
to the company a year earlier from its $1.8- 
billion IT service parent, Wipro Technologies, replaced Roy. 
What followed was more portentous than the transition at 
the top. After Roy, nine others, including the companys HR, 
technology, sourcing, quality and operations heads, made 
for the exit. Some 2,000 people moved out from the com- 
panys lower rungs as well. 
At first glance, it's a case ofhigh employee churn — some- 


thing endemic to the whole business process outsourcing 
(BPO) industry. Over the past year, the industry's attrition rate 
has swung between 70 per cent and 100 per cent. Wipro BPO 
itself reported attrition of 74 per cent in 2004-05. 

But scratch the surface and the story changes drastically. 
About8 per cent ofthose 2,000 employees were asked to leave. 
Most of them were handling calls or doing mundane tasks like 
resetting passwords. The headcount, which was at 15,200 
when Roy quit, is down at 13,000 now. This is sharp contrast to 
the preceding two years, when the company added some 
8,000 people to its rolls. Now, says Kurien, he doesn't see the to- 
tal crossing 15,000ina hurry. 

There have been other changes too. Wipro BPO has dis- 
solved its independent, nine-member marketing team in the 


and the lessons other BPO companies can learn from it. By Shelley Singh 
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US and Europe. It will now pitch for new work through the 
Wipro Technologies’ sales team. Also, the company has put on 
hold its plan of setting up a centre in the Philippines. 

What has gone wrong? The company that has grown at a 
compounded rate of 48 per cent over the past three years to 
post revenues of $150 million in March 2005 is now finding it 
difficult to manage the growth — and the route through which 
it has grown. As we shall see, that route has led the company 
into a territory of high attrition and dipping margins. 

Itwas on Wipro chairman Azim Premji's mind when he an- 
nounced the results for the June 2005 quarter. He said: “Wipro 
BPO has been facing high attrition, which could not be al- 
lowed to continue.” 

The core of the problem lies in the company’s choice of 
growing through voice-based tasks. Such tasks now account 
for 85 per cent of its revenues. (It was 90 per cent less than a 
year back.) The top management wants the level to go down to 
60 per cent within a year and a half. It now wants to chase end- 
to-end outsourcing deals, where voice work would only be a 
part. Transaction processing, knowledge services (like analyt- 
ics) and possibly some IT service work would form the other 
parts of such deals. That's why its marketing efforts have been 
aligned with that of the IT service parent. 

Says Kurien: “Instead of going for wedges (small bits of 
work) like credit card inquiry or insurance claims processing, 
we want to do end-to-end processing. That is, we will execute 
both IT and BPO work, and not just handle calls. We can't be 
solving one guy5 radiology problem and handle another guys 
lost baggage query. We have to be focused alongWipro Techn- 
logies domains and get out of merely handling calls." 

The seeds of the problem were sown back in 2002, when 
Wipro bought Spectramind. At that time, BPO was the buzz- 
word. Some said it was a $300-billion annual outsourcing op- 
portunity. IT companies like Infosys, Satyam and HCL Tech- 
nologies were among the early ones to set up BPO arms. 
Infosys set up Progeon in Bangalore and Satyam started 
Nipuna in Hyderabad. HCL Technologies leveraged its British 
Telecom relationship to buy its Ireland call centre and supple- 
mented that with a facility in Noida. Wipro, which found itself 
to be a relatively late entrant into the segment, decided to buy 
Spectramind for an estimated $98 million. 

It made sense. The Wipro team thought that setting up a 
new company would have meant going through a learning cy- 
cle of 12-18 months before signing up the first client. With 
Spectramind, Wipro immediately got five clients, about $30 
million in revenues, 2,700 employees, anda top team compris- 
ing former Gecis Global (now Genpact) employees who knew 
howtorun the business. Attrition was less than 30 percentand 
billing rates were at $15-18 an hour. The objective was that the 
BPO arm would complement Wipro’ offerings to its IT service 
clients and fetch net profit margin of 22-25 per cent. 

Instead, what the company has nowis a business with un- 
manageable attrition rates and fast-eroding margins. Had 
Wipro BPO kept growing at the same rate as it had been for the 
past two years, it would have reached a headcount of 25,000. 
And at its level of attrition, it would have had to hire and train 
about 20,000 people a year. 

The billing rates for call handling tasks are today down at 
$7-12 an hour. The wages of call centre agents at the entry 


From a call centre to 
a solutions provider 


w Raman Roy quits 
Gecis Global (now Gen- 
pact) to start a new IT-en- 
abled services company 


`Y Spectramind incorporated in Bermuda. It 
offers back-office services — customer care, 
transaction processing and some research 


RERO o o o sr 


`Y The company has just 130-150 employ- 
ees at the end of the first year. Opts for vol- 
ume growth and starts seeking out call cen- 
tre work from the US 


`Y Spectramind's call 
and data entry tasks in- 
crease. Billing rates are 
at $15-18 an hour. In 
July, Azim Premji's Wipro 
buys Spectramind with 2,700 employees 
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`Y Spectramind accounts for 3% of Wipro's 
operating income. About 5,100 employees in 
Delhi, Mumbai, Chennai and Pune service 15 
global clients. Over 9096 is voice work. Attri- 
tion climbs to over 4096. Revenue is Rs 161.4 
crore and cost of revenue is Rs 97.5 crore 


NE v om 


"* BPO accounts for 10% of Wipro Technolo- 
gies’ revenues. By the year-end, over 10,000 
employees are handling 4 million calls and 
500,000 emails a month. Attrition climbs over 
70%, while billing rates fall. Quality suffers, 
some clients complain 


"* Raman Roy and nine 
other top managers quit. 
About 2,000 leave in all. 
Marketing team in the US 
dissolved. Plans put in 
place to cut voice work 
and pitch for only end-to-end BPO solutions 
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level, which were at about Rs 7,000 in 2002, are over Rs 10,000 
now. The margins for low-end voice tasks (like tele-marketing) 
are less than 15 per cent. That's what the company wants to 
change with the new focus on end-to-end solutions, which 
would fetch higher margins. 

Most of Wipro BPO5 peers have already turned their ships 
around. The 9,000-employee WNS Global and the 5,000- 
strong Progeon decided from the very beginning that they 
would not be carried away by the volume game, and would in- 
stead focus on value. Others like HCL Technologies and 
Nipuna have already been focusing on higher end work for 
more than a year now. Is Wipro late again — this time, at 
changing the model? 

Says Kurien: "In hindsight, [we] should have moved faster 
into end-to-end processing. Chasing only the voice work was 
a mistake. Customers are looking for complete solutions, 
while we are providing wedges — only calls or data transac- 
tion work." 


The Making Of A Call Centre 


If Wipro BPO has ended up as a call centre today, it's because it 
went for the low-hanging fruits. When Wipro acquired Spec- 
tramind, the dotcom bust and technology meltdown fuelled 
an offshoring boom. Facing a slowdown, large companies 
concentrated on cutting costs and increasingly farmed out 
call centre and back office operations to destinations like In- 
dia, the Philippines and East Europe. That was the easily avail- 
able work. A dozen-odd vendors, including Daksh, Customer 
Asset, 24x7 and First Ring, focused on the call centre business. 
Spectramind joined their ranks. 

Then it grew in size as clients increased the scale of their 
outsourcing operations when their comfort with the idea and 
the processes increased. When Wipro bought Spectramind in 
July 2002, its headcount was 2,700. By March 2003 the number 





had grown to 5,100. It then went on to 10,000 in March 2004 
and 15,500 by March 2005. By this time, the BPO landscape was 
dotted by more than 400 companies. Between 2002 and 2005, 
their combined headcount grew from about 1 lakh to 3.5 lakh. 

Wipro was happy with the volume growth, which was the 
game most players were into. But what shocked Wipro was 
"how attrition and pricing wars can create havoc in the busi- 
ness’, says a business head who recently quit the company. 

When Wipro bought Spectramind, attrition was at 30-35 
per cent. It did anticipate that as the industry grew, attrition 
would rise — but not beyond 70 per cent, as it was in the West. 
The comfort was that that the churn could be easily addressed 
by the large talent pool in the country. What they, like most of 
the others, didn't bargain for was the cost it would come at. 

Aashu Calapa, vice-president (HR) of the 7,200-employee 
BPO company ICICI OneSource, says: "BPO companies did 
not realise that attrition would rise to the levels they have. 
Everyone thought, at worst, annual attrition would be at 27 
per cent levels, as it was the case in software industry (for small 
IT companies it was 30-35 per cent)." 

Butas the next story (‘Revolving Doors’ on page 48) shows, 
things turned outto be quite different. It's a problem for every- 
one now. Hay Group, an HR consultancy, notes that the Indian 
BPO industry's cost of attrition — which includes compensa- 
tion, recruitment and training costs, and productivity loss — 
could be as high as 27 per cent of the operating expense. In 
contrast, Western BPO vendors’ costs would be lower because 
they do not incur training costs on accent and employees can 
start work from the very beginning. 

In India, it takes 6-8 weeks to get an employee ready to field 
calls. The costs add up to Rs 50,000-60,000 per person. For 
Wipro BPO, add the fact that it has grown faster than the in- 
dustry average and that its churn rate has jumped up, and one 
can understand why its worries have increased manifold. 


‘Chasing only voice work was a mistake’ 


THE person charged with the task of transforming Wipro 
BPO to a complete solutions provider is T.K. Kurien. He 
moved in October last year from parent Wipro to build the 
company’s transaction processing business, and took over 
as CEO in June this year. Excerpts from an interview. 


E Did Wipro make a mistake in buying Spectramind? 
l B We didn't commit a mistake. But, in hindsight, we should 
have moved faster into end-to-end processing. Customers 
are looking for complete solutions and not merely offshoring 
a small part. Chasing only voice work was a mistake. 

The way we havestructured it now, voice will eventually be 
30 per cent of the business, transaction processing will be 40- 
50 percent, and analytics will be 20-30 per cent. At present, we 
have 85 per cent voice work. In the next 12-18 months, the 
blend will be 60 per cent voice and 40 per cent non-voice. 


E Wouldn't it make sense to hive off the call centre business, 
much like Cincanati Bell spun off Convergys? 
Wi Voice work is not bad. It can give high operating margins. 
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What Wipro BPO Wants 


+ Be vertically linked to the domains i 





Productivity loss is another worry that companies like 


Wipro BPO are coming to grips with. If an employee leaves | 


within a few months of handlinga process, there is asharp loss 
in productivity. For instance, a newly trained employee tran- 
scribes about 200 lines a day, but after two years the same per- 
son can transcribe 1,000 lines a day. 

Raman Roy uses the productivity angle to give a different 
spin to the attrition argument. “Some attrition — about 18-20 
per cent—is good fora call centre, as there aren't many growth 

& options that [BPO] companies can offer employees. If the per- 
` Son stays longer he is entitled to a higher pay,” he says. But he 
agrees that higher attrition impacts quality and productivity. 
When its attrition rate crossed 70 per cent, Wipro BPO re- 


duced its training time to meet customer needs. And this was | 






IBM has 25,000 people handling voice work (globally, out - 

of a workforce of 300,000). Challenges like attrition are 
| ist. If you opt for voice 

attrition 

if the voice work. For us, the IT and 




















len you sell an process end-to-end there isa ` 
faith that the customer has to take —thatyoucan ` 
actually do it for them. Our challenge is to go out there and ` 
|. fet the process knowledge, the domain knowledge. We ` 
|. will focus on five broad areas — banking and financial ser- 
.. vices, healthcare, energy and utilities, telecommunica- ` 
Wonsandmanufactuing = = 000 
We are also integrating backwards into knowledge ` 
ut applications, technology and about plat x 
it To pitch for new business, we will g 

















technology team. — 









What Wipro BPO is 


Has not yet integrated vertically. Only half - 





| its clients are common with Wipro Technologie 

























when many of its clients wanted to review their contracts. 

In 2004, investment bank Lehman Brothers reduced the 
work outsourced to Wipro BPO citing quality issues. Later, fi- 
nancial service company Capital One, one of the largest 
clients complained about Wipro BPO's employees misusing. 
credit card information. (The Fortune 500 company contin- 
ues to bea client for both the IT and BPO businesses.) About 
45 employees were sacked. 

Another thing that Wipro and the industry didn't antici- 
pate well was the price war. A senior executive who quit Wipro: 
BPO last month says: "In the IT service business, the billing” 
rates came down over a longer period of 6-7 years. In the BPO 
business, the rates fell within three years as the number of 
companies exploded.” 

Clients, too, have changed their pricing models. They now 
pay mostly for tasks completed, rather than for the number of Ñ 
calls fielded. For instance, for IT help desk work, the billingis. ` 
tied to resolution of problems. That may take hours, in con- 
trast to regular customer care calls, which close within 90 sec- 
onds. Then, there is the loss of productivity stemming from 
high attrition. So resolution can take much longer than it 
should and costs can head north. 


The Choice 0f Voice 
Raman Roy says that the voice ísn't a "bad business" perse 
its just one of the business models. "Many call ceti 
processes are commodity businesses today. Companies hav 
to choose whether they want to grow a commodity busines 
— essentially a scale game — or go for specialist tasks within 
voice (like technology help desk) and non-voice.” (Roy himse 
has now picked up a 40 per cent stake in a market research 
company, Annik Technology Services, where attrition is less 
than5 per cent and billing rates are ruling above $20 an hour.) 
The $2.5-billion Convergys is the most sparkling example 
of success with voice. Its 70,000-plus workforce in over 40 cen- 
tres around the world (12,000 of them in India) answers calls, 
mostly to do with customer care and billing solutions, It built 
the business aggressively after being spun off from telecom 
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;« Says Dennis Ross, president (offshore operations), Con- 
| vergys: "We have 90 percent voice work and our attrition in In- 

dia is the least among our global operations, where it exceeds 
| 100 per cent in some destinations. About 60 per cent of our 
gj work is commodity business; high-end work is in single-dig- 


_ an employee replacement cost, a training cost and a cost of 
| quality that Indian companies started realising only recently. 
And clearly, they can't manage it too well." 

Progeon has consciously avoided this trap from the begin- 
;.Itnowhasless than 30 per cent ofits revenues from voice 
work. It has also been rather careful not to grow the commod- 
| ity-type voice work and get into engagements where it can 
` leverage better value. Another BPO company, WNS Global 
“Services, boasts of less than 30 per cent voice tasks. Again, it set 
| alimiton the voice work at that level from the very beginning. 

| Wipro now wants to make the same call. That's why it 
' wants to shift from the volume game to the value game. It 

| wants to increase revenues per full-time equivalent (FTE) em- 

| ployee, jargon for workers who work full-time on a client's 


How the industry has grown 





_ its. High attrition is the nature of the call centre work. Thereis | 








BPO ac counts for 30% of total IT and IT-enabled service exports | 
in 20 )04- 05, it grew 44. 5% to reach $5. 2 billion in revenues 


BPO 


major Cincinnati Bell in 1998 with a workforce of about 35,000. | to be voice-related, 40-50 per cent to be of transaction pro- 


cessing, and 20-30 per cent of analytics work. It claims it al- 
ready has three clients doing voice transaction and analytics 
work. One is a global energy major, another an electronics 
manufacturer, and the third is in banking. 

The challenge in getting into high-end work in particular 
domains is getting the people. For such work, Wipro will not 
be hiring the way it has been doing till now. About a fifth ofthe 
new recruits would have to have some experience in similar 
work. The rest will be freshers, but not just any graduate. It 
would be looking mostly for MBAs, BComs, or graduates in 
economics, science or statistics. 

The marketing plan has changed too. Wipro BPO would 
now be pitching for new work along with Wipro Technologies. 
While the earlier plan was to get BPO work from its IT service 
clients, Wipro now wants to get IT service work for its BPO 
clients. At present, 16 of its 33 clients are common with the 
parent. Among them, Capital One and AOL are two who have 
moved from a BPO relationship to one that includes IT ser- 


| vices too. (In comparison, more than 70 per cent of Nipunas 


clients have come through parent Satyams relationships.) 
Says Partha Iyengar, vice-president 
(research), Gartner India: "For Tier-I IT 
companies, the BPO business is marginal 
at best. The problem is that when they 
pitch for business [abroad], they come 
back with whatever they get. They got call 





The BPO workforce has grown at a compounded rate of 52.696, 





from 42,000 in 2001-02 to 348, 000 in 2004-05 


centre work and that's what they do. It's 
about time they tell potential clients what 





punte to clock $7.3 billion by 2005-06 





exactly they want to do.” 
Kurien is clear about what he wants. 





In 2004-05. 


“Our goal now is to build new applica- 
tions and execute business processes," 
he says and cites an example. "For one of 





p five i in 2005 (in déscending order) were: 
ces, Wipro BPO, HCL iol BPO, 
















| ICICI OneSource 


work. Its per-FTE revenue is now under $1,000 a month. 
Routine call centre work fetches about $900 per FTE per 


dication services) fetches revenues of $2,200-2,400 a month. 
| Foranalytics, the rate can go up to $4,000 per month. Even for 
technology help desk work, the rate can be as high as $1,900. 

"Those are the benchmarks we are working at," says 
` Kurien, who shifted to Wipro BPO originally to build its trans- 


| BPOS revenues last year. 


| Turning Around 


: To work towards those benchmarks, Wipro is pitching for only 
end-to-end outsourcing work. The domains it plans to con- 
ntrate on are healthcare, manufacturing, financial services, 


centure, which does everything from applications develop- 


- processes in the domains it ventures into. 
Wipro expects about 30 per cent of such end-to-end work 


month. Higher end work (finance and accounts, claims adju- | 


-action processing practice, which was less 5 per cent of Wipro | 


lecom, and energy & utilities. The idea is to be more like Ac- | 


i 
I 


i 
i 





our energy clients, which moves fuel 
worth $300 million-350 million a month 
to retail outlets in the US, we helped re- 
duce losses in distribution by 2.9 per 
cent. The Wipro IT team developed a new 
logistics platform and applications, while we did the actual 
execution of processes," he says. 

Interestingly, when Spectramind started operations, it got 
into some specialist tasks. One was of creating and validating a 
database for a global genomics major. Spectramind recruited 
20 PhDs in molecular biology and booked revenues of 
$40,000-45,000 per person, much like the rates in Wipros IT 
service business. It abandoned this for volume business as the 
"founders of Spectramind came from an accounting back- 
ground and did not understand genomics”, says a former 
Wipro BPO employee. 

Sothe company ended up as a call centre. Now it wants to 


Source: Nasscom 


| traverse the trajectory in the other direction. But transform- 


ing a call centre into a focused knowledge services company 
is easier said than done. That was evident when, despite all its 
talks about going for only end-to-end solutions, Wipro re- 


| cently bid for Bharti Tele-Ventures' call centre business. Later 
ent and maintenance to testing and handling business | 


Wipro opted out, claiming that the rates were too unattrac- 
tive. But then, that's the reality which forced it to look the 
other way, didnt it? = 
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Mr. 7,000,000 E-mails 
a Day Handled by 
71 Percent 


Fewer Servers. 
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"From a manager's view, the fact that we increa: 
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while adding so many users is very, e 
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Make a name for yourself with Windows Server System. Upgrading to Microsoft 


Windows Server System™ makes it possible for eBay, the leading online 

marketplace, to consolidate its mail servers from 85, down to 25, while handling ie 
over seven million e-mails a day. Here’s how: By deploying Windows Server™ 2003 Microsoft t 

with Exchange Server 2003, eBay kept its growing global workforce connected Wi ndows 


while reducing the number of mail servers and sites to support, thereby cutting 


basic costs per mailbox by 70 percent. To get the full eBay story or to find a Server Syste 


Microsoft Certified Partner, go to microsoft.com/wssystem 
L 
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Employee churn is the biggest bane 
of the BPO industry. The cause is 
its over-dependence on voice work 


TS growth is India’s pride. It has given employment to 

3.5 lakh people in this job-starved economy. Yet, man- 

aging that growth is now its biggest headache. The 

strongest reason for it to grow in India is the country’s 

low cost base and its annual output of 3 million fresh 
graduates. Yet, it's finding it difficult to manage costs, and find 
and retain such qualified people. How is the $5.2-billion busi- 
ness process outsourcing (BPO) industry going to resolve such 
fundamental dilemmas? 

As we have seen in the previous story, the problem lies in 
the industry's over-reliance on low-end voice tasks, Such mo- 
notonous work, largely done in the night for western clients, is 
responsible for the industry's high churn. For instance, EXL 
Service has reported an attrition of 69.9 per cent for its voice 
tasks, but less than 20 per cent for non-voice tasks. The pre- 
dominantly nocturnal nature of the work also means that at 
least half the capacity isn't used during the day. That cuts over- 
all capacity utilisation to below 80 per cent. 

That's why, despite the 15-20 per cent margins it fetches, 
companies want to reduce dependence on voice work. 

Says Aashu Calapa, vice-president (HR) at ICICI One- 
Source: “The number of people I can hire for non-voice tasks 
is five times more than those for voice work.” It’s not just that. 
Except for tasks like simple data entry, non-voice work fetches 
higher revenues and higher margins. 

Neeraj Bhargava, group CEO, WNS Global Services, says: 





Shifting realities 
2000-01 

$15-18 per hour 

Rs 6,500-8,000 

Less than 15% 


Web-based support, 
voice support, and 
data entry 


Billing rates (voice) 
Wages (entry level) 
Attrition (annual) — 
Tasks 








* 15% in analytics 





$8-12 per hour 

Rs 10,000-12,000 
70-110% * 

Voice, transaction, 
knowledge work, 
and analytics 


“At high attrition, along with the person, your expertise 
walks out the door,” says WNS Global’s Neeraj Bhargava 


“The annual offshoring opportunity is worth about $300 bil- 
lion and 70-80 per cent of it is non-voice work. But in India, 
most firms have a higher component of voice work, as it was 
easy to get.” His company is one of the few which consciously 
avoided dependence on voice work from the beginning. 

Its the story of most Indian BPO companies. About 85 per 
cent of ICICI OneSource5 $74-million revenues comes from 
voice work. Calapa wants to reduce it to 60 per cent in the next 
18-24 months. At MphasiS BPO, the share of voice is currently 
75 per cent, down from about 100 per cent two and a half years 
back. It, too, wants to reduce the share to 60 per cent by 2008. At 
Transworks, the share of voice is 80 per cent, at Nipuna it's 60 
per cent. Nipuna wants to cut that to 50 per cent within a year. 
Theonly players who have been able to keep the voice compo- 
nent down are Genpact, which maintains it at 25 per cent, Pro- 
geon at 30 per cent, and WNS Global at less than 30 per cent. 

Companies usually factor attrition into their pricing. But 
high attrition does increase costs 
due to higher recruitment, training 
and retention costs. To begin, com- 
panies have to maintain large HR 
teams. EXL Service, for one, saw $0.9 
million shaved off its 2004 revenues 
by recruitment and training costs. 

Calapa says: "If an associate is 
there for 10 months, we are able to 
break even. [If he leaves] before that, 
its aloss.” It's this loss which is forcing 
the industry to change itscourse. Bi 


2005-06 





Source: BW research 
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IN 
CHEST THUMPING, WE'D 
LIKE TO IMPRESS ON YOU 


WE DID IT ALL OUT OF KOLHAPUR. 


We make the machines that print your newspaper 

“SOUTOF4 SETT E T A Gt Tela E E T 
LARGE & MEDIUM l 

NEWSPAPERS SOLE ilare UE SC COT ETE M e] Je ET TET A EE LAEE TETTE 

IN INDIA whatever the time zone, our machines never rest. 

ARE PRINTED ON Go T ME To ISTIS EU ES E A E CIT: 


MANUGRAPH : 
MACHINES. better, setting standards the world now expects. 


wik THE NEWS BEHIND THE NEWS MANLISRAP 


Technology in Print 
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HE flock has arrived. With 
so many new Indian air- 
lines building their fleet, 
the aircraft leasing com- 
panies couldn't be far be- 
hind. Fourteen interna- 
tional aircraft lessors have a presence in 
India, an unprecedented number. 
Many others are scouting for opportu- 
nities. Though some of the world's 
biggest names haven't arrived yet, it is 
only because aviation is experiencing 
such a boom that the lease market is in- 
credibly tight. According to Anil Mehta, 
executive vice-president (group aircraft 
marketing), debis AirFinance: ^We have 
received several enquiries from the In- 
dian market which we are unable to ful- 
fil due to the unavailability of aircraft.” 
And there’s enough money flying 
around to make aircraft manufacturers 
feel bullish as well. Refuting any sugges- 
tion of overcapacity building up in the 
Indian market, Velupillai David, re- 
gional press manager, Airbus says: “Our 
experience has shown that we have un- 
derestimated the Indian market, as new 
air carriers are constantly generating 
new demand. We estimate that by 2023 
there will be a market for 570 aircraft in 


India worth over $55 billion, and even | 


this may have to be revised upwards.” 
Historically, the aviation industry 


has followed a thumb rule— airline traf- | 


fic grows at twice the nominal rate of 


GDP Last year India proved this adage | 
right, with the market growth skyrocket- | 


ing at 25 per cent. A healthy 20-25 per 
cent growth rate has been forecast for 
the next three years, according to the 
Centre for Asia Pacific Aviation. 

In fact, among some circles, last 
June's Paris Air Show was re-christened 
the ‘Air show of the Indian carriers’, 
Significant orders were announced by 





Kingfisher, Jet Airways and the yet- | 
to-be-launched Indigo, and many es- | 


tablished operators announced aggres- 
sive fleet expansions. 


25554220945 32 44 
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AVIATION LEASE & FINANCE COMPANY 


AVIATION CAPITAL GROUP 
AWAS 


BAVARIA INTERNATIONAL AIRCRAFT LEASING 


CIT AEROSPACE 
DEBIS AIRFINANCE 


GATX AIR 


GECAS 1 Q 


=E No. of leased planes in India 


For instance, Spicejet started this | 


May with one leased aircraft and has 
since leased two more. Indeed, all the 
private airlines that have started in India 
have done so with leases. This helps new 
airlines because a lease can be treated as 
expenditure, whereas most of the time, 
purchasing a plane is done on credit 
and, therefore, is treated as debt. So, 
with a leased plane, a new airline has 
something to fly and is free to raise its 
debt for other expenditures. 


How To Lease 

Lease rentals have increased by about 
20 per cent globally in the last one year. 
Where an A-320 — the staple for most 
new entrants — would have cost 
$275,000-$300,000 per month to lease 
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before, it now costs $350,000. The out- 
look for next year looks tight as well, 
and reliable estimates suggest that 
there might be just a total of 30 A-320s 
and B-737s available for lease in 2006. 

Airlines have very little bargaining 
power when it comes to leases, and 
prices are usually similar across the 
board. With very little to distinguish be- 
tween the offerings, relationships be- 
tween leasing companies and airlines 
are absolutely crucial. Says T.P Chopra 
vice-president GECAS, an international 
leasing company: “Airlines can lease 
aircraft from any number of aircraft 
lessors, but we think the relationship 
with the airline and the breadth of 
products and services we can offer is 
what sets GECAS apart.” 


hid 424152 


model for start-up airlines 


RBS AVIATION CAPITAL 


SINGAPORE AIRCRAFT 


LEASING ENTERPRISE 


TOMBO AVIATION NETHERLANDS 


VOLITO AVIATION 


Source: Airclaims 





Ittakes alot of due diligence on both 
sides for a leasing agreement to go 
through. At the first stage, lessors take a 
long hard look at the airlines start- 
up capital, business plan and man- 
agement. In the absence of credit rat- 
ings for airlines in India (and for most 
airlines in other countries as well) they 
conduct their own credit evaluations 
prior to leasing aircraft. After this, 
delicate negotiations are conducted 
that look at all the technical, financial 
and insurance aspects. 

Indian airlines take planes on a 





'dry lease, which only in- 


lease, which includes 
both aircraft and crew, is 
not popular due to the ex- 
pense involved. 

For the airlines, in addi- 


must pay for insurance and 
maintenance. As part ofthe 
lease terms, the minimum 
value at which the aircraft 
must be insured is speci- 
fied by the leasing com- 
pany.” In 2001, an A-340 of 
ours was blown up by the 
Tamil Tigers,” says Anil 
Mehta of debis AirFinance. 
"Fortunately, the aircraft 
was parked empty on the 
ground in Colombo. But 
you can imagine how im- 
portant it is to have proper 
insurance in place." Main- 
tenance reserves for the 
aircraft are also collected by 
the companies, which for 
an A320 can add up to 
about $150,000 a month. 
This amortises mainte- 
nance costs and makes it 
easier for companies to re- 
market aircraft in the event 
ofa default. 


How To Purchase 


In many ways, purchasing 
marks the maturing 
of an industry — a logical 
progression from leasing 
to owning the asset. 

Just as in the leasing business, air- 
craft manufacturers also do some tough 
due diligence. In addition to the para- 
meters mentioned above, they also look 
at the airlines’ ability to raise future cap- 
ital. If there is a slump in the industry, 


will they be able to ride it out and still | 


make payments on time? 


cludes the aircraft. A “wet | 


AVIATION 


and the prospects for the aviation in- 
dustry in the operating country. Manu- 
facturers also throw in some training for 
pilots and maintenance staff. 

One per cent of the aircraft costs 
have to be paid upfront. Export credit 


| agencies like EXIM Bank and European 


tion to rental costs, they | 





For the airlines, price is obviously | 


critical. Negotiations between manu- 
facturers and airlines are a collaborative 
process. Discounts are given based on 


order size, future prospects oftheairline | 


Credit Agencies (ECA) will give credit 
guarantees for a maximum of 85 per 
cent of the purchase price. Commercial 
loans are also available, but are often 
more expensive. 

Once a loan is secured, the plane is 
taken under a 'hire-purchase' lease, 
which allows the aircraft to be owned 
through a special purpose vehicle incor- 
porated in jurisdictions where the 
repossession laws are favourable to the 
lender. At the end of the tenure, the air 
line owns the asset and the last payment 
is made in a lump sum. 

In the long run (over a 12 year cycle) 
owning an aircraft works out cheaper 
than leasing, as it saves the airline from 
paying a premium to the leasing com- 
pany. On the other hand, in the event of 
a downturn in the industry, an aircraft 
can become a liability on the airlines 
balance sheet. This is where a plane on 
lease is an advantage, because leasing 
companies are generally amenable to 
renegotiating lease rentals. A mix of 
owning and leasing the fleet is how 


| most airlines prefer to hedge their risks. 


Out of a fleet of 51 aircraft, Jet Airways 


| has27onanoperating lease and the rest 


on hire-purchase leases. 

Another option for purchasing is a 
sale-and-lease-back. This is done when 
an airline buys a plane. Before that 
plane is paid off, be it less than one year 
oreven six years down, the airline sells it 
to a leasing company, who then makes 
all the remaining payments. The leasing 
company leases back to the airline im- 
mediately, and becomes the eventual 
owner. Why all this trouble? For one, 
planes can depreciate faster than ex- 
pected and a sale-and-lease-back can 
protect against this loss of value. Ac- 
cording to Singapore Airlines' spokes- 
man: “When we sell an aircraft at the 
end of its life with Singapore Airlines 
the market value could be lower than 


With so many new airlines starting up, the global aircraft 
leasing business is booming in India. By Samar Srivastava 
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the value on our books. It is to hedge 
against this risk that we formulated our 
.. sale and lease back policy." Also, if the 


held on sale-andAeasesback “Agréé: 


. company. DVB Bank, a German bank 
that specialises in transport findnce, has 
, assisted Jet Airways in the past with such 
- transactions on aircraft engines. 


Indian Skies : š 

Airlines in India have a big boost in both 
_ leasing and purchasing, because most 
have lots of capital backing them. Says 
Adrian Darshan, vice-president, GATX 
Air: “Unlike other parts of the world 
- where there have been several instances 
of non-serious players entering the 
` low-cost bandwagon, all start ups in 
India are backed by large business 
houses with serious business plans. This 
certainly distinguishes the Indian mar- 
et from others and makes us more 


ç z s, k. 


es yet to be launched 








Source: CAPA 


: Over the past year, passenger growth numbers have astonished 
.. industry watchers. The key to this has been price. With a sharp spurt in 
aviation turbine fuel prices and a growing manpower shortage, will new 
. entrants be able to maintain their cost structures? If they can't, it could 


.. drive prices higher and send custome 


. begun to hike airfares because of spiralling fuel prices. Says Kapil Kaul of 
the Centre for Asia Pacific Aviation: "Consolidation in the industry is 
< inevitable. We forecast that in the next five 


- low-cost carriers, 
..4 region specific carriers. Only two ful 
. Way, if the growth keeps up, leasing a 
. continue to keep their eyes on India. 


: -market plummets, any planes thatare | 


ments can be giveh,back tv the leasiiig: 





ITH the huge number of planes coming to India, many see a 
bubble building up. By 2010, according to the current orders 
I placed, there could be as many as 290 airplanes vying for 
passengers here. Finding a discordant voice in the current boom is a 
tough task, but there are those who are willing to question the numbers. 
Says Dinesh Keskar, senior vice-president (sales) Boeing Commerical 


| for all Indian start-ups. 
| Take Air Deccan, which 
leased planes from the Sin- 
gapore Aircraft Leasing 
Enterprise (SALE). Says 
-Sean Lee, spokesman of 


Airline 
A 


INDIGO 





SALE: "In a way, we took a 


AIR INDIA 





bit of a gamble by leasing 
| to Air Deccan, as the airline 
| had limited capital. But 
| the airline had first mover 


INDIAN AIRLINES 
JET AIRWAYS. 
SPICEET ..— 
AIR DECCAN 





advantage and Captain 
Gopinath convinced us not 


KINGFISHER 





| only that he had a sound 
| business plan, but also 
that he really had the ability 
| to realise his vision of making flying 
| possible for the common man." In 
some ways, Air Deccans lobbying has 
| made life easier for later entrants like 
| Kingfisher and Spicejet. 

Privately, some banks and leasing 
companies admit that it is difficult to get 
a good deal out of more established 
Asian carriers like Singapore Airlines or 
Cathay Pacific, as they drive a much 











Airplanes: "With a 20 per cent 
growth rate, the market can absorb 
about 30 new aircraft a year. With 
the number of orders placed there 
would be overcapacity in the Indian 
market in a few years." Yet, if the 
government decides to relax rules 
and allow new carriers to fly 
abroad, all those planes may prove 
to be an asset instead of burden. 


rs away. Already, airlines have 
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years there will be three large 


each having a fleet size of 60-70 aircraft, as well as 3- 


l-service carriers will survive." Either 
nd financing companies will 
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Source: CAPA 
harder bargain due to their better global 
standing and stronger credit ratings. 
This could explain their eagerness to 
business in India. By all accounts, not 
not all prospects in the country are 
positive. There is the problem of the 
newly-reinstated tax on leasing. The ex- 
emption from the withholding tax has 
been withdrawn since 1 October. This 
promises to alter the economics of the 
leasing game and make life alot tougher 
for future entrants. 

There is a lot of uncertainty as to 
the final impact of the fully imple- 
mented tax. Some players think that 
leasing planes from countries that 
have entered into a double taxation 
avoidance treaty with India — Ireland 
being a favourite — could significantly 
reduce the impact of the tax. In some 
ways, this might actually have a stabil- 
ising effect on the sector and make 
newer entrants think twice before tak- 
ing on large leased fleets. 

The slow legal system also continues 
to be a worry. In the late 1990s, some 
leasing companies had problems 
getting their planes out of India due 
to some legal disputes concerning 
payments — the courts took their time 
in deciding and the planes were stuck 
for months. 

Says Frank Wulf, senior vice-pres- 
ident and regional head (aviation Asia- 
Pacific) of DVB Bank: “We have been in 
the Indian market for the last four years 
and have invested a lot of time and 
money to get comfortable with the legal 
system in India. While the system could 
definitely do with some improvement, 
there are developed countries that are 
actually worse off. In these times, India 
is certainly worth doing business in.” W 
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Structured check shirt 
Rs. 799 









S ipm 
urprisingly affordable style 


Formal shirt 
with grain dobby Rs. 699 


Flat front classic stripe 
stain-free trouser Rs. 999 


















Kantha work kurti Rs, 699 
*  Drawstring pants Rs, 599 














M Long kurta with phulkari 
placket Rs, 499 
Bizylizy churidar Rs, 299 


T o 


IIS a 
Fusion ethnic set Rs, 1999 » 





Evening wear poly-silk shirt 
with saddle stitch Rs. 699 
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 MBAGIIT Madras 


* : HE Indian Institute of Technology Madras is: 
i | recognized worldwide for its excellence in ` 


teaching, research and consultancy. It has a 
`: vibrant academic environment to nurture and inspire its 
young, brilliant student community and has state-of-the- 
nfrastructure with complete access and security. 


_ The Department of Management Studies 
The numbers graduating out of the best institutes in 
our country is simply insufficient to meet. the demand, 
The IITs have responded to this need through their 
superior quality MBA programmes. After a thorough 
study of the critical needs of organizations and the best 

uos programmes worldwide, HT Madras has conceived and 















‘Department’ s internationally reputed research 
rammes host well over seventy scholars having 
.. varied educational and professional backgrounds and 
experience. They form one of the largest and most di- 
^. . verse research groups in B-schools in our country. 


` The MBA Programme 
The two-year, eight-quarter, full time MBA programme 
is uniquely structured and rigorous. The batch sizes 
;.are in the range of 50 to 60 students, selected from 
over twenty thousand applicants who take the. highly 
"competitive national-level Joint Management Entrance 







UTTING edge research appears to be the focus 
C of Chennai-based Institute for Financial 

Management and Research. (IFMR). Its Centre 
for Micro Finance Research and Centre for 
Advanced Financial Studies are involved in path-break- 
ing R&D. Also, apart from the regular B-school courses, 
the Institute has introduced a one-year certificate 
course with Madras Management Association, which 
has become extremely popular. It plans to kick start a 
-year course on Infrastructure Financing in asso- 
ion with. Indian Banking Association (IBA). 


A one-of-its-kind 1-year certificate course on Banking 
and Finance is on the anvil where lectures will be de- 
‘livered through virtual classroom to participants all 
over India. ICICI Bank will be associated with the 

.. project. R Kannan, Director, IMFR, says, “First we want 

` to get stabilized because we need some experience 
in delivering. The virtual classroom interaction will be 

the main learning process, besides support through a 

learning management system. 


The Centre for Micro Finance Research (CMFR) is into 
. research on one hand and training and strategy on the 
other. . Says Annie Duflo, Coordinator and. Research 
Associate, who completed her Masters in Public 
Administration/International Development from 
arvard University, "All our research projects are led 


















MR: Research rules 





“Test (JMET) conducted every year by the ITs anc 
The programme offers specializations, through 
tive courses, in the areas of Business Anal 
Consulting, Finance, Global Business, Hum. 
sources Management, Marketing, Project an 
tions ls ME Strategy, Systems and IT M 


ally and nationally reputed organize 
Toiy of business domains, have 


programme has had 100 per cant: plac ime 
inception. ; 


Faculty 
The faculty members have rich teaching, rese 
consulting experience. Their research wor 
lished in reputed national and international j 
and presented at prestigious conferences. The 
larly interact with business and other organiz 
institutions for mutual benefit. U 
IIT Madras is committed to provide excellent, value 
laden management education for responding to 
steering the dynamics of the complex bu: 
environment of today. The distinctive MBA IIT: M 
presents itself as an intellectually stimula 
professionally enriching and highly valuable lea 
option for both freshers and professionals wit w 
experience. i 


ut 


by leading professionals in Economics and Fina 
basically provide funds, logistics and r 
associates. We work very closely with them.” 
CMFR also organizes weekly or bi- -weekly se 
with academicians and MFI practitioners as | 
organizing courses. 


The objective of the Training and Strate 
training in financial management and 
senior management personnel of MFIs. Says 
“The micro finance sector has expanded rapidi 

to be commercially sustainable.” : 
The Centre for Advanced Final cial Studies (Ci 



















The idea is to correct that. 
environment today is very diffe 
tive of a finance manager or a 
has become more complicated." 
CAFS has put together a detailed database along 
EPW Research Foundation where daily data. 
exchange rates, government security prices et 
available on the ICICIResearchcentre.org webs 
Says Chandrasekar, "The idea is to allow researct 
access to data that they might not otherwise hav 








BATTLE for the 


BUCKS 


SAMEERA ANAND from Hong Kong 








HE sale of Pacific Coffee to 
Chevalier Holdings in early 
2005 caught many Hong 
Kongers by surprise on a 
number of counts. Few of 
the people who grabbed their morning 
cuppa at Pacific Coffee remembered 
that it was a local chain, launched just 
over a decade ago in Hong Kong. And, 
forthose who were aware, there seemed 
no reason to sell a business which had 
better penetration anda stronger image 
among locals than the new entrant. 
Maybeit was the fact that the newcomer 
was Starbucks which tipped the scales. 

Pacific Coffee was started by an Ame- 
rican, Thomas Neir, who came to Hong 
Kong in 1990 as the finance director ofa 
computer firm. He missed his daily cup 
of coffee so much that, in 1993, he set up 
the first kiosk in the lobby ofthe Bank of 
America building. Pacific Coffee grew to 
47 outlets in Hong Kong and Singapore. 

Starbucks entered Honk Kong in 
2000 via a joint venture with Maxims, a 
subsidiary of Dairy Farm International 
Holdings — the largest food retailer in 
Asia outside Japan. Dairy Farm, in turn, 
is owned by Jardine Matheson, which 
has been in Hong Kong for over 100 years 
and owns prime property. Through it 
Starbucks gained access to Hong Kong's 
best locations while Maxim's brought 
decades of F&B experience. 

Neir publicly acknowledged that 
tough times lay ahead as competition 
intensified; however, he remained com- 
mitted to the business and, in an inter- 
view in 2003, even talked about expand- 
inginto China. Less than two years later, 
he has sold his business — when Star- 
bucks has grown to 34 outlets in Hong 
Kong, just behind Pacific Coffee's 41. 
The buyer, Chevalier iTech Holdings is a 
listed mainland IT and telecommunica- 
tion holding group. It paid $205 million 
for Pacific Coffee. According to reports, 








can 


A Starbucks outlet in China: its presence here made Pacifié Coffee do a 


rethink on expanding into the country 


With US coffee 
chain Starbucks 
honing its Asian 
strategy, how are 
local players 


coping? 


Pacific Coffee earned a net profit of $9.4 
million for 2004, at a P/E multiple of 22. 
Not bad for a coffee chain which started 
asasingle kiosk 12 years ago! 

Asia has spawned a number of such 
domestic coffee stories. Figaro in the 
Philippines, San Francisco Coffee in 
Malaysia , Black Canyon Coffee in Thai- 
land and Trung Nguyen in Vietnam are 
chains that spotted a business opportu- 
nity and worked quickly to establish 
themselves, while Starbucks was busy 
creating dominance in North America. 
Today, Asia is Starbucks' new target 
market. After the US and Canada, the 
chain ventured into Japan in 1995 based 
onan articulated strategy. Europe was a 
mature market, with a firmly en- 
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trenched corner café culture (estimates 
are that Italy has over 120,000 cafés — 
that's one café per 475 inhabitants). 
Latin and South America are used to 
high-quality brew at low prices. Asia 
represented an opportunity without 
these attendant challenges; Asian 
economies are growing quickly and 
westernisation is rampant. 

How are local players gearing up to 
compete with Starbucks' Asia foray? 


ALAYSIAN San Francisco Coffee 

(SFC) was set up by an American, 
Robert Boxwell who chanced upon two 
erstwhile Starbucks employees while 
scouting for a business opportunity. The 
rest, as they say, is history. SFC launched 
its first store in Kuala Lumpur in 1997 
and now has 27 owned and franchised 
stores in Malaysia, Hong Kong, the 
Philippines and Singapore. On the anvil 
are stores in Thailand, China, Japan and 
Korea. SFC has raised two rounds of 
venture capital; currently Malaysian in- 
vestors hold one third of the capital. 
Starbucks opened in Malaysia in 1998 in 
collaboration with the Berjaya Group 
Berhad, a Malaysian conglomerate, and 
quickly grew the business to 59 outlets. 
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2004, Starbucks bought a 49.9 per | 
cent stake in the Malaysian business. It | | 
is speculated that Starbucks’ invest- | 
ment is to fast track expansion. | 
| Figaro Coffee's origins lie in a small | 
+ Kiosk, F, launched in 1993 byagroup of | 
=< friends. When the kiosk was converted | | 
... into a full-scale coffee shop, the name | 
Figaro was coined. Figaro panders to | 
` the Filipinos’ preference for being | 
-waited upon, rather than the Starbucks | 
self service model. The owners ex- | 
panded cautiously, taking five years to | 
franchise; even today they prefer to 
franchise to locals. Now, Figaro is trying 
to expand abroad, opening recently in | 
-Hong Kong. Starbucks opened in the | 
Philippines in 1998 and has grown to 75 | 
outlets. What is interesting is that it is the 
-market that has shown huge growth and 
_ both players continue to flourish. 
_ Thailand attractiveness as a tourist | 
estination makes it an obvious fit for a | 
coffee chain. A group of investors re- | 
 alised this in 1993 and bought an exist- | 
ing brand, Black Canyon; in a decade 
they grew this to more than 100 outlets. 
he chain has both full-service coffee | | 
shops and kiosks named Black Canyon | 
X'press, located in Bangkok's BTS (sky | 
train) stations. In 2002, Black Canyon | 
| 
| 
| 





. franchised stores in Singapore, Malaysia 
and Indonesia, the coffers enriched by 
capital infusion from a local VC. Star- 
_ bucks entered Thailand in 1998 through | 

a JV with the Central Pattana group, a | 
property ownership and management | 
| 

| 






_ firm. In 2002, they bought out their part- 
.. her and accelerated the pace of growth; 


Year 
Opened 


PHILIPPINES | 


| and attracting customers 


| tea/coffee stall for the 








Sia, as mentioned in the story 


Starbucks now has 54 stores in Thailand. 
Trung Nguyen Coffee Company's 


| growth story is remarkable; it has 


spawned 450 outlets in just seven years, 
and that too in Vietnam where restric- 
tions on private enterprises apply. Viet- 
nam was one of the world's top coffee 
exporters, ranked alongside traditional 
exporting countries such as Brazil and 
Colombia. 

Trung Nguyen was set up as a coffee 
processor and exporter. It set up its first 
café in 1998 to build popularity for its 
brand of coffee beans — its success led 


| toanationwide franchise-based model. 


Franchisee cafes have little homogene- 
ity outwardly — décor, style, ambience 
all differ considerably; what they share 
is a broad Vietnamese feel and the styles 
and flavours of coffee roasts. 


launched in Tokyo. This was a bold step 
given the players, including Starbucks, 
firmly entrenched in Japan. Restrictions 
prevent Starbucks from currently enter- 
ing Vietnam. However, the country, and 
India, are firmly on its radar screen. 


Barista's history is familiar. Turner | 


Morrison Groups strategy of targeting 
premium locations, which served the 
dual purpose of providing an alternative 
to expensive hotel coffee shops 


who could afford to pay the 
premium over the 
neighbourhood * 


ambience, proved a 
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hit when they launched in 2000. 

Barista's grew quickly to 130 Stores and 
the Tatas acquired a 34.65 per cent stake 
atan aggressive valuation. However, the 
management overestimated total de- 
mand and customers' price inelasticity; 
as others, notably Café Coffee Day, got 


| theiracttogether, Barista started bleed- 


ing. In 2004, Turner Morrison sold its 
65.45 per cent stake to the Sterling 
Group at a firm value estimate which 
was a significant discount compared to 
the rate at which the Tatas entered. 
When discussing its Asia strategy, 
Starbucks is often asked about its India 
plans; its standard reply is that it will 
enter only when it has developed astrat- 
egy to combat the challenge of India's 
low average per capita income. Barista’s 


| experience suggests it is right to be 
Recently, after Trung Nguyen had | 
covered Vietnam's 61 provinces, it | 


cautious. 
New entrants include Nestle, Coca- 
Cola and Kraft. In India, Coca-Cola 


i Georgia Gold brand of tea and coffee is 


available at all McDonalds’ outlets. 
Krafts Maxwell House brand is being 
widely distributed in small size dispos- 
| able cans. Meanwhile, Starbucks con- 
tinues its Asia expansion spree at break- 
neck speed, undeterred by the losses 
currently being registered in its interna- 
tional business. 

What is in store for the home-grown 
coffee chains as the market landscape 
changes? How many players will 

last the long haul? Who will fall by 

the wayside? Pessimists predict 

that the original entrepreneur- 
promoters are an endangered 
breed with neither the distribution 
muscle of the MNCs nor the financial 
muscle of Starbucks. Neir of Pacific Cof- 
fee has said in interviews that the deci- 
sion to exitis partly due to a difference in 
vision between him and his external in- 
vestors; while he was ready to expand 
into China, they were wary of the capital 
needed and of taking Starbucks head on 
in a region where it has the early mover 
advantage. Both SFC and Black Canyon 
have raised capital from financial in- 
vestors who may at some stage dictate 
future plans. On the flip side, Figaro's 
experience in the Philippines suggests 
that a win-win strategy could result in 
market expansion and not cannibalisa- 
tion. Only time will tell how the cookie 
will crumble... or rather how the coffee 
bean will be ground! B 





LASER-QUALITY PRINTS @ Re.1 
WITH HIGH VOLUME PRINTING. 
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The new HP Business Inkjet 1000 Printer gives you excellent laser-quality black text prints at just 
Re.1 per page!. With the printing cost of a black text document up to 15% lower than that of a mono 
laser printer. And with print speeds comparable to that of a laser printer, easy-to-use functions and 
optional network capability, its been designed to achieve high quality colour prints and high volume 
printing. It gives you the best of both worlds - cost-effective monochrome and impressive colour prints. 
What's more, you can exchange any old inkjet printer and save up to Rs. 1,000* *. So, why wait? 
Get the new HP Business Inkjet 1000 Printer today! 
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www.spencerlab.com SMART ADVICE > SMART TECHNOLOGY > SMART SUPPORT 


HP BUSINESS INKJET 
1000 PRINTER 
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Rs. 7 999 Call: 3030 4499 (from Mobile) or 
«iC 1600 425 4999 (from MTNL/BSNL line) 


Visit: www.hp.com/in 


E-mail: in.contact@hp.com 


Dial-a-cartridge: 3030 4499 or 1600 425 4999. "Est. street price, taxes extra. 'Tests conducted by the independent research company, SpencerLab Digital Color Laboratory, showed the cost of ink when printing black text document with the 
high capacity individual ink cartridges, as used in the HP Business Inkjet 1000 printer, may be as much as 15% less than the cost of toner when printing with a black-and-white laser printer. For more information, go to www.spencerlab.com. 
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ri Institute of Management, 








t raduate programme in Management and related 
s. Mr. Sharad Jaipuria, industrialist is its chair- 
In this short span, -JIML has made a mark for itself 
.the corporate world. Its full time programme is ac- 
ited by National Board of Accreditation, (AICT E), 
inistry of HRD. It i is the only private sector manage- 
t institute in Lucknow which has gotthe NBA (AICTE) 
itation. JIML is managed by Integral Educational 


uality education to. the youth. 


Th Institute enjoys world- class infrastructure like 
ioned classrooms with LCD projectors, well- 
ped library, lab, hostel for girls, auditorium and 
extra-curricular and co-curricular activities. 
e of IT tools makes information technology 
pments and facilities available in-house. 





institute has a strong core faculty. The teaching 
co faculty i is further supplemented through guest 
es and visiting faculty. The visiting faculty is drawn 
ding. universities, reputed’ corporate houses, 
stry and business. The skills and knowledge of the 
re faculty is regularly upgraded. This combination 
s the student access to excellent pool of knowledge. 


The institute has a 10096 record for placements. Stu- 
have been absorbed in leading industries and 
siness. establishments, Another area which the insti- 
centrating on, is MDPs, which are being con- 
r young mi agers. It is also actively involved 
ncy. The institute has come out with several 
; documented case studies and has also 
led. a number of academic and research papers. 


mic Business School | 
Cosmic Business School is now a part of the CAT, all 
missions to its PGPM, 2006 would be through CAT. 














chool is located in the sprawling < 35000 sq. ft. cam- ; 


' in South Delhi. Two prestigious corporate of ` internet accessibility. The library is well stocked collec- - 


faharishi Group are also located within. These are the -tion of books and journals. The library has latest editions 


or porate Office of Cosmic Softech: Ltd. and Pi icasso Digi- P. f encyclopedias. and subscribes to 10 daily newspapers. 


Media Centennial College, Toronto, Canada. 





udents undergo intensive. training based on | 
idual needs. The institute has state of the art 





tructure fac ilities. The seating in the classroom is 
maximum ^ of 30 students. The classrooms ; are fully 


OW ards new h orizons D. 


Jaipuria Institute of Management, Lucknow, HML ` 
set up in 1995 and has been successfully running its - 


which i in the last 50 years. has been bringing - 








equipped with LCD Projectors, Computers for faculty as 


"teaching aid, laptops. The campus being Wi Fi, the stu- 


dents can work on the net from any location of the cam- 
pus. The institute has a dual placement mechanism. The 
internal placement. process; where the students are 
placed in-house within the group itself. If the student 
does not take the internal. placement process, he is: then 
taken care of through the external placement process. 

The syllabus is updated keeping i in mind the changing 
scenario in the corporate world. The students also work 
on assignments and do on the job training. The grinding " 
routine of presentations, case studies and co-curricular ` 
activities keep the students busy. The students have been 
organizing cultural programmes and an annual event 
called Aagaaz where students from both BBA and MBA 
participate. From 2006, plans are afoot to attract students 
from all B-schools for these events. E IL SB 


Invertis Institute of Management Studies - CU Ue 
Invertis Institute of Management. Studies established 

in 1998 with the postgraduate MBA programme and two 
undergraduate programmes. Today it offers two post- 
graduate programmes and four undergraduate 
programmes. From the current academic year (2005 <“ 
06) a new branch called Invertis Institute of Engineering Ë 
& Technology has been launched. This offers four stream 

of engineering education namely Electronics & commu- 
nication, Electronics & Instrumentation, Computer Sci- 
ence & Engineering and Information: Technology. The 
institute has grown tremendously in the last five years, 
both in the increase of students and the number of 
programmes. The campus spread over 20 acres of land 
has separate blocks for teaching, computers, library & 
administration, a girls hostel and boys hostel within the **^ 
campus. A multi- -purpose auditorium has been con- 
structed. The faculty comprises some of the best in the 
field. The teaching method uses audio-visual aids, mike 
system, LCD Projector and computers. The computer 


lab comprises eight labs each having 30 computers. 


Internet connection through VSAT provides for 24 hours 













urricular activity is also given. priority. The institute i 


ds con antly | ndeavouring towards professional excel- 


lence. It has been awarded th. 1 ISO. certification 9001- 


2000 American global ‘standards. The philosophy of the 
institute runs around the word Kaizen, 
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"The Residency Towers 


* Strategically located in heart of Chennai. 





Offers premier hospitality, personalized, cris 





and warm service, excellent value for money. 


As we work in concert to do this, small details 


are crucial like uninterrupted power supply." 





< 
, 
The Residency Towers, Chennai : : š 

Uninterrupted power supply is crucial for 
premium luxury hotels like The Residency Towers, 
to ensure loyal guests. Meeting 
this vital need is one company - the leader 
in captive power generation. 

* Caterpillar. 


Caterpillar provides Power Solutions for Critical Applications in Hotels & Resorts, Hospitals, 
Factories, Software Technology Parks, Offshore Oil Rigs, Labs and other businesses. 
Solutions range from 200 to 2000kVA. 
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subhashbabu@gmmcoindia.com db@tilindia.com 
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LIKE all operating 
heads, Chee-Tut Chong 
is obsessed with costs — 
and with good reason. As 
the chief operating 
officer of Star Cruises, 
the third-largest cruise 
company, Chongspends  |— 
55 per cent of his 
revenues on operating 
costs. Each of his ships 
cost $250 million-300 
million. Last week, Chong sailed from 
Singapore aboard the Superstar 
Libra, which will use Mumbai as its 
hub and offer cruises to Goa, 
Lakshadweep and around Mumbai. 
Chong spoke to BW’s Ranju Sarkar at 
thenewly-spruced up cruise terminal 
in Mumbai's Ballard Pier. Excerpts. 





sizas 


W What's the shape of the global cruise 
industry today? 
W The three big players are Carnival 
Cruise, Royal Caribbean Cruises and 
Star Cruises. Carnival, the biggest 
player, is twice as big as Royal Caribb- 
ean, which is twice as big as Star Cruises. 
All three players have a lot of ships in 
the Caribbean, the biggest market. Eu- 





‘We know the 
importance of 
food for Indian 


Too on Sa 


rope, the second 
largest market, has 
lots of niche players like 
Costa Lines. 

Being the smallest of the three, we 
cannot compete with the big two in the 


Caribbean in winter. Our strategy is to | 


look for new areas where we can create a 
niche. For instance, we operate in 
Alaska, where there are restrictions on 


the number of ships or cruisers due to | 


ecological concerns. In Asia, we are the 
dominant player. 


W What is the basis of competition? 

Bi Size is critical. With it come econo- 
mies of scale. For, even if you double 
your ships, your shore costs don't go up. 
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Operating costs are very 
high — the Superstar Libra 
has a crew of 730. All the 
senior officers are Scandi- 
navian, who are very good, 
but expensive. Add to that 
thefuel costs, port charges. 
On every $100 of rev- 
enue, our operating costs 
are $55. Head office and 
marketing costs are 
$15, depreciation is 

— $10, and finance 

Á takes $7. That leaves 

š us with $13 in net 

B profit. This is if we can 
fill up the ship. Break-even 


| would depend on how much I charge. 





Carnival is cash-rich. Their borrow- 
ing is less and interest costs are low. 
They operate on a much bigger scale 
and so are also able to negotiate better 
terms with ports and vendors. 

Since we were a late starter, we could 
learn from others. We come from a land 
and resort background. (The Genting 
Group, headed by Tan Sri Lim Goh Tong, 
is into the hotels and gaming business 
in Malaysia). When we got into cruising, 
we figured out that there are certain ele- 
ments in Western cruises which Asians 
won't like. When I took a cruise in the 


For your next convention, 


ty notae umconveptional? 





Why not meet at a hideaway amidst the world's oldest rainforest? Or at a 
resort fronting the most beautiful beaches? Or in a world-class convention 
centre in one of Asia's most dynamic cities? Whatever it is, Malaysia has 
everything you need for a successful meeting - high-tech infrastructure 
and amenities, a variety of venues equipped with excellent support 
services, luxurious hotels and exciting post-convention activities. 


Making us the choice for such prominent events as the Federation of 
International Gynaecology Obstetrics (FIGO) World Congress, the Asia 
Pacific League of Associations for Rheumatology (APLAR) Congress and 
the International Federation of Training & Development Organisations 
(IFTDO) World Conference & Exhibition. For your next convention, choose 
a unique destination. Meet and experience Malaysia. 


Meet & Experience 
asi — 

TOURISM j | ! 

MALAYSIA ! Truly Asia 


Malaysia Tourism Promotion Board 

(Ministry of Tourism, Malaysia) 

47th Floor, Menara Dato' Onn, Putra World Trade Centre, 
45, Jalan Tun Ismail, 50480 Kuala Lumpur. 


Tel: 03-2615 8188 Fax: 03-2693 5884 
E-mail: enquiries@tourism.gov.my Website: www.tourismmalaysia.gov.my 
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Evogue —— 


West, I found they have only two dinner 
sittings — at 6:30 p.m. and 8:30 p.m. For 
most Asians, 6:30 p.m. is too early. 


l B Whatabout pricing? 
Bi Pricing depends on your product and 
whom you are pitching it at. 

Carnival's main brand is targeted at 
the mass market, while Royal Caribbean 
is pitched more as a five-star product. If 
we are pitching in the same market, 
then Carnival controls the price. We, too, 
target the mass market. 

We have a no-tipping policy, which 
is different from other cruise lines. 


W You attract a lot of Indians on your 
cruises. What have been the learnings? 
W We started developing this market 
seven years back. We now have 700-800 
Indians for a cruise on Superstar Virgo 
every week (capacity: 1,800). The route 
is Singapore-Malaysia-Thailand-Singa- 
pore. ...The response 
from Indians has given 
usalot of confidence. 
The Indian govern- 
ment waived the cabo- 
tage, which requires all 
foreign flagships to call 
at a foreign port in its 
itinerary. If cabotage 
was not waived, the 
ship based in Mumbai 
would have had to visit 
Karachi, Maldives or 
Colombo. This would make it a five-day 
cruise with just one port of call. That's 
very difficult to sell to a first-time cruiser. 
The Indian government has also set 
up a high-powered committee to de- 
velop cruise tourism in the country. 
Shipping minister T.R. Baalu and Mum- 
bai Port Trust chairperson Rani Jadhav 
have been extremely supportive, which 
has sped up the whole process. 


BW Whats the opportunity you see here 
and what are the hindrances? 

Bi It takes time to develop a market. If 
you run a ship half-full, it costs a lot of 
money. But since it’s a mobile asset, we 
could move it. When we run 100 per cent 
full, this ship can move to a new market, 
and we can bring in a bigger ship. 

India has beautiful destinations like 
Goa, Kerala and Lakshadweep. Lak- 
shadweep is very picturesque, but it's 
very difficult to get there. 








In India, the bulk ofthe population 
doesn't have a passport. If they have to 
fly, there is a cost. Ships don't operate on 
Indian rupees, so people have the hassle 
of converting. Now, we are targeting a 
much bigger population. 

Twenty years ago, we could have 
been hesitant. But in the last five years 
the Indian economy has boomed. Peo- 
ple are willing to spend on vacations. 

It's difficult to track spending behav- 
iour of customers of different countries, 















a third of their 
revenues from 
on-board 

services. That 


but [let's say] the Indians don't spend 
much on casino on board, the Chinese 
buy alot of stuff for the ladies, while the 
Australians tend to drink more. 


Ili Given your price of Rs 4,000-5,000 a 
night, are you hoping to make more from 
on-board services? 

lll To some extent, yes. On-board rev- 
enues would defray costs. Typically, 
cruising revenues account for 50-70 per 


cent, on-board revenues account for30 | 
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All aboard: Cruise 
liners get almost 









per cent. People spend on à la carte 
restaurants, on shopping. Indians tend 
to buyalot of gold-plated bands, chains. 

Its important to understand how we 
measure occupancy. Each cabin has two 
beds. So only when we have two passen- 
gers would we say it's 100 per cent occu- 
pied. If theres only one passenger, then 
its 50 percent occupied. In some cabins, 
we havea third ora fourth bed. So, a ship 
with a capacity of 1,500 can take up to 
1,900 people in peak seasons or on pub- 
lic holidays. When we push beyond 
1,500 we can make extra money, as 
my costs are fixed. 

The pricing is for the mass 
market. There's not much room to 
play. We have office workers, fami- 
lies — not multi-millionaires. 


W How do you plan to develop the 
market here? 

l B We are working with 19 sales 
agents, which will increase. Typi- 
cally, the commissions are higher 
than what the airlines pay. 

Corporates are finding the 
cruise lines convenient venues. It's 
aconfined environment. While ex- 
ecutives discuss business, their 
wives and kids have enough to en- 
joy around. 

We do alot of joint promotions 
with tourism boards and national 
airlines to collectively bring down 
the total package costs. 

Our immediate task is to create 
customer awareness about cruises 
and high brand awareness for our- 
selves. People who have been 
abroad on our cruises may not 
want to go for domestic cruises. It's 
a different market segment. 


B How have you tried to localise 
your offerings for India? 

l l We [now] know their likes and 
dislikes. When they travel in a group, 
they bring their own cook. Many have 
just vegetarian or Jain food. We know the 
importance of food for the Indian trav- 


| eller. So, when Superstar Libra moved 


from the US to Mumbai, we added tan- 
doori ovens and hot plates. We have 
changed the names of the restaurants — 
Taj By The Bay, for one. We have added 
Indian TV channels. The rest of the en- 
tertainment, we felt, was popular and 
there was no need for change. m 


Introducing Matrix from Tibre. Crafted with 
the finest fabric and woven into unique 
structural patterns, that set you apart at 
work or while you party. Matrix. Let's just 
say they're trousers with special effects. 


TROUSERS ae 


Supercrease” for that crisp loo 


LOOKS FORMAL. FEELS CASUAL. Now, make an impression 
that will never fade. 
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After leading a precarious 
and degenerate existence in 
several walks of life, 
EMCEE has finally found 
refuge in journalism. He 
says that he will do his 
utmost to keep this column 
unfair, biased and 
prejudiced and that he will 
spare no effort in 
propagating his jaundiced 
world-view. Rants and 
raves on his columns can 
be addressed to 
emcee@bworldmail.com. 


For as long 
as I can 
remember, 
one of my 
deepest 
SOITOWS 
has been 
that while 
many 
people have 
called me 
handsome, 
nobody 
has called 
me fair 








metrosexual 


(Economic Times, 3 October 2005: Metrosexual 
men are rocking the ad world...Growing aware- 
ness among men about grooming is prompting 
FMCG companies and advertisers to dole out 
products and even ad campaigns, specially for 
the male audience... Emami, which made the 


first move by introducing a men's only fairness | 
cream, Fair & Handsome, says the response has | 


been very encouraging.) 


Dear Diary, 

Thank heaven for Fair and Handsome. The first 
thing I did when I got up this morning was to 
look at my face in the mirror. I can't describe the 
joy I felt when I realised that my complexion 
had turned noticeably lighter. I can hardly tell 
you what a pretty picture it was — me in my 
pink satin pyjama suit with my light, pale face, 
like some tragic hero. 

For as long as I can remember, one of my 
deepest sorrows has been that while many peo- 
ple have called me handsome, nobody has 
called me fair. Right from my schooldays, when 
I compared my colour with that of the girls in 
class, I had to bite my lip and blink hard to stop 
the tears that welled up. That inferiority com- 
plex deepened further when I realised that I 
was one of those unfortunate few who couldn't 
blush red, but only blushed violet. These terri- 
ble things had blighted my existence. Even my 


wife threatened to divorce me after she caught | 
me getting up in the middle of the night to | 


stealthily purloin her Fair and Lovely cream. 

But all that is firmly in the past, thanks to 
Fair and Handsome. That's why I didn't even get 
irritated when I discovered that I had run out of 
shower gel. Instead, I spent an hour in the bath, 
using Lux and rose petals a la Shah Rukh, had a 
face scrub, and applied some rejuvenating un- 
der-eye gel. I donned soft linen pants and a 
printed shirt, doused myself with a deospray, 
after-shave lotion, stay-dry talc and perfume, 
and was ready to face the world. 

I really think we men need more products 


like Fairand Handsome. Something for the hair, | 





for example, that'll give that permanently blow- 
dried look. They could call it Hair and Lovely. 

At the office, I fired the office boy for being 
drunk on duty, but I'm proud to say that I estab- 
lished an emotional rapport with him. You see, 
he’s got too much hair on his face and body, 
which is why I believe he's been driven to drink. 
I told him about an excellent salon where they 
do manscaping and a specially seductive deep 


| exfoliation scrub energising mask. The poor 


sod didn't know what manscaping was and 
gave me a peculiar look when I explained that 
manscaping is a technique to get rid of chest 
hair. I must have earned his undying gratitude. 

During the coffee break, I heard that our 
CEO had to go to New York on business. Guess 
what I did? presented him with a dual-purpose 
Kohl-pen which he could easily stash in his coat 
pocket for eyeliner touch-ups. I explained how 
the skin gets dehydrated on these long flights 
and how an oil-free moisturiser could help. 
Also, I told him to carry a handy brow kit as a lit- 
tle tweeze here and a pluck there could make a 
world of difference. I'm sure these little tips 
have created a special bond between us. 

Then my wife rang up to say that we 
had been invited to a party. I realised that my 
hair was in a mess. Help! I called the salon. 
Apart from the hair wash, I had some hot steam 
skin treatment and finished with a mint-and- 
menthol mask. Refreshed, I just had time to 
shop for a confidence corrector — it's an ab- 
solutely ravishing must-have item. It hides 
unwanted blemishes, covers dark circles and 
comes in four colours. 

My day was made when, at the party, a 
friend told me that a light complexioned man 
like me should use tinted moisturisers as they 
add a subtle glow to the skin. My only regret was 
that my wife insisted on wearing her baggiest 
jeans, together with an old sweater and sneak- 
ers. She said I had dressed enough for both ofus. 

So here I am, in a pastel sarong, writing 
about this almost-perfect day. That's all for now 
— I've got to go and feed my pet rabbit. Bi 
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irmalya kumar ° 


THIS is the first of a series of &lobal marketing case stud- 
ies by Professor Nirmalya Kumar that Businessworld will 
be carrying. This condensed version was prepared by the 
author specially for BW from the original case study. 
(Zara: Responsive, High-Speed, Affordable Fashion, 
Nirmalya Kumar and Sophie Linguri, London Business 
School case LBS-CS-05-037, available from the European 
Case Clearing House at www.ecch.co.uk) 


PANISH entrepreneur Amancio Ortega Gaona 

started a firm manufacturing lingerie and night- 

wear in 1963, after quitting his job as a runner for a 

shirtmaker in La Corufia. He opened the first Zara 

store in 1975, to sell stock after a customer cancelled 
alarge order. Since then Zara has made high fashion univer- 
sally accessible with 723 stores in 56 countries generating 
sales of Euro 3.8 billion. 

Zara had become Spain's best-known fashion brand and 
the flagship brand of Euro 5.7-billion holding group Inditex. 
Inditex's stockmarket listing in 2001 had turned Ortega into the 
world’s 23rd richest person, with a personal fortune that Forbes 
estimated at $12.6 billion. Ortega retained a low profile, rarely 
making public appearances (except during the run-up to | 
Zara's IPO in 2000), and had never given an interview. 








The Zara Supply Chain 

Zara sourced around half its garments from third parties in 
low-cost manufacturing locations like Asia. These were basic 
collection items or wardrobe “staples,” with minimum 
fashion content such as T-shirts, lingerie and woollens, and 
where there was a clear cost advantage. Externally manufac- 
tured items were shipped to Zara’s distribution centre. 
The other half of Zara's garments, those that were more fash- 
ion-dependent, was manufactured in-house, in nearby 
Zara factories. 

Zara was a fashion imitator. It focused its attention on un- 
derstanding the fashion items that its customers wanted and 
then delivering them, rather than on promoting predicted 
seasons trends via fashion shows and similar channels of 
influence, which the fashion industry traditionally used. 

A team of 200 young, talented yet unknown designers cre- 
ated designs, based on the latest fashions from the catwalk 
and other fashion hotspots, which were easily adaptable to 
the mass market. In this way, Zara became adeptat picking up 
up-to-the-minute trends and churning them out to stores 
around the world in a matter of weeks. 

For example, after Madonnas first concert date in Spain 
during a recent tour, her outfit was quickly copied by Zara. By 
the time she performed her last concert in Spain, some mem- 
bers ofthe audience were wearing the same outfit. 

Working alongside the market spe- 
cialists and production planners, the 
designers for each of Zara's collections 
kept in touch with market develop- 
ments to create around 40,000 new de- 
signs every year, of which around one- 
quarter were manufactured. 

Zara tried to keep its offering of any 
style simple, usually in just three sizes 
and three colours. Computer-guided 
cutting tools cut fabric, using patterns 
made from selected designs. 

The labour-intensive sewing of the 
garments was outsourced to local sub- 
contractors, which used seamstresses 
in cooperatives. Zara was usually their 
sole client, and they worked without 
any written contracts. Subcontractors 
received a flat fee per type of garment, 
and operated on short lead times and 
fast turnaround. They picked up the 
prepared fabric pieces from Zara, and 
returned them to the 500,000 sq. metre 
distribution centre. 

At the Zara distribution centre, opti- 
cal reading devices were used to sort 
and distribute over 60,000 items per 
hour. The garments were then picked 
up and collected by trucks, which trans- 


A sample of 
Zara's fall-winter 
2005 collection. A 
fashion imitator, 
Zara is quick to 
pick trends 


How Zara worked on its supply chain to 


BUSINESSWORLD 10 24 OCTOBER 2005 


ported them to different desti- 
nations all over Europe (which 
made up about 75 per cent of 









700° | Inditex vs H&M’ 


ion (Sales in million euros) 









deliveries). 

Products for more distant 5000 
destinations were transported 

4000 

by air (about 25 per cent). Ship- 
ments tended to have almost 3000 
zero flaws, with 98.9 per cent 
accuracy and under 0.5 per 2000 
cent shrinkage. 4000 

Since Zara's garments were 
produced in-house, it was able 9 : 
to make anew line from start to 4998 1999 2000 2001 2002 2003 







finish in anywhere between 
two and five weeks, depending 


onthe type of garment. As a re- 


sult, Zara could be responsive to fashion 
items that were selling well during the 
season, and to discontinue those that 
were not. 

By constantly refreshing the collec- 
tion, and manufacturing items in high- 
intensity short runs, Zara was able to 
prevent the accumulation of non- 
saleable inventories. 

It was estimated that Zara commit- 
ted just 15-25 per cent of production be- 
fore the season began, 50-60 per cent at 
the start of the season, and the remain- 


“der was manufactured in-season. Per- 
: centage of Zara sales consisting of 


markdowns was 15-20 percent. In some 
cases, stores ran out of stock. 

However, this was not viewed as a 
negative since it contributed to cus- 
tomers’ perception of the uniqueness of 
their purchase. 

Thanks to the frequent refreshing of 
stock, customers constantly returned to 
stores to browse new items. Zara’s 
global average of 17 visits per customer 
per year was considerably higher than 


the three visits to its competitors. 


Brand Management At Zara 


Ninety percent of Zara stores were com- 
pany-owned; the rest were franchises or 
joint ventures. Customers entering a 
Zara store on Regent Street in London, 
Rue Rivoli in Paris, Fifth Avenue in New 
York or Avenidas das Americas in Rio de 
Janeiro generally found themselves in 
the same environment: a predomi- 


*H&M is a Swedish retailer that sells across 950 stores in 
19 countries 






weekly, and were issued via 
the hand-helds. Store man- 
agers who failed to order by 
the deadline received replen- 
ishment items only. 

Deliveries arrived at stores 
twice per week from Zara 
headquarters, a few days after 
the order was made, and con- 
tained both replenishment = 
items as well as new products. 
Failure rates of Zaras new. . 
products were reported to be u 
just 1 per cent, considerably : 
lower than the industryaver- 
age of 10 per cent. STA 





2004 
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racks around them. A long line of people 
typically waited at the cash registers to 
pay for their purchases: a few select 
items. 

In comparison with other clothing 
retailers, who spent 3-4 per cent of sales 
on advertising, Zara spent just 0.3 per 
cent. The little it did spend went to rein- 


that was low-cost but high fashion. 
Zara relied on its shop windows to 

communicate its brand image. Diplays 

were changed regularly, according to 


critical for Zara to remain visible and en- 
tice customers. Store locations. were 
generally busy, prestigious, city centre 
shopping streets. 

Zara's pricing differed across coun- 
try markets. It set prices according to 
individual market conditions, rather 
than using cost plus margin as its basis 
(which has been the industry norm). 

In Spain, Zara products were low- 
cost, while in the US, Japan and 
Mexico, they were priced as luxury fash- 
ion items. 

The remuneration of store man- 
agers was partially based on the accu- 
racy of their sales forecasts and sales 
growth. Each evening, a hand-held PDA 


headquarters, which were available for 
order. Order deadlines were twice 





nantly white, modern and spacious | 
store, well-lit and walled with mirror. | 
The latest fashions hung from the store | 


force its identity as a clothing retailer | 


designs sent by headquarters, and were | 


displayed the newest designs sent by | 
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Technology was akeypart ` 
of enabling communications and infor 
mation flow. Zaras IT infrastructure was 
relatively simple, which meant that its. 
IT expenditure was as much as five to 10 
times lower than its rivals. ; 


Trends For Tomorrow 


Following Zara's success, competitors 
sought to reduce their own lead times. 

The competitive advantage achieved by. 
Zara's vertical integration appeared to: : 
be eroding. As it opened stores in in- ` 


| creasingly distant markets, would Zara < 


be able to retain its flexibility in adjust- 
ing production to accommodate differ- 
ences in local trends? ae 

The Zara model seemed to work bet 
ter in markets where customers had an 
| appetite for fashion (such as France 
| Italy, Japan and the UK). In other mar- ` 
kets, where consumers were less fash- 

ion-focused (for example, Germany ` 
and the US), Zara seemed somewhat ` 
less successful. 

Would Zara be better served in the 
long run by increasing penetration in ` 
these fashion-sensitive markets, or by ` 
extending its global reach through 
creased presence in more markets? 


















Nirmalya Kumar is professor. 
and director of Aditya Birla. India! 
London Business School. He is also theau- 
thor of Global Marketing, a forthcoming. 
case book from Businessworld. Sophie Lin 
guri is associate director of Aditya 

Birla India Centre. 





bring low-cost high fashion to the shelves — at high speed 
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A 
BROWSING 


Navyug Mohnot 
CEO, QAI India 


Iam reading SYNCHRO DESTINY by 
Deepak Chopra. It talks about the in- 
credible energy and intelligence that 
lies behind every coincidence.The 
book asserts that coincidences are 
meaningful signals which lead us to 
our true destiny. Everything is con- 
nected, and we can have huge impact 
through the energies that we possess, 
transmit and receive. The more we 
believe in these synchronous and 
‘magical’ events, the more they seem 
to happen. By tapping into the ‘field 
ofintention’ we can lead a more ful- 
filled life. 

Hike reading books that go 
beyond the Newtonian explanation 
of the world. I buy books through 
happenstance: random recommen- 
dations, at workshops, etc. a 


ALERT 
The Complete Calvin And Hobbes 


By Bill Watterson 
(Andrews McMeel Publishing) 





HOW much of Calvin, 
that demoniacally in- 
telligent tyke with an 
intimidating vocabu- 
lary, can one take? A 
whole lot, fans would 
say. Bill Watterson's Calvin and 
his gentler alter ego, Hobbes the 
stuffed tiger, have been un- 
leashed in a three-volume boxed 
set, a decade after the gifted car- 
toonist withdrew the strip from 
newspapers. The set weighs in at 
10 kg and is priced at $150, but 
Amazon's special discounts sho- 
uld make it more affordable. W 








Rural roots, 


UDAYAN RAY 





OR more than a decade now, 
companies and consultants 
have waxed eloquent about the 
huge potential of India's rural 
markets. Admittedly, the logic 
for companies going rural has 
been impeccable. As many as 742 mil- | 
lion Indians live in rural areas. 

Rural incomes have been 
increasing thanks to in- 
creasing agricultural pro- 
ductivity and a growing 
non-farm sector which 
now constitutes more 
than half of the rural econ- 
omy. Add to that increas- 
ing rural consumption 
expenditure. Finally, when 
experts give you estimates 
such as Rs 65,000 crore, 
Rs 5,000 crore and Rs 8,000 crore for the 
rural market for FMCG, durables and 
two-and three-wheelers respectively, 
who can argue further? However, this | 
begs the question that if India's rural ar- 
eas are such a goldmine, why haven't 
most Indian companies, barring excep- 














tions like ITC, successfully mined it yet? 
Rural marketing expert Pradeep | 


SELECTION 


A candid, tell-all 
tale of undoings 


HIS is a kind of Yes Minister for 
T House, the well-known 

office of Doordarshan, India's na- 
tional TV channel in Delhi. The book is 
funny, malicious and pompous in its ac- 
count of the doings — and quite a bit of 
undoings — at this government depart- 
ment. Bhaskar Ghose, former director- 
&eneral, Doordarshan, and secretary, in- 
formation and broadcasting, captures 
the feel, mood and functioning of DD 
rather well. Parts of Doordarshan Days 
is rollickingly funny, because Ghose, 
whatever his abilities as a bureaucrat, 
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| Kashyap along with Siddhartha Raut ar- 


gue in The Rural Marketing Book that 
this is primarily because Indian compa- 
nies haven't tried to study the rural con- 
sumer's needs. Instead, they have tried 
to replicate their urban marketing ap- 
proaches and strategies in the rural ar- 
eas and have often landed up with egg 
on their face. The large Indian rural mar- 
ket is sub-conti- 





THE RURAL 
MARKETING 
BOOK 


By Pradeep 


Kashyap and 
Siddhartha Raut 
Biztantra 


Pages: 380; 


Price: Rs 449 


nental in size with such wide variations 
in consumer behaviour and other mar- 
keting parameters that you can only 
make generalisations at your own peril. 
Ifthe people in Punjab's Hoshiarpur dis- 
trict frequently use the STD booths dot- 
ting the highways — to keep in touch 
with their expatriate brethren — you 
would be hard-pressed to find such tele- 


is a talented writer. 

The book is also fun because Ghosh 
is not so circumspect — he, without a 
care, names names — of ministers, bu- 
reaucrats, producers and newscasters 
with whom he had occasion to work 
with while exposing their peccadilloes. 
Ghose's vignettes are quite often hilari- 
ous, but he tends to portray most of the 
people he is surrounded by as either 


Doordarshan 
Days 


By Bhaskar Ghose 
Penguin/ Viking 


Pages: 238; 
price: Rs 395 | 
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BOOKMARK 





-FMCG dreams 


com service consumption in Jharkh- 
and's Hazaribagh area. A farmer in Kar- 
nataka would be more educated than 
his counterpart in Rajasthan. Such reali- 
ties have implications for marketers, 
and these are yet to be internalised. 

Kashyap and Raut try to bust the 
popular myth that rural consumers are 
poor and only want cheap products. 
The authors show that in sheer num- 
bers, incomes and consumption expen- 
diture, they match people in urban ar- 
eas on many fronts. In fact, the authors 
point out from their experience that the 
Indian rural consumer really wants 
value-for-money brands that meet his 
specific needs. This translates into a dif- 
ferent kind of demand, such as that for 
televisions that can withstand wide volt- 
age fluctuations and detergents that 
create lather even in hard water. This 
also means that to get the message 
across to the rural consumers, the use of 
haats and mandis is required to help 
rural consumers get the touch and feel 
ofthe product. 

The book covers a broad range of 
topics in rural marketing such as con- 
sumer behaviour, pricing, market re- 
search, and product and distribution 


strategy. The idea is obviously to show ! 


corrupt, ineffective, manipulative or 
womanisers — while giving himself a 
halo as a forthright and upright officer. 
That can be rather hard to stomach, 
£iven the allegations that have been 
made about Ghose and his deputy 
Rathikant Basu managing to land plum 
assignments with a private TV channel 
immediately after demitting office. 

Ghose has plenty to say about the 
Prasar Bharati corporation that came 
into existence soon after his exit from 
the corridors of Shastri Bhawan. He 
feels that a better solution might have 
been to introduce licence fees on radio 
and television sets to free the national 
channel of its dependence on state fi- 
nances. Come on Mr Ghose, after all we 
have read in the previous pages about 
how the channel is treated as the per- 
sonal fiefdom of ministers, do you really 
see that happening? 


PRADEEP KASHYAP 
worked for 17 years as 
marketing chief for top 
companies before setting 
up MART, a rural market- 
ing and development con- 
sultancy. Kashyap is 
visiting faculty at several 





utility lies in the dearth of similar 
books in the market. Given the 
importance of the rural markets 
in India, that is rather surprising. 
Can the rural markets experience 
some serious action soon? There 
are enough reasons to think so. 








premier B-schools 


SIDDHARTHA RAUT has 
over three decades of ex- 
perience in advertising 
agencies, apart from 
stints with the USAID and 
Unicef programmes. Raut 
is adjunct faculty at 
several institutes in 
Orissa and Delhi 
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how traditional marketing wisdom 


| can be adapted to the Indian rural 


markets. The chapters document not 
only the well-known experience of rural 
forays of leading Indian corporates 
such as ITC's e-Choupal, HLLs Shakti 
and Arvind Mill's Ruf n Tuf jeans, but 
also lesser known ones like HPCLs 
5-kg gas cylinder. 

This book has the right ingredients 
to serve as a useful textbook for market- 
ing managers and students. It has data 
on rural markets that is not easily avail- 
able, and cannot be ignored. Much of its 


Capitalist 
invasion 


LYDE Prestowitz, econ- 
í omist and ex-Reagan 

administration trade 
official, believes that the 
billions of new capitalists be- 
ing created China, India, and 
Russia will be the undoing of America. 
His worry in THREE BILLION NEW CAPI- 
TALISTS: The Great Shift Of Wealth And 
Power To The East (Basic Books) is that 
while China and India focus on trade 
and industrial policies and have a 
plethora of cheap labour, the US is still 
spending and consuming. The other 
causes for concern are its crushing 
trade and budget deficits, a zero savings 
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In many industries, be it FM- 
CGs or telecom services, urban 
markets seem to be getting satu- 
rated. A rural push seems in- 
evitable. Multinational compa- 
nies, too, are waiting in the wings. 
They are looking at India not 
merely for the urban market but 
for a nationwide launch of their 
products and services. In the 
longer term, as most rural economic ac- 
tivities move up the value chain and in- 
comes increase, one can expect a large 
new class of consumers seeking prod- 
ucts and services tailored to their needs. 
In the future, when India becomes an ef- 
fective engine of growth for the global 
economy, the gameplan for the Indian 
rural market may well hold the key in 
the quest for growth and market leader- 
ship for India's and the world's biggest 
companies. Such books will then play 
an important role in training marketers 
and shaping their thoughts. = 


rate and a collapsing dollar. 
While the underlying thesis 

is similar to Thomas Fried- 
man's The World is Flat, the — .| 
tone is not. Friedman is a 
cheerleader for globalisa- 

tion, whereas Prestowitz is 
decidedly pessimistic about 

its consequences. 

“Over the past two dec- 
ades .. ,” Prestowitz writes, 
“China, India and the former 
Soviet Union all decided to leave their 
respective socialist workers paradise 
and drive their 3 billion citizens along 
the once despised capitalist road”. 
These new capitalists herald the end 
of 600 years of Western economic 
dominance. All this sentiment against 
the new capitalists is quite funny com- 
ing from Reagan man. What a differ- 
ence the decades make. LI 
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HERE was a time long ago — in 2003-04 to be 
precise — when gross domestic product 
(GDP) grew 8.5 per cent. What goes up gener- 
ally comes down; the growth rate declined to 
zm 6.9 per cent the following year. That did not 
prevent the Bharatiya Janata Party (BJP) from claiming in 
. lastyears election that India was shining. Not so, said the 













 erswere committing suicide? It did not win the argument, 


.. it did, the Prime Minister has ordained that the economy 
must grow at 7-8 per cent, and his more ebullient minis- 
ters had to rein themselves in. 


was to no avail; the economy 
grew at 8.1 per cent in the 
econd quarter of 2005. This 
time there is no one to take 
credit where none is due, to 
; drum up sentiment, to crow 
. and break into a victory dance; 
from the government em- | 
. anates deathly silence, em- | 
barrassed or otherwise. So it 
:. isfor us to do the needful and 
celebrate the breach of the 
8 per cent barrier. 
|; Even more remarkable 
. than the torrid growth is its 
composition. The growth in 
2003-04 rode on the back of 
.. agriculture, which had grown 
1.8.6 per cent as production re- 
covered after an unprece- 
. dented drought. Industry had grown slightly faster than in 
_ the previous year, services slightly slower; between the 
<- two, the secondary and tertiary sectors showed no partic- 
< < ular dynamism. In other words, the high growth was asta- 
tistical phenomenon: it is a characteristic of annual 
growth rates that they rise and fall alternately. It was fortu- 






itous, insofar as monsoons are an act of capricious | 


weather gods. And it was transient, for the weather gods 
do not smile for long. 

In the second quarter of 2005, on the other hand, the 
primary sectors did not do particularly well: agricultural 
output grew only 2 per cent, and mining ouput only 3.2 
per cent. Services output did slightly better. It was manu- 
facturing that stole the show, as its growth rate rose from 

_ ¥.9to 11.3 percent. For the first time since the early 1990s, 

. when the Prime Minister engineered the last boom, in- 
-dustry is showing serious, sustained growth. It may still be 

.: too early to shake off manufacturing pessimism, for we 
. arestill far behind China; but it is becoming more difficult 







E i Congress:howcould theeconomybe shining when farm- | 


i but it won just enough votes to come to power. Eversince | 


All that self-restraint, all that modesty, all that caution | 


i 
i 





At this time of economic boom, 
the government should allow 
retrenchement compensation to 
be determined by the market 











to sustain despair that we can never become a great 
manufacturing nation. 

Still, it has been true through the NDA years, and it still 
continues to be true, that services are growing faster than 
industry. Since per capita consumption of industrial 
goods in India continues to be abysmally low and could 
rise much more, it is reasonable to assert that the inferior 
performance of manufacturing is due to man-made ob- 
structions — to the administrative and fiscal hurdles to 
the setting up and running of industrial enterprises. 

Of these there are many, relating to land, labour, capi- 
tal and foreign trade. But if there is one area in which Chi- 
nese practices are unquestionably superior, it is in respect 
of labour. Unfortunately, it is inconceivable that this gov- 
ernment, propped up by the 
Left as itis, can make matters 
better in labour legislation. But 
itis extremely important that it 
should not make them worse. 

In particular, its proposal to 
increase retrenchment. com- 
pensation from 15 to 45 days 
for every year of service, and at 
the same time to raise the small 
industry ceiling from 100 to 
300 workers, is ill conceived. In 
a country where industrial jobs 
are prized and those employed 
in industry constitute a labour 
aristocracy, it is unrealistic to 
expect the government to in- 
troduce hire-and-fire. But it 
would be a mistake to increase 
retrenchment compensation 
unless the government simultaneously removes all con- 
trols on retrenchment — in particular, the obligation to 


| get permission of the state government in question, 
| which is routinely refused. An industrial job is a jagir, and 


a worker can expect to get a price for it if he gives it up. As 
long as the law gives him a job guarantee, he will com- 
mand a price for giving up his job. But it should be a mar- 
ket price, voluntarily agreed between the worker and the 
employer; there should be no floor of 45-days' wages to it. 
And as long as the two voluntarily agree, the government 
should not interfere in the agreement, which is of mutual 
benefit. At most it may insist that any agreement between 
the two should be reported to a state authority and that it 
should have a right to satisfy itself about the bona fides. 
Such a provision would be àn advance on the present 
practice, ignored by the government, wherein eimployers 
routinely declare a lockout and starve out workers until 
they submit. It is something the government cannot pre- 
vent; let it introduce a superior substitute. = 
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We are the No. 1 Euro 
with flights from Delhi, bai, Bangalore, 
Chennai and Hyderabad lp our two 
European hubs at Frankfuft and Munich, on 
to a world wide network. You can now take 
quick connections to anywhere in the world. 
Flv soonest to enjoy the warmth of 


airline in India 





Flying from 5 metros in India. 
Offering the best connections to Europe and USA. 


Experience homecoming at the speed of thought. 
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Videocon - 

A global player 

in the world of 
colour televisions. 


The script has unfolded. 


With the completion of acquisition 
of Thomson's colour picture tubes 
business in France, Italy, Poland, 
Mexico and China, Videocon will 
have access to state-of-the-art 
manufacturing and R & D facilities 


across the world. 


All these give Videocon global 
scale and efficiency. And for you, 
the reassurance of knowing that 
the best brains in the world are 
behind the TV you buy. 


You'll agree, it's time for us to 


welcome an era of crystal-clear viewing. 
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NTRODUCING THE UNIQUE MULTI POWER SYSTEM (MPS). 
HE SMART SOLUTION TO POWER SAVING. 


If you want higher returns on your investments, consider the LG Multi Power System eum. 

(MPS). It gives you the flexibility to have different indoor combinations with a single = -— n 

outdoor unit. Take a look at your benefits: e Low power consumption - upto 35% i dt 
z 
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2646/05 (R) 


less than conventional systems * Compact design for a clutter free environment B 
° Precise capacity modulation « Unmanned operation * Low maintenance cost. L I 
So go ahead, make the profitable decision. 
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Ideal for: Apartments, Bungalows, Offices, Hotels, Resorts, etc. 
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Normal Working Conditior 





Compressors work at part loading to increase efficiency No frequent turn on/off of compressors saves energy. 


Our technology 


doesn't just 


win awards. 
It brings a smile 


to your face. 





Four awards out of seven. 


At the Banking Technology Awards 2004, organised 
by the Indian Banking Association. 


A congratulatory first for 'Best Use of IT in Retail 
Banking' and 'Best Corporate Banking IT Initiative'. 


A creditable second for 'Best Payments Initiative'. 


+ And an 'Outstanding Achiever of the Year' Award to 
our Corporate Head Technology Officer. 


But these awards are truly a recognition of a 
larger purpose: translating innovative ideas into 
consumer-friendly technology. 


Thus simplifying your banking experience. 


And, of course, bringing a smile to your face. 


The future of banking technology [6 IDB j 
BANK 


Industrial Development Bank of India Limited 


Regd. Office: IDBI Tower, WTC Complex, Cuffe Parade, Mumbai 400005. Tel: 56553355, 2218911 1. Fax: 22180411. Website: www.idbi.com 








ETERS Missing Rigour 
usce penay Q Ashok Desai's column on the 


Company Affairs Ministry was an 
admirable piece, and a bold one. I 
wish Dr Desai had gone further, and 
named more names of those who 
simply make "sham" audits. 

As a research analyst and 
chartered accountant, I haven't 
seen much useful or critical 
information in company audit 
reports, even though they are 
legally required to be done. It's 
good to know that at least a few people are ' 
reading these otherwise useless papers and speaking out. ! 


Jigar Shah, posted on BW website 


METROPOLIS RESPONDS | atamuch lower cost than many of the 
This is with reference to a letter to the other solutions proposed, and it could 
editor titled ‘Plush, But Unclean' (BW, be planned to complement the routes 
24 October) which was sent via email ofthe much talked about Bangalore 
by ‘Mr Arun’ The letter detailed his ex- | Metro (whenever it happens). Look 
perience at the Metropolis centre at the | at Mumbai: commuter trains are the 









M.S. Ramaiah Hospital in Bangalore. | bestanswer. 
We are highly disturbed by the | Prabhakaran, via email 
contents of this letter and are sure that ` 
it has no basis and is of completely | FOR THE YOUNGER BUNCH 
malefic intent. We have gone through | Your B-school survey was commen- 
M our records of the past six months for | dable (BW, 3 October). But one thing 
vu aa Sa all Aruns' who have been tested and ; was missing: there was no information 
s od n Road have had our customer relationship | on undergraduate education. Next 
81: managers speak with them to see if | year, please try to rank those as well, 
there were any complaints or griev- _ because an undergraduate education 


ances ofthe same nature. Each ofthe — | isan equally important choice for 
respondents we spoke with gave a younger students. 
laudatory comment on the quality of | Amit Chhabra, via email 
service at the centre. | 
Metropolis Health Services adheres | CORRIGENDA 





to the strictest of quality control meas- I In 'Class Of 2005' (BW 3 October) the * 
30745. ures. We are accredited by CAP NABL | Indian School of Business in Hyder- 
address and ISO 9000. Metropolis also has a _ abad was incorrectly named as the 
scriptions@abpmail.com very proactive complaint redressal cell, | International School of Business. 
25 and we encourage patients to use the i In the 'Cosmode-BW Top 100 B- 
ng unsol complaint/suggestion forms kept at ! Schools’ chart (BW, 3 October) the vali- 
voler dh emda i is our centres’ reception and billing areas. _ dation score of the Alliance Business 
companied by self-addressed envelopes Ameera Shah, vice-president (business | Academy was incorrectly reported as 
ufficient postage. development), Metropolis Health Services ; 75 per cent. Its correct score is 100 per 
ed from Express Building, 3rd Floor, | cent. The correction brings its place- 
hadur Shah Zafar Marg, New Delhi- STUCK IN BANGALORE ; Ment score to 211.91, its overall score 
id printed at Ananda Offset Pvt. The Karnataka government can quickly ^ to 585.57 and its rank to 16. I 
Upen Banerjee Road, Calcutta- improve Bangalore's transportation | . Cosmode regrets the error. š 


fud terje fo randon infrastructure by using the existing rail | 
| I network to create a mass transit system alee On eg Write in at 
(‘Waifs In Their Own Land’ BW, 10 —— | idet 


October). This could be implemented | ERE oce cons scrape 
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: Take the economical path. ` 
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With Bosch technology. - 





kia 


With pioneering innovations like common rail diesel fuel injection system and gasoline direct inject 
Bosch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enhai 
vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vehi 
has access to the world's best technology. Bosch, the largest auto component supplier in the world: 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The po! 
of We - giving you the best of both worlds. So that you can drive much farther for a lot les 
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When the NYSE on Wall Street sneezes, will the BSE on Dalal Street catch a cold? 


cover srony s| Will They Waver? 


The Sensex may well bounce back from the turn of events this month. But with the Federal Reserve's fund 
rates continuing northward, capital inflow in emerging markets is expected to decline. BWanalyses how 
much this will affect India in the coming months, and looks at the shape ofthings to come. 





IN THE NEWS IN DEPTH 

s Air Sahara Seeks Help ., Systems Integration 
Air Sahara has been looking Indian IT companies are striving to make a mark in the Chi- 
for funds, ostensibly to buy nese market, as are their counterparts in India. Is TCS's plan- 


more aircraft. The odd thingis | ned joint venture with Chinese IT firms the way forward? 
that it is not trying to raise 





funds through the usual 48 Healthcare with 
routes. Is there a catch there? Escorts, Fortis is now the 
4 Subroto Roy: New flight plan | second largest corporate 
hospital. Now comes inte- 
8 Tata TCS strikes the biggest BPO deal by an Indian gration and expansion in 


company, and Ratan Tata takes the reins at Tata Teleservices. the rest of the country. 


8 Mumbai The High Court frees up land for open spaces Shivinder Singh: ‘Inte- > 
and low-cost housing. But will it ever happen on the ground? | &fation could take time 


19; ONGC Videsh Howits two joint ventures withL.N. | 56 Marketing Promotions are being increasingly used 
Mittal could make it better at finding equity oil and gas. to cut through the excessive clutter in mass media. 
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60 In Conversation Neil 
Ridley, director of a leading design 
firm, Arup, on trends in automotive 
design and emerging markets 

4 Ridley says India and China are 
fast catching up in design 








80 | Bookmark A new book details how an American 
president mobilised millions to find a polio vaccine. 
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į Thecurious case of Arindam Chaud- 
huri, the Indian Institute of Planning 
and Management and Planman. 


Arindam Chaudhuri: Tall claims? » 
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26 | Ashok V. Desai Government should 


add to its debt to meet the equity requirements 
ofits enterprises. 
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34| Ranjit Shastri just because you are 
goodat one business doesn't mean you are likely 
to succeed in another. 
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| Chakravarty questions that 


| perannum to 3.75 per cent. As 


| nervousness. 


A question of interest 


NE of the enduring myths of stockmarket 

investing in India is that the steep climbs and 

deep declines that the indices go through 

periodically are driven mostly by internal 

factors. This was true once upon a time, but 
since the mid-1990s, Indian stock market indices have moved 
more or less in tandem with other emerging markets. And the 
single most important variable affecting emerging markets as 
a category, in the short and medium term, has been global 
flows of money, especially flows originating from the US. 
Those flows, in turn, have been determined largely by the 
behaviour of US interest and exchange rates. 

What illustrates this best is the sharp fall in the Sensex in 
May 2004. In public memory, this is recorded as a reaction to 
the victory of the left-of-centre United Progressive Alliance in 
the general elections. But BW 
consulting editor Manas 





viewpoint. He says this was 
merely the first exhibition of 
global nervousness caused by a 
change in the US interest rate 
regime. Between May last year 
and now, the US Fed Funds rate 
has moved up from 1 per cent 


the rate climbs, so does 





Nobody knows, of course, at what point the rising US 
interest rates will cause a severe reversal of fund flows, 
bringing down stock indices in emerging markets across the 
world. What we do know is that a number of different 
indicators are pointing towards a clear hardening of interest 
rates. We believe Indian investors who have got into the 
market with limited time horizons should keep this in mind. 

Manas, who joined the senior editorial team of 
Businessworld earlier this month after a long stint in banking 
and editorial writing, will keep a watch on the markets 
for our readers, and also write a regular column. This month 


| willalso see a new Businessworld initiative — the launch of 


specialised reports on select sectors and topics. The first 
oneis on the biotechnology industry and will hit the 

stands soon. The information needs of our readers, we 
believe, are becoming more sophisticated than ever and we 
need to address them through multiple channels. This is only 


the beginning. 


le 


TONY JOSEPH, EDITOR 
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AVIATION 


Is Sahara 
feeling the 
squeeze? 


T may be a trifle early for 

consolidation and mergers in the 

recently rejuvenated Indian 
aviation sector but action on this 
front is certainly on the cards. 

Air Sahara — funded and pro- 
moted by the Sahara India parivar — 
has suddenly announced that it 
needs to raise funds for its global ex- 
pansion plans — it hopes to fly to 
London and the US — and to fund its 
acquisition of eight new wide-bodied 
aircraft. It hired Emst & Young to 
value the airline, which placed its 
value between $750 million and $1 
billion. Following this, interested par- 
ties were asked to come forward with 
bids. Among others, there were the 
Hindujas, Essar group, Singapore- 
based Temasek Holdings, some in- 
ternational airlines, various financial 
institutions, Jet Airways and King- 
fisher Airlines who showed interest. 
News of this made Jet's scrip rise on 
the bourses but Jet Airways subse- 
quently denied this. Merchant 
banking sources, however, main- 
tained that Jet had expressed an 
interest initially. 

Sahara has expressed its desire 
to raise $100 million by selling a 
portion of its stake. A letter has been 
sent to Kingfisher Airlines asking it 
whether it would like to put in this 


HEMANT MISHRA 





Subroto Roy: Will the Sahara chief's 
move to sell equity save his airline? 


amount and a reply is expected by 
the end of October. According to 
Sources, even a 100 per cent 
acquisition of Air Sahara cannot be 
ruled out. Or a possible merger with 
Kingfisher could also be looked at. 
This, however, is not to say that other 
bidders are out of the fray. 

According to merchant banking 
sources, there is also the possibility 
that Kingfisher may take a stake in 
Sahara and the two together could 
look at buying SpiceJet (either in 
part or even acquiring it), making 
the new entity a strong rival for Jet 
Airways. 

Meanwhile, several questions 
remain unanswered. For one, it is 
not clear why Air Sahara needs 
outside investors to raise money for 
its plans. So far, the airline has been 
thriving on intemal resource 
generation of the Sahara group. 
Second, even if it wants to raise the 
money, it could easily do so through 
an IPO or a private placement. A 
merger or the sale of equity to 







ARA 
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um 


another airline may suggest that the 
company is finding the competition 
too hot for it to handle. Rono Dutta, 
former president of US-based United 
Airlines and now heading Air Sahara, 
has been unhappy with the pace of 
change he has been able to bring 
about in the running of the carrier. 
Despite inducting several overseas 
aviation experts, Sahara's presence 
in the market or its image is yet to 
show any dramatic improvement. As 
competition from the new low-cost 
carriers picks up, industry analysts 
feel that Sahara — unlike Jet and 
Indian Airlines — is neither here nor 
there and is getting squeezed out 
slowly. This recent development 
may, therefore, be more of a bid for 
survival than anything else. m 
ANJULI BHARGAVA 
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UMBAI-based IT ser- 

vices major TCS seems 

intent on marking 

2005 as a year of firsts. 
In March it became the first Indian IT 
firm to hit the $2-billion revenue 
mark. Recently, along with Infosys 
Technologies, it became the first In- 
dian firm to break into the exclusive 
club of billion-dollar-plus IT out- 
sourcing deals — the $2.2 billion ABN 
Amro deal. And this week was occa- 
sion for another milestone — TCS 
has signed on an $847-million insur- 
ance administration processing deal 
with UK-based insurer Pearl Group. 
This becomes the single largest BPO 
contract awarded to an Indian ven- 
dor overseas. This is also the first time 
that an Indian IT services vendor will 
take on a customer's workforce on its 
own rolls — 950 people — as part of 
the contract. 

The $847 million committed rev- 
enue will flow into TCS' coffers over a 
period of 12 years. "Of this, 60 per 
cent will come in the first six years 
and the rest in the remaining six," 
says CFO and executive vice-presi- 
dent, S. Mahalingam. TCS will pro- 
vide end-to-end services for4 million 
life and pension policies insured by 
Pearl. The $847 million projected rev- 
enue has been calculated on the ba- 
sis of a fixed transaction fee per pol- 
icy, explains Mahalingam. Given the 
mission critical nature of the ser- 





MUMBAI 


The final 
chance 


AN Mumbai's mill lands be- 
come the city's lungs? A Mum- 
bai High Court order last week 


released about 400 acres for open 
spaces and low-cost housing. But the 
battle to resuscitate Mumbai has just 
about begun. 


Getting the land is Step One. The 


tough bit is to figure out how best to use 
the 200 acres each allocated for open 
spaces and low-cost housing. That is the 
task now facing the state government, 
Maharashtra Housing & Area Develop- 


TRIBHUWAN SHARMA 





TATA CONSULTANCY SERVICES 


Diving for Pearl, 
coming up with more 


Ratan Tata: 
Move to ensure 
units like TTSL 
measure up to 
those like TCS 


vices, Pearl will take a minority stake in a 
subsidiary that TCS intends to set up in 
the UK to execute the contract. 
Industry analysts say the deal has 
far-reaching implications for the Indian 
IT services and BPO industry. “Sharing 
risk, in this case transferring employees 
from the customer to its own balance 





sheet, has so far been 
common practice only 
with the global Big Five IT 
vendors. The TCS deal 
could set a precedent for 
both BPO and IT services 
deals in the future,” says a 
senior analyst from For- 
rester . The deal also sig- 
nals growing customer 
confidence in the execu- 
tion capabilities of Indian 
players with regard to 
large, complex contracts, 
he says. 

TCS will be absorbing 
950 Pearl employees. It 
plans to leverage that 
workforce it will be ab- 
sorbing to pitch to insur- 


| ance firms in the UK and Europe. “The 


deal gives us a large base of trained do- 


| main experts in end-to-end insurance 


administration. We intend to start scal- 
ing up non-Pearl business over the next 
one year using the same resource base," 
says Mahalingam. iE 

SNIGDHA SENGUPTA 





ment Authority (MHADA) and BMC. 

Bombay Environmental Activist 
Group (BEAG) activist Devi Goenka 
says: "Thisis the second and last chance 
for town planners. We have done what 
we set out to do: get the land back to the 
city." Thehigh court order follows a pub- 
lic interest litigation filed by BEAG. 

But Mumbaikars have found the 
showing of MHADA and BMC uninspir- 
ing. Says an urban expert: "The govern- 
ment has a chance to rope in experi- 
enced town planners and economists, 
and drawup a master plan [for the city]." 
It's not an unachievable task and the 
city's planners have at least one prece- 
dent to go by. 

The 800-acre Central Park in Man- 
hattan is the prime example of how a 


TATA TELESERVICES 


Off to battle 


ATAN Tata has taken on a 

big job again. Last week 

he took over as the chair- 
man of Tata Teleservices (TTSL) 
after Firdose A. Vandrewala 
stepped down. The last time he 
did something like this was at Tata 
Motors. That tumaround story is 
well known. So what's on Tata's 
plate this time? 

At the end of September, TTSL 
had 2.05 million subscribers com- 
pared with rival CDMA operator 
Reliance Infocomm's 11.41 mil- 
lion. TTSL has invested Rs 12,000 
crore. It plans to put in another 
Rs 8,000 crore. Till March 2004, 
it was present in about 60 towns 
in eight circles. Only in 2005 has 
the number of circles covered 
gone up to 20. Its coverage of 
towns still lags behind Info- 
comm’s 4,500 towns by 3,000. 

There have been other prob- 
lems. The regulators decided 
TTSUs Walky service was WLL mo- 
bile and ordered it to pay access 
deficit charges. The Supreme 
Court verdict on TTSUs appeal is 
still awaited. ui 
ANUP JAYARAM 











congested city can have a green space 
smack in the middle. A century ago, the 
problem facing New York was similar to 
what Mumbai faces today. The will of 
the city’s architects and its urban bodies, 
coupled with the efforts of construction 
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HEMANT MISHRA 


companies and the public donors saw 
the creation of this historic urban oasis. 
Now, 25 million people visit the park 
every year. Housing activist Chan- 
drashkehar Prabhu says: " [Such] kind of 
central park in Mumbai can double 
property prices." 

But the parkis along way off. Reales- 
tate consultants are warning that the 
court order could jack up property 
prices by 15-30 per cent. The builder-fi- 
nancier lobby is increasing the decibel 
levels on how the order will hit mill land 
redevelopment and hamper Mumbai's 
growth. And NTC, as well as those who 
bought its mills, plan to move the 
Supreme Court against the order. 

Will public interest prevail? * 

RACHNA MONGA 
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IN Hong Kong last week, 
on the way back from 
G20 meetings in China, 
finance minister P Chi- 
dambaram was at his 
spiffy best. At a dinner 
hosted by the Indian 
Chamber of Commerce 
there, he said that it is ob- 
vious to any discerning 
observer that India is do- 
ing well, but non-resi- 
dent Indians and for- 
eigners often showed 
more faith in India than 
those living in the coun- 
try. BW's Sameera Anand 
has the quick takes from Hong Kong: 

On Indiaand China: ^A visit to China 
can only leave you astonished at the re- 
markable transformation the country 
has effected,” he said, specifically men- 
tioning highways, power supply, com- 
mercial buildings and housing. Yet, he 
added that India cannot be more like 
China because India is not China; it has 
a different form of government and has 
to develop its economy within its exist- 
ing constraints. He said there he saw no 
reason to keep comparing India and 


China. Like the US and Europe, he said, | 


China, too, is an economic power. “I do 
not envy China, but I do wish to emulate 
it,” he summed up. 





THE FM IN HONG KONG 


‘India 


can't be 





The stockmarket: “There is no need 
to panic every time the Sensex drops a 
few hundred points. These things hap- 
pen in every economy and India should 
also learn to take them in its stride.” 

India's competitive advantage: Chi- 
dambaram said he believes it is the 
country’s human resource pool and 
every country he visits recognises the 
quality of Indian talent. He talked about 
the risk takers, the Indians with entre- 
preneurial spirit who went to Shanghai, 
then moved to Hong Kong, and are now 
well entrenched in the business com- 
munity. He said some of the people he 
has met are fourth generation descen- 
dants. Chidambaram said he hopes 





Hong Kongs Indians 
continue to grow busi- 
ness with the country of 
their forefathers saying * 
that the days when 
MNCs were acquirers of 
Indian companies are 
gone. Indian companies 

in various sectors are ona 
cross-border M&A spree. 

Global standing: “To- 
day the world talks about 
China and India in the 
same breath. China and 
India along with Brazil 
and South Africa are in- 
vited to G7 meetings. t 
Currently, we are invited to breakfast; 
soon we will be invited to lunch.” 

Tax structure: “Personal income tax 
in India is a graded tax like most coun- 
tries which consider a graded tax pro- 
gressive compared to a flat tax... Hong 
Kong' regime works because income 
inequalities are narrow and could not 
work in a country the size of India with 
its huge disparities." 

Policy changes: To a question trying 
to tie in the lack of progress the UPA gov- 
ernment has made on dual nationality 
with the meagre capital flows into India 
from NRIs, the FM said he did not think 
overseas Chinese invested in China be- 
cause they had dual nationality. 








PUBLIC-PRIVATE PARTNERSHIP 


E 


Amritsar cures terminal illness 


IN what is one of the first instances of private-public partnership in infra- 
structure in north India, Amritsar demolished its old bus terminal (left) and 
built a modern one (right) in its place. Punjab Infrastructure Development 
Board was the nodal agency for the project. The 3.44 hectare project was 
implemented on a build-operate-transfer basis at an outlay of Rs 22 
crore. While Bangalore and Mumbai have tried similar public-private initia- 
tives, this is the first time it is being done in this part of the country. 
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BREAKING NEWS/FILMS 
Sony's rolling 


ONY Pictures Entertainment 
S (SPE) would be the first of the 
Hollywood ‘studios’ to pro- 
duce a film in India. To do that, it 
has tied up with Sanjay Leela 
Bhansali. At the time of going to 
press, no further details were avail- 
able. This is a triumph of sorts for 
the Rs 5,000-odd crore Indian film 
industry. Till now, no ‘studio’ had 
shown any interest in either mak- 
ing a film in India or distributing 
an Indian film abroad. SPE is a 
subsidiary of Sony Corporation of 
America, an arm of the $71-billion, 
Sony Corporation. m 
VANITA KOHLI-KHANDEKAR 
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ESERVE Bank of India 
(RBI) governor Y.V. Reddy 
will announce his new 


monetary policy on 25 Oc- 
tober. Will he increase in- 


/ terest rates? Most economists and bond 


, traders expect him to nudge the reverse 
repo rate up by 25 basis points. (This is 


; the interest rate at which the central 


bank lends short-term money to com- 


/ mercial banks and the RBI sends signals 


to the market by changing the reverse 
repo rate when necessary.) 

Three months ago, before the previ- 
ous monetary policy statement, the 
market was expecting a similar hike. But 

, Reddy left interest rates untouched de- 
d spite strong economic growth, the 
; resurgence of inflationary ex- 

pectations, and the hardening of 
^ interest rates globally. Not much 
. haschangedhis then. 





MONETARY POLICY 


Will Reddy 
bite the bullet 


this time? 


for the Reserve Bank 

&overnor to find a way 

to balance growth 
and inflation 


The indications for a rate 
hike are there. It is now 


mand-driven inflation are 
coming into place: private sec- 
tor hiring is brisk and salaries 
are posting strong increases, 
consumer spending remains 
strong, residential property 
and equity prices have surged, 
business investment is picking 
up, non-food credit is growing 
briskly, and manufacturers ap- 
pear more confident of their 
ability to pass on a larger por- 
tion of their higher input costs 
to consumers." 

A. Prasanna, an economist 
and vice-president at ICICI Se- 
curities, too, believes there is a 
case for a modest interest-rate 
hike. "The state of the eco- 
nomic cycle presents a case for 
normalisation ofrates," he says. 
Besides domestic inflation and 
global monetary tightening, he 








compared to the difference in market 
rates — a 10-year government bond 
fetches 4.5 per cent and 7.1 per cent in 
the US and India, respectively. "Central 
banks around the world have turned 
more hawkish," says J.P Morgan econo- 
mist Rajeev Mallik. 

Itis the resurgence of inflation that 
worries economists, and undoubtedly 
the RBI as well. The headline inflation 
number is still within RBI's forecasted 
range of 5-5.5 per cent. But that's partly 
because the government has forced oil 
companies to bear the burden of high 
global oil prices rather than passing 
them on to consumers. Actual inflation 
would otherwise be higher. And, says 
Mallik, "the telltale signs of higher de- 





POINTERS TO A RATE HIKE 


The US Federal Reserve has already increased 
The US Federal Reserve, [in fed funds rate 11 times since June 2004 


points out to the growing trade 
and current account deficits that have 
emerged because of the global oil shock 
and growth in industrial production 
and investment in India. Capital in- 
flows, too, have weakened of late, as the 
stock market has turned jittery. And the 
rupee has weakened in recent weeks. 

Finally, look at the money supply fig- 
ures. M3, the measure of broad money 
is now growing at 16 per cent, which is 
above its recent trend. Though the RBI 
has abandoned its strict monetarism — 
it no longer believes that money supply 
and inflation march together in tight 
step — money supply is growing fast 
enough to make bankers wary. In short, 
a host of domestic and global factors 
add up to make a persuasive case for 
higher interest rates. 

The big issue is whether 
higher interest rates will torpedo 
growth. In the mid-1990s, the 
RBI had hiked interest rates 





which sets the price of global 


mists. It has been contained partly because oil 
prices have been kept low artificially. 


capital, has already increased cq of inflation is worrying econo- 


. June 2004, and is expected to 


Consumption spending is also growing 


sharply in similar conditions. In- 
dustry went into a long reces- 
sion. The question, says Bank of 
Baroda chief economist Rupa 





push it up once more next week. 
That would mean that US inter- | 


The stage of the economic cvcle presents a 
case for the normalisation of rates. 


Rege-Nitsure, is how the central 
bank will balance the two sets of 





est rates will have moved up by 3 
` per cent in a little more than one | 
_ year. Right now, India's reverse 


Trade and current account deficits are grow- 
ing following the global oil shock and growth in 
industrial production and investment in India 


concerns — keeping inflation 
down and maintaining growth 
on its current trajectory. 





repo rate is5 per cent and the US 


Broad money supply is growing faster than 


federal funds rate is 3.75 per [econ trends, and that’s a cause for worry 


cent. This is a narrow gap, when 
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As ever, the RBI governor has 
to doa balancing act. Li 
NIRANJAN RAJADHYAKSHA 
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ONSOLIDATION is at the 
top of the mind of Indian 
bankers. For about a year 
now, finance minister P. 
Chidambaram has been 





talking about it. At the recent Ficci-In- 
dian Banks' Association forum, when 


the media buttonholed Union Bank of 
India chairman Cherian Verghese (his 


bank has been looked upon as a possi- 


ble sell-off candidate) he said: “I am 


_ tired of being a bridegroom in perpetu- 
_ ity. I must solemnise something!” But 
. the critical plan ofaction is still missing. 


The finance ministry is advocating 


` consolidation as it feels that will streng- 


then the banking sector. At Bank of In- 


dias centenary celebrations at Mumbai 
+ in September, Chidambaram identified 
"seven public sector banks (PSBs) — 
-State Bank of India, Punjab National 
Bank, Bank of India, Bank of Baroda, 


Union Bank of India, Central Bank of In- 


. dia, and Canara Bank — which “would 
__ take the lead in the process". 


Figures in $ billion 





Rampart against 
global predators 


— Mergers won't bring Indian banks up to global size, 
but could leave them big enough to face competition 













Source: World Bank factset as of September 2005 


While theres been a buzz around 
consolidation, the only merger in 2005 
has been that of Centurion bank and 
Bank of Punjab. In this case, there was 
clear complementarity and it was con- 
sidereda “marriage made in heaven". 

Would consolidation bring Indian 
banks up to any size comparable with 
their international counterparts? Over a 
trillion dollars in assets is what the lar- 
gest global banks have. Some like Citi, JP 
Morgan Chase, HSBC and Bank of Ame- 
rica have a market capitalisation of over 
$150 billion. The market cap of the en- 
tire Indian banking sector is about $40 | 
billion-45 billion. That would put it be- 
hind the 30 largest global banks. 

However, consolidation has been a 
dominant feature of the banking sector 
in most countries. In fact most coun- 
tries have higher levels of concentration 
in their banking industry than India. 
Majors like Citi, HSBC, and DBS have i 





spent $8 billion-25 billion in the last 3-4 
years on acquisitions. And Asia has seen | 
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more government activism in consoli- 
dation than other regions. In Malaysia, 
Singapore, Taiwan, Thailand, Indonesia 
andSouth Korea, the governments have 
supported consolidation. They are keen 
to build national champions that can at 
least come up to regional size. Malaysia 
has reduced the number of banks from 
55 to10, Taiwan aims to bring down the 
number ofstate banks from 12 to six this 
year, and Singapore guided the system 
down to three players with DBS being 
supported to become a regional leader. 
Similar initiatives are in place in In- 
donesia, South Korea and Japan. 

While, smaller banks can be good 
performers, because of their lower mar- 
ket caps, they could be easier prey for 
large and eager predators. The Reserve 
Bank of India has said banking will be 
opened up to foreign players in 2009. 
Consolidation before that could keep 
the predators at bay for a while at least. 

Some opposing bank consolidation 
in India believe that post-merger inte- 
gration problems will be greater be- 
cause of the muted autonomy public 
sector banks enjoy, and say that the inte- 
gration is unlikely to lead to many syn- 
ergies. Cynics add that experience thus 
far with mergers involving one or more 
PSBs has not been happy. Needless to 
add, the main prop to such mergers has 
come from the Government itself, to 
save the new generation Global Trust 
Bank for instance. (It was merged with 
the public sector Oriental Bank of Com- 
merce). This is a merger that was not 
dictated by market forces. It is not even 
clear whether the board of OBC arrived 
at such a decision on their own, how- 
ever much they may claim to have 
reached a “win-win” deal in hindsight. 

There are other problems as well, 
believe bankers in public sector, a major 
one being that of a banks inability to re- 
duce staff. Public sector banks, they say, 
as of today are highly overstaffed. Also 
there will be no synergies on cost, while 
increased complexity in operations, and 
duplication in certain cases will lead to 
poorer service and higher cost. 

Mergers are going to be difficult to 
execute, butit is time that authorities re- 
alised that India needs bigger banks to 
do away with the structural weakness 
that lies in the fragmented structure in 
the present day scenario. B 

GARGI BANERJEE 
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POLITICS 


Militants rub salt into 
the Valley's wounds 


Even as India and Pakistan join hands for post-quake 
relief work, militants say there's no ignoring them. 


ILITANT violence re- | 


turned to haunt Kash- 
mirevenas it reeled in 
the aftermath of the 
earthquake that has 
left nearly 50,000 dead and thousands of 


others injured and homeless. The dar- | 


, ingmurder of Jammu & Kashmir educa- 


tion minister Ghulam Nabi Lone in Sri- 
nagar belied earlier hopes 
militancy may have been put on the 


/ backfoot by the ravages of nature. It un- 


. derlined the chilling message from mili- | 


; tinue their campaign regardless ofthe | 


tants that they were determined to con- 


destruction on both sides of the Line of 
” Control (LoC). 


Significantly, the militant attack 
came at a time when India and Pakistan 


; stepped up their post-quake diplomacy 


that could pave the way for closer coop- | 


eration on Kashmir in the future. In a 


, belated gesture, Pakistan's military ruler, 


General Pervez Musharraf, offered to 


; open the LoC for relief efforts. This has 


been welcomed by New Delhi, which | 


that | 





has, in another step forward to remove 
barriers, lifted a 16-year-old ban on tele- 
phone links between the two sides of 
the Kashmir valley. 

Musharraf’ open border an- 
nouncement came in the wake of wide- 
spread criticism in the international 
media of Islamabad's reluctance to ac- 
cept India's offer to help the quake vic- 


tims. Experts feel that many thousands | 


of lives could have been saved had Pak- 
istani authorities promptly allowed In- 
dian helicopters to reach quake hit areas 
in Pakistan Occupied Kashmir (POK), 
which bore the brunt ofthe devastation. 
Instead, precious time was lost in wait- 


| ing for British and American teams to 


spearhead relief operations. 

With Pakistan now more open to re- 
lief efforts from the Indian side, cooper- 
ation between the two countries could 
notonly benefit the reliefand rehabilita- 
tion process, but also impact the ongo- 
ing bilateral dialogue to find a solution 
to the Kashmir dispute. Already, several 
separatist leaders and groups in the re- 
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In the gun’s shadow: A CRPF jawan 
stands guard at a flyover in Jammu 


gion have appealed to both India and 
Pakistan to forget past differences and 
join hands to help Kashmiri quake vic- 
tims. Clearly, governments of both 
countries have a political stake in not 
making any decision that could be con- 
strued as holding up the reliefand reha- 
bilitation campaign. 

Intelligence officials in New Delhi 
feel that it is this potential for closer co- 
operation and even limited joint ad- 
ministrative exercises between India 
and Pakistan that could have provoked 
militant groups to prove that they were 
still very relevant in the troubled border 
state. The militants are also believed to 
be keen to refute recent media reports 
that the earthquake had destroyed most 
of the terrorist camps in POK and dis- 
rupted the militant line of command. 
According to Indian intelligence 
sources, although the earthquake had 
caused damage to the terrorist camps 
and may have killed some militants, this 
had to be balanced with the havoc 
wreaked by the calamity on security 
outposts on the border. They feel that 
militants could take advantage of the 
lowered security as well as the need to 
allow relief operations across the LoC. 

This may well put the UPA govern- 
ment in a dilemma. After the daring 
murder of Lone in the state capital, au- 
thorities can hardly afford to relax secu- 
rity measures. On the other hand, secu- 
rity forces would have to operate in a 
delicate and careful manner so that 
their anti-militant operations do not 
impede reliefand rehabilitation efforts. 

The good newsis that if the militants 
choose to step up their terror campaign, 
they may well be isolating themselves 
even further. So far, popular reactions to 
the Kashmir minister’s murder have 
unanimously been of shock and anger. 
This is not only true in India side, but 
also in Pakistan, where just a few days 
ago, the United Jihad Council led by 
Hizbul Mujahideen, a leading militant 
group, had called for a cessation of all 
hostilities in the aftermath of the earth- 
quake. India will be hoping that even if 
militants do indulge in further mindless 
violence in the valley, this leads in the 
longrun to their own destruction. m 

AJOY BOSE 
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POLITICS 


Passed-over Paswan 


IHAR'S month-long four- 
phase assembly polls started 
on a quiet note with surpris- 
ingly little violence and few al- 
legations of electoral malpractices. The 
voter turnout was an all time low of 46 
per cent, with reports ofa poll boycott 
by villagers in many areas, faulty elec- 


identity cards turned away from polling 
booths. Unprecedented security mea- 
sures and voter apathy may have been 
responsible for the low scale of violence 
and the poor turnout, respectively. In a 
state notorious for electoral distur- 





bances, officials are not complaining; 


Ram Vilas Paswan: It is unlikely he will 
get a chance to play kingmaker again 


AMIT VERMA 


Did you know? 
Someday your watch is going to run out of power. 


they are hoping it stays that way over the 
next three phases too. 

Exit polls at the end ofthe first phase 
predicted yet another hung assembly in 
the state that has been plunged into a 
mid-term poll barely eight months after 
the last elections since no political party 
or group could form a government. The 
exit polls are divided over which rival 
coalition, the RJD-Congress-Marxist 
group or the rival Janata Dal (U)-BJP 
have the edge. However, they are unani- 
mous that the biggest loser this time will 
be dalit leader Ram Vilas Paswan, who 
had won a sizeable number of seats in 
the last assembly polls. 

With all three exit polls showing a 
sharp decline of support for Paswan in 
the first phase, unlike last the last time 
around, he may not be in a position to 
play kingmaker. In fact, his poor show- 
ing could not only harm him in Bihar 
but also jeopardise his Cabinet berth at 
the Centre. RJD supremo Lalu Prasad 
Yadav has already demanded his re- 
moval for working against the UPA 
coalition in the state. 

It is still unclear which side will gain 
from the decline of Paswan, who, last 
time, garnered votes from the dalit com- 
munity, Muslims and even sections of 
the upper castes. Political analysts feel 
that whichever coalition gets the largest 
share of Paswan’s kitty will be the one in 
the best position to form the next gov- 
ernment in Patna. k 
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DIGITAL MEDIA 
Video gains 


ith the launch of its video 
iPod last week, Apple is 
hoping to comer the 


lion's share of the mobile infotain- 
ment business. Sure of its suc- 
cess, the company is now pushing 
iPod accessory makers to pay up 
royalties. The said ‘tax’ would be 
charged on all kinds of electric fit- 
ments that will carry the “Made for 
iPod' tag. Apple is in process of ty- 
ing up with all kinds of content 
providers to make available a rich 
variety of content on the iPod. The 
video iPod has its limitations, but it 
sets the stage for alternative ways 
of video sharing and distribution. W 
NAMITHA JAGADEESH 





* 


NGC last week formalised its 
MoU with L.N. Mittal to form 
two joint ventures for devel- 
oping the oil & gas business 
internationally. The MoU was signed in 
July 2005. The two new companies will 
considerably limit the scope of enter- 
prise for ONGC's foreign business arm 
—ONGCVidesh (OVL). 

One joint venture, ONGC Mittal En- 
ergy (OMEL), will have the broad char- 
ter of upstream and downstream busi- 
nesses ranging from exploration and 
production to refining and petrochemi- 
cals production. The other company, 
ONGC Mittal Energy Services (OMESL), 
will provide logistical and technical sup- 
port to OMEL and also trade in energy. 

The understanding be- 
tween the two main partners 
is that OMEL will bid for eq- 
uity in oil & gas blocks in the 
countries where Mittal Steel 
may have more business in- 
fluence with the regimes 
than the Indian government. 
Mittal Steel operates in 14 
countries around the world, 
including the US, Canada, 
South Africa, Kazakhstan, 
Algeria, and some in East Eu- 
rope. Mittal’s decade-old re- 
lationship with the Kazakh 
government, which started when he 
bought the country’s biggest steel plant 
in 1995, failed to swing the PetroKazakh 
deal in OMELS favour despite its higher 
initial bid. Still, ONGC believes that Mit- 
tal will deliver. 

Mittal reassured ONGC of his influ- 
ence in some developing countries last 
week when he arranged a visit to Delhi 
by a Nigerian ministerial delegation to 









L.N.Mittal 
48.02% 





d might stop for a battery change. 


ONGC-MITTAL JOINT VENTURES 


Smart structure to 
cut through red tape 


discuss oil & gas with the ONGC top 
brass. ONGC expects Mittal to prove 
helpful in its bid to bag equity oil and gas 
in countries like Uzbekistan, Azerbaijan 
and Angola. So OMEL will have a larger 
field to play in than OVL as much of the 
unexplored or unexploited oil and gas 
reserves are located in such countries. 


Joint venture stakeholding 


SBI Caps 
2% 





can give ONGC an edge — Russia and | 


Middle East, for example. 

ONGC has no problem sharing the 
gains with Mittal since the latter is also 
sharing its risk. Mittal will hold 48.02 per 
cent stake in both the joint ventures 
while OVL will own 49.98 per cent. The 
remaining 2 per cent stake in both ven- 
tures will be with SBI Capital Markets. 
Both OMEL and OMESL have initial 





ONGC Videsh 
49.98% 





capital of $50 million. This ownership 
structure is interesting. The 2 per cent 
with SBI Caps ensures that the JVs do 
not become ONGC subsidiaries. Nor 
will they be subsidiaries of Mittal’s in- 
vestment company, Mittal Investment 
Sarl. But together, the two big partners 


| will own 98 per cent of the equity. 
OVL will have to do business only in the | 
places where the Indian government 


This shareholding pattern ensures 
that these entities are private compa- 
nies and are beyond the am- 
bit of micro-management 
by the oil ministry. ONGC 
management has been at 
loggerheads with the min- 
istry over a host of opera- 
tional and strategic issues. 

The private status of 
these JV companies will also 
not have a massive handi- 
cap that OVL has had in bid- 
ding for foreign assets. OVL 
bidding strategies and prices 
involved long-drawn meet- 
ings of ONGC and govern- 
ment officials and at times sensitive de- 
tails tended to leak out even before OVL 
put in its bid. Also, OVL bids have suf- 
fered due to rigid caps put on its bid 
prices by the committees governing its 
decision-making. The new entities are 
likely to have much more flexible, faster, 
and secure deliberation and decision- 
making systems. 

FEROZ AHMED 
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TECHNOLOGY 
Slings shot 
at success 


MAGINE it's the cricket World Cup 
final. Sachin is plundering runs. 
Everyone is glued to their TV sets. 
Except you. That's because you are 


I 


, inthe US on business. There cricket is 


just an insect with a bad voice. So, what 


; doyou do? 


Sling Media, a Silicon Valley start-up 


_ With its R&D unit in India, might have a 


.. solution for you. ItsSlingbox promises 


to shrink TV geographies the way TiVo 


; dismissed TV timings. The $250 perso- 


- laptop anywhere. Sling Media promises | 


nal broadcasting device allows you to 


' beam any live TV show from yourhome | 


to a Net-connected device like a PC or 


7 a PDA and mobile phone compatible 


Slingbox by the year-end. It takes video 


^ sources like TV and DVD and sends a 


signal to the Internet-enabled device. 
Currently retailing in 2,500 stores in 






the US, Slingbox would debut in Europe 
and South-east Asia before hitting In- 
dias shores. Sling Media's general man- 
ager for India, Manish Singhal, says: “In- 
dia is on the charts. It [the launch] could 
even happen next year. The exact date is 
difficult to predict.” The company is try- 
ing to get some return on investment on 
its $11.5-million venture capital before 
it explores more markets. 

After its US launch in June, Slingbox 
has been hailed by mainstream US me- 
dia as a gadget that’s right up there with 
cult creations like the iPod and TiVo. 

High-profile partnerships with Mi- 
crosoft and Texas Instruments for au- 
dio-video technology and high perfor- 
mance digital signal processors would 
have also helped open retail store doors 
like CompUSA and Best Buy. The fact 
that there are no service fees to be 
shelled out each time you use it could be 
another reason why this nifty piece of 
machinery might taste success. 

Mature TV-watching audiences like 
in the US may take to Slingbox faster 
than Indian consumers. But given the 
broadband surge that’s sweeping the 
country and the growing popularity of 
high-tech products like mobiles, its 
hard to imagine why this chocolate 
| shaped tool may not bea success here. 

The Indian team is working on up- 
grades already. The Slingbox provides 
only real-time streaming at present and 
has no recording ability. But a TiVo (a 
recording device) can be controlled re- 
motely using the device. 

The upgrade next year will offer high 
resolution pictures (resolution is lower 
than TV at present), recording capabil- 
ity, network capability and more multi- 
| media features. gi 
NELSON VINOD MOSES 
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HEALTHCARE 
Flying to 
the rescue 


NDIAS first air evacuation ser- 
| vice, Air Rescue One (ARO), has 

been started by Escorts Heart 
Institute & Research Centre and 
Deccan Aviation. The service can 
be used by any Delhi hospital. 

EHIRC has been doing air evac- 
uations since 1996. From 1-2 a 
month, the number of evacuations 
has grown to 6-8 now. This has 
prompted EHIRC to look at the 
business more closely. 

Earlier, aircraft would have to 
be equipped before they could be 
used for evacuation, thus losing 
precious time. ARO aims to have 
have planes with sophisticated 
medical equipment and staff, in- 
cluding a surgeon, always ready to 
fly out to any part of India. 

For each use, EHIRC would 
charge a fixed Rs 30,000 while 
Deccan would charge Rs 50,000- 1 
lakh per hour of flying. An aircraft 
flying at least 50 hours a month is 
economically feasible to operate. 
Globally, such costs are covered by 
insurance. Realising that the costs 
may place it out of reach for most 
ordinary people, Deccan Aviation is 
in talks with New India Assurance 
Company to offer insurance cover. 

EHIRC also wants to build a heli- 
pad on its premises, but has not got 
permission for it in eight years. W 

SAMAR SRIVASTAVA 








e most advanced wrist technology till date, Citizen Eco-Drive watch recharges NEVER 
light from any source into energy. When the entire world tells time with NEEDS A 
| , Citizen Eco-Drive stays ahead by simply eliminating the need fora PATTERY 
s, making Citizen Eco-Drive a futuristic time-wear for the next generation. 

Eco-Drive Perpetual Calendar is a time-wear for men who are ahead of their time. Date 
‘year 2100, Citizen Eco-Drive Perpetual Calendar is an exquisite collection of watches with 
res any man would be proud to possess. 
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BL8003-56A BL8001-51L 
MRP Rs. 20,480 MRP Rs. 18,380 






Date programmed to year 2100 ° Non - Reflective Crystal 
Month - Day - Date * 12/24 Hour Time 


Eco-Drive 


A revolutionary watch 
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SEEKING MOOLAH ABROAD Mumbai-based Metropolis, In- 
dia's second largest chain of pathology labs, is setting up its 
first referral laboratory in Dubai. "We will have 100 collection 
centres in three years and cover the entire Middle East," says 
G.S.K. Velu, managing director, Metropolis Health Services. It is 
also managing the labs of Al Hayat hospital in the region. 

Besides Middle East, the Rs 60-crore company is also tar- 
geting other major markets. Along with Sri Lanka’s Nawloka 
Group, the largest hospital group in the country, it shall open a 
chain of pathology labs there. The alliance with Nawloka may 
extend to South-east Asia and Tanzania as well. Metropolis has 
joined a US-based consortium to bid for an outsourcing deal. 

Back home, after setting up a joint venture with Delhi based 
Diwan Chand Agarwal and acquiring the Australian pathology 
chain, Pathnet, it has recently formed a joint equity partnership 
with the 28-year-old Dr. Golwilkar Labs in Pune. Now the battle 
between Metropolis and market leader SRL Ranbaxy is sure 
hotting up. 





R.A. CHANDROO 


EYEING THE WHITE GOODS OPPORTUNITY Chinese PC 
maker Lenovo may enter the consumer electronics and white 
&oods segments, say sources. The company is said to have 
commissioned Pune's Elephant Design to develop designs for 
colour televisions, DVD players, mobile phones and refrigera- 
tors for India and South-east Asia. 

The company officials, however, deny this. “We are not 
looking to getting into televisions, DVD players or refrigerators, 
not at least in India" says Rahul Agarwal, general manager, 
marketing, Lenovo India. He, however, admits the company is 
exploring a foray into mobile phones in India. Lenovo Mobile, one 
of China's leading phone makers with a sales of $105.7 million, 
plans to launch mobile handsets in the Middle East in 2006. 

Tight margins in the PC business have seen manufacturers 
diversify, even exitthe business. IBM sold off its PC unit to Lenovo 
last year. Industry leaders like Dell and Hewlett-Packard (HP) 
have entered the plasma TV segment. Reports suggest that 
Lenovo chairman Yang Yuanging has hinted that it might expand 
its portfolio in other markets year from 2006 onwards. 

According to IDC, Lenovo is India’s third largest desktop 
maker after HP and HCL and shipped 198,000 units in 2004. 


WINDSHIELD EXPERTS 


Moneyinglass . 


INDSHIELD Experts (WE), a car glass repair 

and replacement chain, set up shop in India in 

June 2000 with an investment of Rs 2 crore. It 

promised something that car owners here had 
not experienced before — repair of windshield glass. WE has- 
n'tlooked backsince. It expects to close this financial year with 
a turnover of Rs 20 crore. Its target for 2007-08 is Rs 100 crore. 
WE is cracking open a market that has been the exclusive do- 
main of garage mechanics and their ilk. It is a bit like selling 
branded vada-pav or chaat. 

WE is jointly promoted by the Labroo family of the Rs 700- 
crore Asahi India Glass and the $155-million Autoglass Com- £ 
pany of Japan. But why would one come toWE when the local’ 
mechanic or authorised service centre (ASC) is right around 
the corner? It's for the value that WE adds, says chief operating 
officer Ratish Ramanujam. Faster services, international qual- 
ity standards, a year-long guarantee on glass and workman- 
ship, and competitive pricing (atleast 5-10 per cent lower than 
what ASCs charge) give it a clear edge over its rivals. Besides, 
the fact that customers can actually sit in the waiting room and 
see their windshields being repaired or replaced gives thema 
sense of reassurance about quality. “We want to be the Mc- 
Donald's of this industry,” says Ramanujam. Currently there 
are 33 WE outlets in 22 cities. By 2007-08, the company hopes 
to have 104 centres in 52 cities, giving itself access to 75 per cent 
of the car population in India. + 

Windshield's biggest challenge has been to change the 
consumer mindset. “Initially, people asked why. After all, a car 
glass breaks once in its lifetime,” says Ramanujam. So the 
company resorted to all sorts of ideas to reach out. Work- 
shops, roadshows, advertising, everything was used. People 
got attracted to the WE mobile vans that would repair wind- 
shields on the spot as also for the speed with which they did 








HE exit of Salil Kapoor Kapoor, 35, says he “left fora * 
from LG ElectronicsIn- | better opportunity". After a 
dia (LGEIL) in September seven-year stint with LGEIL, 
2005 couldn't have been he joined Microsoft India on 
timed more badly. Just 4 October 2005 to lead the 
weeks before, another senior marketing operations of the 
employee had latter's con- 
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entry of Girish (ACs), eventu- 
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Ratish Ramanujam at a Windshield Experts workshop. 


the job. The idea of repairing and replacing auto glass, an es- 
tablished market in US, Australia and Europe, seemed like a 
natural extension for the promoters. When the regulation for 
laminated windshields was being introduced in 1996, the 
value-added car glass market got a boost. Laminated wind- 
shields provided better protection and, hence, cost more. 
With the advent of bonded windshields, the fitting charges 
shot up too. At that time car volumes, too, were growing at 10 
per cent per annum. So after studying the various models 
abroad, it decided to give it a shot. 

Being a specialist is fine, but it is also restricting growth to 
an extent. At least 30-40 per cent of the business comes from 
accident cases, which involve broken fenders, dents, 
scratches and so on, which is where the mechanics and the 
service centres score. Ramanujam says that WE will address 
this segment slowly. Some of its smaller branches have tie-ups 
with local service centres for repair work. Other small revenue 
drivers are tie-ups with accessories suppliers like sunroofs. If 
things work out the way as planned, WE may well aim for the 
popularity of McDonald's, whose model itis looking up to. B 

NANDINI VAISH 
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AMIT VERMA 


and marketing. He believes 
he was instrumental in in- 
creasing the company's 
market share in room ACs 
from 18 per cent to around 
40 per cent, the highest in 
the industry. He also an- 
chored the companys retail 
presence through their retail 
stores, LG Brand Shoppes. 
With him at the helm, the 
number of such stores grew 
from 15 to 35 in one-and-a- 
half years. 

After selling hardware for 
15 years, Kapoor will now 
market software solutions 





and oversee the new initia- 
tives: media centre PC, Xbox 
gaming solutions and Win- 
dows mobile software. The 
idea is to reach for market 
share and then wallet share. 
However, his biggest task 
will be marketing the oper- 
ating systems to consumers. 
Genuine software, he says, 
comprise only 6 per cent of 
the total domestic PCs sold 
in the country. "The idea is 
to create a good value 
proposition for the con- 
sumer,” Kapoor says. "m 
NANDINI VAISH 


| MEDIA ROOM 


AN the Indian government and all those cynical invest- 

ment bankers note this one please? On 13 October 
Richard Parsons, chief executive of Time Warner, said that 
India is a better market than China for immediate growth 
for the $42-billion Time Wamer. The chairman of the 
world’s largest media company thinks that India offers a 
stronger rule of law and less censorship. What it lacks is 
media infrastructure, where it is catching up, Says Parsons. 
Incidentally, he said this at an American Chamber of Com- 
merce lunch in Hong Kong. As an investment destination, 
China beats us in almost every industry. It did so in media 
too. However, over the last couple of years, the murmur 
about what the lack of democracy means for growth in the 
Chinese market is growing louder. The infrastructure to 
carry information and entertainment is great in China, un- 
like India. There are more than 30 million broadband sub- 
scribers, about 110 million TV homes, over 670 million 
phone users, and so on. Yet, the lack of democracy means 
that media majors who rushed into China are not able to 
monetise this infrastructure. There are rules on almost 
everything, categorising what one can and cannot make. In 
movies, for example, stringent dos & don'ts have restricted 
filmmakers mostly to themes like martial arts or ancient 
history. That seriously limits the scope of the content busi- 
ness, creating a yawning demand-supply gap. Sure, India 
has its problems, having one of the most fragmented con- 
tent industries in the world. But it also is the most prolific. 
So the challenge here is not creating the content, but 
putting it all together to make money. Can the Ministry of 
Information & Broadcasting think hard about this when it 
discusses over a content regulator? Else, Parsons’ progno- 
sis that the Chinese “could fall asleep on the switch and the 
Indians will go right by them” might not come true. 


OBISODES are in. 

They are one- 
minute video clips 
specifically designed to 
be watched on mobile 
phones. Last week, two 
bits of news confirmed 
that. Activemedia, a mo- 
bile solutions company, 
deployed TruVideo. It 
uses compression tech- «i 
nologies that better 
utilise limited 2G and 2.5G 
bandwidth. That means that televisions channels, among 
others, can quickly launch cross-network mobile video ser- 
vices. After this came the news that Star India will offer mo- 
bisodes of its popular show, The Great Indian Laughter 
Challenge. Watch out for more on this, especially from 
sports and news broadcasters. 





VANITA KOHLI-KHANDEKAR 
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d inistration of the Soca is over- 
n by a Governing Council. The 
irmanship of which is the Minis- 





, Government 
nembers of. council 


MI of this gives the Society an edge 
n the conduct of various courses, 
lesigning new ones, innovating and 
e-designing, keeping in mind the 
hanging industrial requirement. 
“he Society is implementing a joint 
icheme of All India Council for Tech- 
ical Education and Department of 
aformatíon Technology. The objec- 
ive of the Scheme: to develop 
ualified manpower in IT by utiliz- 
ig the expertise available with the 
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DOEACC Society 


charting a success story 


non-formal computer training insti- 
tutes. Computer training institutes/ 
organizations in the non-formal 
sector provided they meet well 
defined norms and criteria, are 
granted accreditation for conduct- 
ing specified Levels of courses 
ranging from ‘0’, Level Foundation 
level, ‘A’ Level an Advanced Di- 
ploma, ‘B’ Level an MCA and to ‘C’ 
Level and M.Tech Level in comput- 
ers. The courses follow the pre- 
scribed syllabus for each Level. 
Students from accredited institutes 
as well as working professionals are 
eligible to appear for the examina- 


tions at these Levels conducted by. 
the DOEACC Society, if they fulfill 


the s s crbod eligibility criteria. 


DOEACC Society has its headguar i 


ters at New Delhi and 9 other cen- 


ters spread throughout the country. ` 
These are located at Aurangabad, ` 
Gorakhpur, ` 
Guwahati / Tezpur, Imphal, Kolkata, 
—< Courses are offered in comp uters, 


Aizwal,: Calicut, 


Srinagar / Jammu and Chandigah 


(Branch offices at Delhi; Shimla & : 


Lucknow ). The Centres are engaged 


in Human Resource Development | 
activities in their own specialized ar- 
eas of Electronic Design, Manufac- ` 
: turing Technology, Maintenance . 
Engineering, Information Technol- x 

ogy and Entrepreneurship develop- : 
ment with emphasis to create em- ` 





ployment generators rather than 


mere employment seekers. They also ` 


play a vital role in upgradation of 


knowledge and knowledge based ` 


Skills of professionals in Electron- 
ics, IT and allied industries. At 
Kohima, Nagaland "Regional Insti- 
tute of E-learning and Information 
Technology ( RIELIT ) * has been 
established in 2004 under the aegis 
of DOEACC Society for Capacity 


building of industry employable - 


Human Resources in IECT. 


e 1 


The activities of the Society include: 
Accreditation Schemes, Short term 
training programmes (awareness 
programmes, corporate training 
programmes, certificate / diploma 
courses), long term courses (AICTE 
approved) like M.E/M.Tech in Elec- 
tronics Design Technology, MCA 
and M.Tech in Embedded Systems, 
Continuing Education Programmes, 
Training the trainers programmes, 
development of learning materials 
and projects & consultancy services 
under IECT. The long term courses 
offered include: M E / M Tech in Elec- 
tronics Design Technology - 
(Aurangabad, Gorakhpur, Calicut), 


© MCA (Calicut), M Tech in Embed- 


ded Systems to be launched shortly 
at Calicut. Three year diploma 


(AICTE approved) in electronics 
- production & 
| (Aurangabad), Electronics Engineer- 
ing (Imphal) and Computer Science 
& Pig incering” Dinphal) — 


maintenance 














— term courses ülfered include under 


Electronics Design Technology — 
ystem, VLSI Design, 
and Fabrication, Surface: 
)evice Technologies, Fi- 








ber OS ewer electronics, pro- 


nance asinen 
tronics, Telecom & 
tion, Process Control 
The courses cover | 


“sector - Information, E orien and 


Communications Technology. 





sional golfers across the world 
tee off on our renowned courses 


and quite often to the delight of rare birdies. 





Imagine playing your best game against the imposing and inspiring atob par 
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KL skyline. Or would you prefer to play on a secluded island? How about 
choosing a course enveloped by beautiful tropical rainforests? You're spoilt for 
choice in the golfers’ paradise that is Malaysia! Welcome to the finest golf f. SIA 
courses in the world, designed by world-famous names in the league. Yield to 
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your passion; take a golf vacation to Malaysia and you'll find that it's much 


« . 
more than just pleasure on the green! 
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Govern- 
ment 
should 
meet the 
equity 
require- 
ments of its 
enterprises 
without 
skimping 
— and add 
to its debt 
to fund 


them 


y ashok v. desai 


High-level lack of 














understanding 


S long as the Congress is in 
power, it will keep control of the 
companies the government 
owns. It may make some govern- 
ment companies take over oth- 
ers. But the private sector must not get an inch 
of public property, even for a fair price. Now 
that the Communists are its indispensable al- 
lies, they will stiffen its back just in case the 
Congress falls short of ideological perfection. 

But it is incomprehensible why the Con- 
gress refuses to invest risk capital in govern- 
ment companies that need to expand. There 
wasatime when they could borrow from banks 
and government finance companies. But that 
made them overleveraged, and many could no 
longer service their loans. Volatile profits at 
times fell short of the fixed debt service liabili- 
ties, and the companies stopped servicing their 
debt. The government had to bale them out. 

Besides, the development finance institu- 
tions that gave them liberal loans no longer ex- 
ist; they have all turned into banks. And al- 
though most banks are still owned by the 
government, they are no longer prepared to 
give unlimited credit to its companies. The gov- 
ernment is keen to keep the banking system 
solvent; if it is to remain so, it has to limit its ex- 
posure to particular sectors and companies — 
even ifthey are government companies. 

So the latter are forced to look at the market 
for equity. As they do so, they face two alterna- 
tive difficulties. If the government's share of 
their equity is already 51 per cent, they cannot 
raise private capital if they are to maintain pub- 
lic equity at that level. They cannot expand 
their equity unless the government buys more 
of it as well: they cannot raise private capital 
unless it is accompanied by public capital. 

But there are still some companies left in 
which public equity exceeds 51 per cent; they 
can raise private equity without the govern- 
ment losing its majority. BHEL is one instance. 
But 51 per cent is not enough for the Commu- 
nists. They would not allow government com- 





panies to raise any private capital at all. And for 
now, their view has prevailed. This view is as 
mysterious as the Congress's preference for 
majority ownership; but rulers' preferences 
cannot be questioned, however arbitrary. 

Ifagovernment company must expand but 
cannot touch private risk capital, it must re- 
ceive more equity from the government. And 
this is where the finance ministry is obdurate: it 
is simply not willing to invest further in govern- 
ment enterprises. This is irrational. The politi- 
cal prejudices ofthe Congress and the Commu- 
nists may not be questioned. But at least both 
must obey the logical implications of their be- 
liefs. They cannot prevent government compa- 
nies from taking private equity and at the same 
time refuse them government equity. One or 
the other must be permitted. 

Nowhere does this irrationality have more 
serious implications than in the case of banks. 
Money supply increases at about 15 per cent a 
year, and so does the business of banks. The Re- 
serve Bank of India wants them to meet Basle 
norms, which means that they must get 8 per 
cent ofthe increase in their assets in the form of 
equity from their owners. The government re- 
fuses to invest this 8 per cent; instead it has 
been seeking an escape in the form of prefer- 
ence shares to be issued to private investors. 

That would be a fiddle; if private investors 
fall for it, they would be suckers. As long as the 
government owns banks, it will make them give 
commercially unwise loans. No private in- 
vestor can afford to take on the risk of political 
loans. So the government should. It should put 
its own cash into banks as pure risk capital. 

More generally, there are two economic 
propositions that the government cannot run 
away from. First, the government can only bor- 
row; hence any equity it takes in enterprises 
must add to its debt. And second, there is only 
one government. It is the total public sector 
borrowing requirement that matters in macro- 
economic terms, and not the borrowing of the 
Central government alone. L| 
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Integratien 


HE promise of greater 

economic cooperation 

between China and India 

has largely hinged on the 

idea that "India has soft- 

ware and China has hard- 
ware". But this mantra has often been 
accompanied by murmurs from both 
Indian and Chinese entrepreneurs that 
they're not sure what it means in real 
business terms. 

Part of the problem is that China is 
not really a force in hardware. To be that, . 
acountry needs to bea leading player in | 
chip design, which Taiwan is but China 
is not. Most hardware firms in China are 
merely assemblers for Taiwanese and | 
US companies. Working with them only 
presents a slim opportunity to create 
the embedded software for runningthe | 
peripheral computer products made in | 
China. And most Indian software firms | 
are focused on providing low-cost cod- 
ing services to high-wage, English- 
speaking countries. These firms lack the | 
full-fledged project design and imple- 
mentation skills that China needs, and | 
currently gets from systems integrators | 
like IBM and PricewaterhouseCoopers. 

As a result, only one Chinese hard- 
ware company has operations in India: 
the controversial Huawei Technologies 
which has been accused of being an 
arm of the Chinese military (See ‘Who's 
Huawei?' BW, 10 October 2005). Simi- | 
larly, though Indian software compa- | 
nies have established a presence in 
China, all have struggled to build opera- 
tions ofany significant size. The Chinese 
operations of companies like Infosys, 
Wipro and Satyam employ just about | 
200 employees each. Indian IT compa- 
nies have also been unable to win major 


contracts in China, where the bidding 
process is opaque and often ends with 
the spoils going to a local — usually gov- 
ernment-owned — company. 

But now, a new joint venture spear- 
headed by Tata Consultancy Services 
(TCS) with a consortium of Chinese 
companies and Microsoft as junior 
partners could serve as a model way for 
Indian and Chinese technology firms to 
combine their skills and jointly pene- 
trate the global IT market. The deal, 
which is yet to be signed, aims to "create 
Chinas first world-scale software com- 
pany with Indian help" said S. Ramado- 


| rai, CEO and managing director of TCS, 


after a Letter of Intent to this effect was 
signed by all parties in Beijing. "It will 
give us access to China's market and lo- 
cal infrastructure for our global busi- 
ness (and) give the Chinese access to 
our skills and knowledge." 

This is exactly what Chinese and In- 
dian software firms have been striving 
to get out of each other. Indian compa- 
nies have been seeking entry into 
China's booming market. Further, being 
increasingly constrained by lack of tal- 
ent and physical resources at home, 
they want a base in manpower- and 
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Indian software companies haven't , 
made much headway in China yet. 

| Ditto for Chinese hardware companies 

in India. TCS is now trying a model that 

| might just work for both countries, 

| reports Jehangir S. Pocha from Beijing 
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infrastructure-rich China to expand 
their global operations more easily. For 
its part, TCS was finding the going hard 
(like most foreign companies) in China 
without a local partner. Even though its 
fully-owned subsidiary in Hangzhou 
doubled its headcount to 200 this year, it 
wasn't winning any major projects. 

"There were many issues of localisa- 
tion — language, client knowledge, etc. 
— where we were facing challenges," 
says V. Rajanna, TCS's country manager 
for China. "This is not really a low-cost 
country... and we were spending lots on 
training and things like that. But at the 
same time, it can be said that we were 
not getting into some projects." Ra- 
madorai says that with TCS's new Chi- 
nese partners, Beijing Zhongguancun 
Software Park Development, Uniware 
and Tianjin Huayuan Software Park 
Construction and Development (which 
will own about 25 per cent in the new 
venture), TCS could now have as many 
as 20,000 employees in China within a 
year or two. That would make the com- 
pany — and through it the Tata Group 
— the largest Indian player in China. 


| OR China, the lure of working with 
| TCS and other world-class Indian 
| software companies is strong. China's 
| policymakers might have created the 
world's third-largest hardware industry, 
valued at about $100 billion. Still, they 
have been frankly envious, and curious, 
of how India has morphed into the 
world's software hub and have been 
looking to replicate India's success. Over 
the last two years, Beijing has been im- 
plementing a series of measures de- 
signed to herald in a technology revolu- 
tion that will transform it from being “a 
body country to a head country", as 
Cheng Siwei, vice-chairman of the 
Standing Committee of the National 
Peoples Congress, puts it. 

In the late-1990s, the government 
established Science and Technology In- 
dustrial Parks (STIPs) across 10 cities. It 
poured more than $15 billion into the 
“National Software Torch Program' to 
build 19 software parks and other re- 
lated infrastructure in these cities. An- 
other 420 smaller technology parks 
have also come up across the country. 
Unlike in India, the parks are not merely 
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locations but act as incubators for their 
clients, providing them with capital, re- 
search, manpower, infrastructure and 
managerialinputs. The Chinese govern- 
ment says more than 7,000 companies 
have been created in these parks, 
though that number may be exagger- 
ated — only 31 have gone public. 

More than 500,000 Chinese students 
are enrolled in English programmes, 
andhuge tax breaks are given to compa- 
nies investing in IT-related R&D. As a re- 
sult, China has more than four times the 
number of scientists involved in R&D 
than India, and produces twice as many 
patentable inventions, according to the 
UN Human Development Report, 2003. 

Duan Yongji the founder of 
Sina.com, one of China's best known 
and most successful Internet compa- 
nies, says China has also realised that IT 
can supercharge other sectors of the 
economy. "We realise in China that we 
need stronger IT and services skills to 
enable us to improve the Chinese indus- 
try and government overall," says Yongji, 
whoalso heads Beijing Centergate Tech- 
nologies (Holding) and the Stone 
Group. “IT-enabling industries can add 
points to our GDP growth every year." 

But real success has eluded the Chi- 
nese software industry, says Steven 
Zhang, CEO of AsiaInfo Holdings, one of 
the few Chinese companies to have de- 
veloped world-class IT skills. China pro- 
duces more than 50,000 software engi- 
neers every year. Yet, Chinese firms lag 
behind Indian ones. “Chinese students 
are not trained to discover their creati- 
vity. They also have language issues 
when working with American compa- 
nies,” Zhang points out. “The approach 
to quality is also poor, and engineers 
don't commit themselves to doing high- 
standard work consistently.” 

With China poised to take up mas- 
sive IT-related projects, its government 
is keen to leverage TCS's experience in 
handling large-scale, complicated ven- 
tures. These involve computerising 
China's huge but lumbering banking 
system, expanding its telecommunica- 
tions networks, developing various 
e-government initiatives, and mod- 
ernising its heavy industries. 









Exoweb is among a new wave of IT 
firms in China, run by Chinese 
entrepreneurs trained in the West 
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K UN GLY, none of this would | 
have been obvious from a reading of 
the official figures China puts out re- 
lated to its software industry. Beijing is 
famous fór putting out misleading sta- 
tistics, both to impress foreign investors | 
and reassure its domestic audience, for 
whom the Communist Party’s frayed le- 
gitimacy largely survives because of 
China's economic performance. But 
nowhere are Chinas figures as transpar- 
ently skewed as those related to its soft- 
ware industry. 

According to the China's Ministry of 
Commerce, the country's total software 
industry, including both export and do- 
mestic revenues related to all products, 
services and embedded software, was | 
worth $26.6 billion last year, with ex- 
ports totalling $2.6 billion. That would 
make its software industry about 20 per- 
cent larger than India's, which had total 
revenues of $21.2 billion last year, with 
exports accounting for $17.2 billion of 
the total, according to Nasscom. | 

But the reality is that China’s “real ex- 
ports are in the millions, not the bil- 
lions", says Zhang. The reason is that In- 
dias figures are ‘pure’, i.e., revenues 
earned from developing software or 
providing services to both domestic and | 











overseas clients. On the other hand, 
Chinas figures include the value of any 
embedded software Chinese compa- 
nies put into mobile phones, home ap- 
pliances and other consumer electron- 
ics they assemble and export for their 
overseas Clients. 

A report by IDC estimated China's 
‘pure’ software and services exports 
were worth just $600 million last year, 
and the financial results of China's 
largest software companies bears 
Zhang out. For example, Chinas largest 
software firm, Neusoft, has 6,800 em- 
ployees and 90 per cent of its $300 mil- 
lion in revenues comes from the domes- 
tic market. Still, most analysts agree that 
Chinas offshore development industry 
has grown annually by about 40 per cent 
over the last five years, and some say 
that this rate could rise to as much as 60 
per cent over the next five years. 

Though Nasdagq-listed Asialnfo, 


headquartered in Delaware, could serve | 


as a model for Chinese software compa- 


nies looking to go global, few local firms | 


can muster the resources required to 
take this approach. Instead, the skills 
Chinese companies can pick up by part- 


| nering and working with global compa- 
nies would serve them well. TCS's Asia- | 


Pacific director Girija Pande 





with diamond cutting, remains one of 
the only industries where India has a 
significant edge over China, some In- 
dian software managers have been criti- 
cal of TCS's decision to pass on its exper- 
tise to Chinese companies. Such 
criticism could also apply to NIIT, which 
has churned out more than 25,000 Chi- 
nese software students through its 100- 
odd education centres all over China. 
But Pande says such a close-minded ap- 
proach would be misguided. "You have 
to give something to get something," he 
asserts. “We know how to manage our 
intellectual property and, anyway, the 
trick is not to hold on to what you know 
but to constantly develop new IPR (in- 
tellectual property rights)." 

Since leveraging the skills and tech- 
niques ofa joint venture partner to build 
up indigenous companies has been a 
staple strategy of China Inc., there is 
every indication that China could soon 
become a major player in software. 


NEW breed of young Chinese en- 

trepreneurs trained in the West are 
also changing the Chinese software in- 
dustry by setting up IT businesses capa- 
ble of servicing global clients in China, 
says Kenneth Wong, an ethnic Chinese 
and Malaysian citizen who runs a soft- 
ware company called Exoweb in Beijing. 


| 

expects TCS's joint venture to | 
help Chinese companies posi- | 
tion themselves better when 
theylaunch their US initiatives. 
Given that software, along 


(From L) Wipro's Sudip Nandy, Infosys's 
James Lin, TCS's Girija Pande and Microsoft's 
Zhang Ruichang at an event in Beijing in 
February this year. Foreign companies in 
China can have better access to infrastruc- 
ture there by partnering with local players 











“American firms are getting comfort- 
able working with us, and the overall 
positive image of China is also a big 
help," says Wong. 
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Global venture capital 
firms have invested $1.3 bil- 
lion in Chinese IT busines- 
ses in the last one year, ac- 
cording to an International 
Finance Corporation re- 
port. And the tremendous 
success of the Chinese se- 
arch engine Baidu and Ya- 
hoo! $1-billion spend for a 
40 per cent stake in the Chi- 
nese shopping portal, Ali- 
baba, have electrified the 
software industry here. 
"There is a desire in people 
to make it in millions and 
an energy that is just not 
there abroad, even in the 
US,” says Michael Walsh, an 
American who is Exoweb's 
| marketing director. "China 
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itis catching up." 

Joseph P Scho- 
endorf, a partner 
with US venture 
capital firm Accel 
Partners, says 
there is no doubt 
that China's gov- 
ernment-funded 
universities and 
research institutes 
have laid the fo- 
undation for high- 
level technology innovation, and that 
China's software industry is coming 
of age. Part of that maturity process 
should see rapid consolidation in its 
software industry. Today, it is one of the 
most fragmented industries in the 
world with more than 9,000 companies, 
each having about 100 employees. Un- 
like India, where the top 10 IT compa- 
nies account for 50 per cent of national 
software exports, that figure is just 20 
per cent in China. 

Chinese software and outsourcing 
firms have already made deeps inroads 
into Japan, Taiwan and South Korea, 


SANJIT KUNDU 





‘The JV will give us 
access to China’s 


market and infra- 
structure (and) give the 
Chinese access to our 
skills and knowledge’ 
— S. Ramadorai, CEO, 
Tata Consulting Services 





largely because of their 
proximity, and similarities 
in language. Most of these 
companies are based in 
Chinas north-eastern region (that has 
many Korean and Japanese speakers), 
and have made astute use of this cultural 
advantage by focusing on developing 
gaming software and embedded soft- 
ware for cameras, cellphones, industry 
machinery and similar equipment. 
With the 22 universities and techni- 
cal institutes in Chinas cities churning 
out 3,800 software engineering gradu- 
ates and 9,000 graduate students every 
year, Chinese officials say they expect to 
provide 25 per cent of Japan's outsourc- 
ing needs, currently estimated at $15 
billion annually, by 2010. "This is China's 
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reverse advantage," says Walsh. "Indian 
engineers cannot work well in the 
Japanese or Korean language or culture, 
and Chinese companies are creaming 
the market. They've also done well in 
language-neutral areas like animation." 
Pande says this advantage further ac- 
cenituates the opportunities for collabo- 
ration between Chinese and Indian 
software companies. 

Beijing Centergate Technologies 
Holding's Yongji agrees, and says that 
Chinese software firms active in Japan 
and Korea will soon want to leverage 
China's expertise and enter the US mar- 
ket. Many, he says, would be looking to 
do this in conjunction with Indian com- 
panies who already have well-estab- 
lished marketing operations in the US. 

"India is a software superpower but 
it has limitations," says Yongji, referring 
to its growing shortage of trained engi- 
neers and infrastructure, which are in- 
creasing the cost of doing business in 
the country. "China can provide all this. 
And with India's marketing network in 
the US, together, we can become un- 
challengeable." L| 
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What to get into, 
when to get out 


OW many times have you 
looked at a successful new 
industry and thought: “I could 
have been a contender.” Such 
a thought would not be un- 
usual, given the fact that there are so many ex- 
citing industries in India, including sectors 
such as BPO and software — all of which were 
inconsequential just a decade ago. 

The number of successful new entrepre- 
neurs that have emerged in India in recent 
years is striking. On the other hand, some of 
these same entrepreneurs have cashed out and 
moved on. Clearly, in business, it pays to know 
when to get in the game, stay in, or exit. 

Entrepreneurs often ask me which business 
sector is attractive from an investment point of 
view. In my experience, choosing a new busi- 
ness is like choosing a new sport: just because 


you are good at one sport doesn't mean you are | 


likely to succeed in another. You may dabble in 
adifferent business out ofa sense of curiosity or 
adventure, but don't expect to make money un- 
less you are sure you have some special ability 
or bring something novel to the game. An en- 
trepreneur who succeeds in one field is some- 
times tempted to enter another, thinking that 
he has some special ability which enables him 
to win in multiple arenas. One failure is usually 
enough to cure this bout of overconfidence. 

There are many reasons to enter a sector, or 
to hold back. Some companies enter new are 
as to diversify their risk, or to gain an advantage 
in an adjacent sector. Others back off because 
they don't like the way the industry is struc- 
tured. Other companies seek to be 'paid to 
play’. In other words, they play only if they get 
an incentive to do so. Like a prize fighter, they 
demand compensation just to step into the 
ring. For example, in order to lure a foreign 
company into the Indian market, a particular 
state may provide land at a discounted price or 
provide certain tax incentives. 

As you consider whether to get in the game, 


an important factor is who the other players of | 





the game are. There are many kinds of players 
in any industry, including suppliers, cus- 
tomers, competitors, and complementers. 
Complementers— in case you did not read Co- 
opetition — are the opposite of competitors. 
Whereas competitors usually make your life 
difficult, complementers actually help you. For 
example, radio stations do better when people 
buy cars, since people like to listen to the radio 
while driving. If a sector has a healthy mix of 
suppliers, complementers and customers, you 
may be tempted to enter — particularly if you 
feel you havean edge over the competition. 

You may already be competing in a sector, 
and debating whether you still want to play. 
Even successful players must consider this 
because they may have even better options. 
Theoretically, you should stay in the game if 
you are better off in than out. However, life is 
more complicated. You may have an emotional 
attachment to a business, or selling may not be 
anoption because of commitments to employ- 
ees or other stakeholders. 

Some entrepreneurs choose to exit a busi- 
ness that they built when they feel that another 
company is in a better position to dominate the 
sector. Better to cash out and deploy one's capi- 
tal in an area that one can dominate than be 
dominated in ones existing sector. Alterna- 
tively, one can merge witha stronger competi- 
tor on the theory that if you can't beat them, 
join them. Or one can just take their capital and 
exit the game of business completely. 

There's always a new game in town. Ten 
years ago it was telecom, then it was insurance 
andairlines. Now it's retail, real estate and radio. 
As you consider entering a new sector, you will 
undoubtedly conduct extensive research on 
the industry's structure, regulations and dy- 
namics. Indeed, you may know everything 
there is to know about a particular industry's 
customers, suppliers, complementers and 
competitors; you may even have the know-how 
to play the game well. The question is: do you 
want to play? a 
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S the binge in the bourses over the last couple of years coming to an 
end? After almost trebling in the last two and a half years, the Sensex 
close on 19 October was 9.6 per cent lower than its peak of 8821.84, 
reached two weeks ago. Though the markets may have bounced back 
when you read this, the fall on 19 October may be a sign of things 
to come. The broader market has been hit much harder, as seen from 
the very high proportion of declining shares to advancing ones, and 
from the carnage in some of the small cap stocks. The BSE small cap index 
has fallen by more than 1200 points from its all-time high of 6364, reached 
a month ago. Foreign institutional investors, after pumping in $8.59 billion 
in the first nine months of the year and taking the market to all-time highs, 
have turned net sellers. This month, as of 17 October, FIIs have sold a 
net $278 million. 

The sell-off in the Sensex has been part and parcel of a retrenchment 
from emerging markets across the world. Markets from Korea to Taiwan to 
Mexico and Brazil have been battered. The Morgan Stanley Capital Interna- 
tional (MSCI) Asia Pacific Index, which tracks more than a thousand stocks 
in the region, has had its longest losing streak in five months. The MSCI 
Emerging Markets Index has lost 5.7 per cent this month to 18 October. 
Emerging Portfolio.com Fund Research, a research house which tracks fund 
flows, points out that investors have taken flight from emerging market eq- 
uity and bond funds. 

It's not just stockmarkets that are declining. The spread on emerging 
market bonds has gone up in the last few days, while emerging market cur- 
rencies too have been falling against the dollar. The rupee, for instance, hit 
a 11-month low before rebounding, having lost 2.7 per cent in October. 
As Andrew Holland, executive vice-president (research) at DSP Merrill 
Lynch points out: “Foreign investors have lost money not only from the fall 
in the stockmarket but also from the depreciation of the rupee. The com- 
bined effect of these two factors has been very negative.” 

Why the sudden flight from emerging market assets? It has been trig- 
gered by a series of hawkish statements from US Federal Reserve officials 
indicating that they are worried about the impact of inflation in the US. Fur- 
ther, the markets have been spooked by clear signals that the Fed Reserve 
will continue to hike interest rates. This has led to a rush away from assets 
considered more risky. 

The big question, of course, is whether the retrenchment » 
from emerging markets is a sign that the two-and-a-half-year >? 








bull market is at an end. Oris it merely another cor- 
rection, which market players havebeencalling — 5. 
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the upside from whatever class of asset 
that is appreciating. 

Those who support this view — one 
| Of the best-known proponents has been 
Morgan Stanleys chief economist 
Stephen Roach — believe that the up- 
shot has been an unsustainable bubble 
in asset prices, fed by underlying imbal- 
ances in the global economy (See A His- 
tory Of Bubbles’). Their argument is that 
very low interest rates have led to a bor- | 
rowing binge and a consumption boom 
in the US. In addition, rising house | 


After all, it wasn't so long ago that just | 
out everybody was shouting from the 
rooftops that the market had run up too 
far too fast, and a healthy correction was 
| in order. The last spurt in the Sensex, 
| from 8000 to 8800, had been achieved in 
' less than a month. Says Nilesh Shah, 
| CIO, Prudential-ICICI Asset Manage- 
ment: "Rising short-term interest rates 
_ is one reason why money is moving out. | 
-from the non-US to US markets, from 
high-risk to low-risk asset classes, from 
developed equity markets to developed | prices have led, via refinancing and 
| fixed income markets. Lots of people | mortgage-linked credit, to the wealth ef- | 
| Were overweight in emerging markets. | fect among home-owners, reinforcing 
_ So now, the unwinding of excess posi- | the consumption boom. The upshot: 
tions is happening.” rising US consumption has led to higher 
imports, a yawning current account 

le Tidal Wave of Money 


| deficit and an export boom in countries 
As a matter of fact, the bears have been | 


. history of bubbles 


Ç 1985: Plaza Accord signed; the extremely low interest rates spawn equity 
, and real estate bubbles in Japan, sending Nikkei to stratospheric heights 


. 1989-90: Japanese bubble bursts 

i irly & mid-1990s: Money moves out of Japan to South-east and East 

| Asia leading to an investment bubble 

| 1997: Asian bubble bursts 

| 1998-99: Funds move back to the US, blowing up the tech bubble 

. 2000: Tech wreck 

` 2002-03: US Fed Reserve gives a huge monetary and fiscal stimulus. Other 


central banks also lower interest rates, leading to bubbles in emerging 
arket stocks, bonds and commodities, and a housing bubble in the US. 


| 2004-05: Tightening cycle commences, but the bubble continues to grow 














_ calling an end to the rally for almost | 
| 18 months now. Their argument has 
- been that the current rally has almost 
_ exclusively been driven by global liquid- 
ty, which has lifted asset prices around 
the world. The gist of their argument is 
that when the tech bubble burst in 2000, 
the US Federal Reserve staved off a long | 
and painful recession in the US by dra- 
matically slashing interest rates. Other 
central banks followed suit and, com- 
bined with a massive US federal deficit, 
the result was a tidal wave of liquidity 
that lifted prices across all asset classes | 
— Stocks, bonds, gold, commodities ted, the US housing market continued 
d real estate. The growth of the hedge | to rise, the US consumer continued to 
fund industry reflects this reality: hedge | splurge, and funds continued to flow to | 
funds are flexible enough to capture | emerging markets. This arrangement, 


including China and India. 

In turn, the surpluses built up from 
the exports of these countries have been 
reinvested in the US. Central bank for- | 
eign exchange reserves, in particular, 
have been invested in US Treasuries, 
thus keeping yields down. This is res- 
ponsible, in a large measure, for Alan 
Greenspan's famous conundrum: why 
long-term yields have remained lowin | 
spite of a slow and steady tightening of 
Short-term interest rates. Of course, the 
low long-term yields have meant that 
borrowing in the US continued unaba- 
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labelled an "unstable equilibrium", has 
worked reasonably well over the last 
couple of years, in spite of periodic fore- 
casts about its imminent demise. 

A couple of other factors also 
pushed up emerging market assets. 
First, low interest rates in the US have 
led to a global search for yield, with 
funds flowing to higher-yielding, albeit 
riskier assets, such as emerging market 
stocks and bonds. As Anand Krishna- 
murthy, head of interest rates, HSBC 
India putsit: “Rising short-term US rates 
coupled with flator falling long-term US 
rates imply an overhang of liquidity and 
a shortage of investment avenues." 
Hedge funds, borrowing at low interest 
rates to invest in high-yield assets, grew 
by leaps and bounds. New hedge funds 
have quadrupled in Asia this year. And 
second, the decline in the dollar since 
2002 led to dollar-linked assets becom- 
ing unattractive. Subsequently, assets 
denominated in other currencies 
started to attract investors. 

In India, the rising tide of dollars also 
led to an upward pressure on the rupee, 
and the Reserve Bank of India, like cen- 
tral banks in China, Japan and other 
Asian countries, bought dollars hand 
over fist in an effort to keep the local cur- 
rency from appreciating too fast. The re- 
sult has been a massive build-up of 
forex reserves. Since buying dollars 


j means a corresponding release of ru- 


pees into the system, liquidity has also 
been higher in the debt markets. So it's 
notonly the equity markets that are af- 
fected by the record FII inflows or out- 
flows — as has been seen in recent days, 
even the currency and debt markets 
have reacted to the outflows. 


Earlier Warnings 


Those who view the rally in emerging 
market stock prices in the last two years 
as part of a global asset bubble have 
been certain that the bubble would 
pop as soon as the US Fed started tight- 
ening. They pointed to the precedent 
in 1994-95, when the US Federal Funds 
rate was raised from 3 to 6 per cent. 
The upshot: a sharp drop in the IFCI 
Emerging Markets Index by 29 per cent 
between September 1994 and March 
1995. The Sensex fell from around 
4200 in March 1994 to about 3600 in 
February 1995, and slipped further to 
3000 by December 1995. 

















All fall down 
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| EE Kospi, S.Korea 
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pace suddenly surfaced. Emerg- 
ing Portfolio Fund Research. 
pointed out that in the week 


Stock indices in emerging markets ending 23 March 2005, the 

mm Sensex mug Taiwan SE C Sa 124218 Combined emerging market 

mm Shanghai Composite mm Jakarta Composite A ==Jf | : equity funds tracked by them 
tá saw their worst week of out- 

flows since May 2004. The April 

— 1090.45 scare too turned out to bea false 

alarm, and emerging markets 

. 948.95 around the world have rallied 





Small wonder that market players 
were nervous about what would hap- 
pen when the Fed began to raise rates. 
The nervousness became panic in May 
last year, when there was a stampede 
out of emerging markets in anticipation 
ofa rate rise in the US. In India, the fall in 
the market was largely attributed to the 
unexpected victory of the UPA govern- 
ment in the election. However, the 
fact of the matter is that emerging mar- 
kets across the world tottered in May 
2004, and the MSCI Emerging Markets 


E : x Free Index lost 8.7 per cent in that | 
month. And while the Sensex lost 


< around 11 per cent during the month, 
the Korean and Indonesian benchmark 
indices lost even more. 

The US did start raising rates from 
June 2004 but, thankfully, none of the 
doomsayers' dire predictions came 
true. Contrarily, emerging markets went 
from strength to strength — the MSCI 
;; Emerging Markets Index moving up 16 
.. per cent between end-May and end- 
December 2004. The rise in the Sensex 

over the same period was 38.7 per cent. 
As usual, there was plenty of 20-20 
hindsight. The Bank of International 
Settlements commented that the rea- 
son why the markets had reacted differ- 
ently compared to 1994 was because 
the US Fed raised rates at a “measured 
pace" unlike the sharp rises in 1994, and 
because the Fed "now communicates 
more fully and widely about its inten- 
tions". Others pointed to the fact that 
real interest rates (nominal interest 
rates less expected inflation) continued 
to be very low. Hawks, like Roach, com- 
plained that the Federal Reserve was 





"behind the curve" when it came to 
tightening, thus failingto nip the bubble 
inthe bud. 

But in January this year, there was 
another bout of nail-biting by investors, 
as the dollar, which had been steadily 
losing ground, started appreciating sud- 
denly. The received wisdom all of last 
year had been that the only way to solve 
Americas massive current account 
deficit was to depreciate the dollar, and 
that would help remedy some ofthe im- 
| balances. The sudden U-turn in the dol- 
| lar caught many pundits by surprise. 
| And since a weaker dollar was what was 
supposed to have helped the flows to 
| emerging markets, these markets re- 
| acted negatively to the strengthening 
dollar, although the MSCI Emerging 
Market Index ended the month up by a 
meagre 0.7 per cent. The Sensex, how- 
ever, fell marginally (See ‘All Fall Down’). 

But that bout of anxiety, too, was 
short-lived and flows to emerging mar- 
kets resumed till April, when worries 
about the US Fed tightening at a faster 
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Note: inflows and returns during the month. P/E figures are as on monier 


| quarter of 2006 by half a percentag 
| pointto 4.5 percent. : 


FII and Sensex returns i 


sharply since then. The Sensex, 
for example, went up by 43 per 
cent between end-April and its 
high on 5 October. The MSC) 
Emerging Markets Index has 
risen by 18.2 per cent since end- 
April, in spite of its recent fall. 
Inshort, while the bears have lost no 
opportunity to cry wolf whenever for- 
eign inflows slowed and the markets 
faltered, the markets have proven them 
wrong every time so far. Will it be differ- 
ent this time? 


This Time Around : 
Notice the similarity that the curren 
scare has to the sharp rise in risk aver 
sion in April, Back then, stocks were 
retreat and 10-year US bond yields ha 
moved up above 4.5 per cent. Thisti 
consider the following: M 
W The yield on the US 10-year bo d 
went above 4.5 per cent last week, a 
month high. US bond yields have tise; 
steadily over the last three months, | 
W inflation in the US is at a 25 
high, the 4.7 percent rise inthe S 
ber consumer price index bein : 
highest rate of increase in.1991. Merri) 
Lynch raised its forecast for the Fee 
interest-rate target at the end of the firs 
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| projected decline in 2006. 


Emerging market bonds have slu- 
mped by over 3 per cent this month. 
Thirty-year mortgage rates rose 
| above 6 per cent last week for the first 
_ time since March. 
| Wi Gold briefly touched an 18-year high 
_ recently. Given its safe haven status, 
| the spike in gold prices is an indication 
of the nervousness in the minds of 
nvestors. 
< Analysts have for long warned that a 
| rise in long-term US yields, which 
| would in turn raise mortgage rates and 
| prick the housing bubble in the US, 
| could be the straw that finally broke the 
| backoftherally Is the much-forecast re- 
| trenchment finally happening? 
|. Abheek Barua, chief economist 
| (India), ABN Amro Bank, believes there 
| are at least three reasons why it's differ- 
| ent this time. Farlier, says Barua, every- 
| body anticipated the US economy to 
| show signs of fatigue by the second half 
|. of 2005. And the expectation was that 
| the US Fed would stop raising interest 
| ratesthen. Now, the worry is that the Fed 
| Funds rate may go up as high as 5 per 
| cent, which is a huge change from the 
earlier estimate of a peak of around 3.5 
- percent. Second, US Fed chairman Alan 
Greenspan has indicated that this time, 
the Fed is also aiming at targeting struc- 
tural changes, such as trying to cool off 
veraging in the economy and con- 


|. Why does the HF predict this slowdown? It 
| Says that many borrowers have already 'pre-financed' obligations due in 2006, and are unlikely 
borrow at the same pace as earlier. The IF warns that the slowdown in capital inflows could become even 
arper because of 'downside risks' from a further jump in oil prices. It is also wary of "other problems in a 
ajor emerging economy or a sudden shift in investor risk aversion stemming if concerns over global 
balances or the fragility of global growth were to materialise”, 











Total private flows 


The IIF forecasts a fall in private capital flows by 2006 





Africa-Middle East 





Asia-Pacific 





are liF forecasts. 


> Capital flow into emerging markets 


4 Capital inflows from private investors into | 
d emerging markets look to hit a record high this | 
: year, touching $345 billion, from $317 billion in 
E 2004. But the Institute of International Finance 
| (IF) has projected that this figure will slowdown | 
| in 2006 to around $318 billion. Flows to emerging | 
| markets in Asia for 2005 are likely to be almost | 
. $20 billion lower than in 2004 — on the brighter | 
_ side, flows to this region in 2006 are likely to be 

| around the same as this year. Europe, Africa and 
| the Middle East are likely to bear the brunt of the 







Note: All data is in $ billion, and is for private capital flows. Data for 2005 and 2006 


Source: Institute of International Finance 





sumption, which would help correct 


imbalances like the trade deficit. Third, | 


Barua believes that the new Fed chair- 
man, coming in early next year, is likely 
to be more conservative because, lack- 
ing Greenspan's charisma, he would 
have to prove himself to the market. So 


he would probably be more willing to | 


hike interest rates in recent years than 
Greenspan has. 


| Is India Different? 


But, as brokerages were pointing out so 
vehemently till recently, surely the India 
story is different from that of other 
emerging markets. After all, India has 


| the second-fastest growing economy in | 


the world and it has emerged as a major 
outsourcing hub, not just for services 
but also for manufacturing industries 
such as auto ancillaries. Investors have 


| been increasingly talking of the vast po- 


tential of India, and mention the coun- 
try inthe same breath as China. 

As Ajit Ranade, chief economist for 
the AV Birla Group puts it: "Three con- 
secutive years of 7 per cent-plus GDP 
growth shows that there has been a 
structura! change in the economy. 
Exports have become a significant en- 
gine of growth, accounting for a sixth 
of GDP" The implication is that, taken 
together with structural changes in 
the corporate sector and in the econ- 
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to continue 


omy, a re-rating of the Indian market 
was called for. 

Theres little doubt that theres much 
truth in that view. That is the reason why 
fund flows to the Asia-Pacific region 
apart from Japan have been dominated 
in recent times by inflows into India. And 
it explains why India has been one of the 
best-performing markets in the region, 

However, Andrew Holland notes 
that things have changed in the last 
few weeks. One of them is the weakness 


in the rupee, and the rise in the current ` 


account deficit. Another is the impend- 
ing rise in interest rates, which most 
market participants believe will be 
announced during the RBI's mid-term 
review of monetary policy. Combined 
with the tightness in global liquidity, 
Holland believes this could easily lead 
to a billion dollars flowing out of the 
stockmarket. 

But won't the Japanese investors, 
famed for their long-term outlook, con- 
tinue to pour money into India? “The 
Japanese economy is picking up steam,” 


| points out an investment banker, “and 


it's possible that Japanese money will in- 
creasingly look for opportunities within 
their own country.” 

ABN Amros5 Barua points out that, 
going forward, corporate growth is 
bound to slow down. This is because of 
several reasons. For one, much of the 
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_ the back of expansion in volumes. Pric- 
» ing power has been minimal, except in 

_ the case of commodity producers. This 
volume growth, feels Barua, is about to 
low down, thanks to the base effect of 
he sizzling growth notched up earlier. 
Atthe same time, rising input prices, 
particularly that of fuel oil and power, 
Squeeze margins, as will rising inter- 
st rates. Finally, the rapid rate of growth 
already coming up against bottle- 
lecks in infrastructure, particularly in 
ower and ports. For all these reasons, 
'onsensus estimates for the second 
| quarter financial results put Sensex 
. earnings growth at around 18 per cent, 
- well below growth in earlier quarters. 
Coupled with this is the fact that In- 
an stock valuations have become very 
E igh. UBS AG's regional strategist wrote 
. last month that Indian shares were val- 
 uedata34 per cent premium to the re- 
| gional average, above the previous 
. record of 31 per cent in February 2000. 


| companies and investment funds. 
| Global holdings of Fils (26 of total 
| financial assets) 


Pension funds 





i Insurance companies 





; investment companies 





Source; IMF, Global Financial Stability Report, 
September 2005 





_ commodities and private equity. 


| growth in the past few years has been on | 


| could lead to lower liquidity. On the 





Global asset allocation 


_ Whatever happens to emerging markets in the short term, fund flows to 
_ them are likely to be strong in the long run. The International Monetary 
| Fund's Financial Stability Report for September 2005 points out that g global 
x asset allocation is driven by the need to provide foran aging population. 
| This will lead to a rise in assets managed by pension funds, insurance | 


Global financial assets held by non-bank institutional investors have 
more than tripled in the past 15 years. In recent years, many global 


| interest and have — particularly in the United States — fuelled interest in 
| emerging markets and alternative assets, such as hedge fund products, 


: There has also been an increase in cross-border flows, both in equities and 
| in bonds. This reduction in ‘home bias’ is likely to be positive for many 

| emerging markets. At the same time, it would increase the correlation 

| between markets, a trend that is al lready visible. 





In other words, while the Indian | 
stockmarket in the last couple of years 
has seen the best of both worlds — an 
environment of cheap global money 
and abundant liquidity, and a resurgent 
Indian corporate sector — that environ- 
ment has now changed. On the one 
hand, higher interest rates in the US 


other, the best is behind us as far as 
earnings growth is concerned. Putting it 
simply, the markets are no longer in a 
‘sweet spot’. 


Life After The Correction 


But nobody believes that the bottom is 
going to drop out of the market. Kotak 
Securities managing director Narayan 
S.A. says he doesn't see any substantial | 
pullout of money from emerging | 
markets. "The US interest rates and 
strengthening of the dollar have made 
them pull out money from these mar- 
kets. After the stabilisation ofthe rupee- | 
dollar rate, the allocations to these mar- 


investors have shifted their 
investment strategies, showing 
greater interest in alternative asset 
classes. The low-yield, low-inflation 
environment post-2000 has 
prompted many institutional 
investors to seek returns from a 
more diversified range of asset 
classes. Correlation and 
diversification benefits are of 
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kets will continue." Asa matter of fact, 
most economists believe that the weak- 


| nessin the rupee is a temporary affair, 


and that the current account deficits 
will easily be bridged. 

Holland points out that DSP Merrill 
Lynchs year-end projection for 2006 re- 
mains at 10,000, and he expects around 
$5 billion to come in by way of net FII in- 
flows next year once valuations become 
more reasonable. With the Indian mar- 
ket having the second-largest market 
cap in Asia, it will continue to be a place 
that foreign investors cannot ignore. 

That view is echoed by John Thain, 
CEO of the New York Stock Exchange. 
On his first visit to India, he said India is 
the most exciting market in the world, 
and that Indias rising influence will see 
a rise in its allocation. Emerging Portfo- 
lio Research data confirm India’s special 
Status in the minds of investors, While 
investors pulled out a net $1.15 billion 
from emerging market equity funds in 
the week to 14 October, Indian funds 
recorded inflows of $109.4 million. 

It is, however, unlikely that India’s 
special position will protect it if there is a 
rush for the exits. The Asian crisis, for ex- 
ample, was rather indiscriminate in its 


| effects. And, as one hedge fund man- 


ager pointed out, the current bout of 
nerves in the market has affected all 
emerging markets, irrespective of their 
valuations. For instance, ithas impacted 
Brazil and Taiwan, markets with valua- 
tions much lower than India's. 

Of course, in the long term, fund 


| flows to emerging markets are likely to 


continue to grow. A study by an interna- 


| tional brokerage house has pointed out 


that global emerging markets currently 
account for 19.2 per cent of the world's 
GDB but only 6.4 per cent of the world's 
market capitalisation. The divergence is 
most pronounced in Asia, which ac- 
counted for 10.4 per cent of global GDP 


| but only 3.4 per cent of global market 


capitalisation. No wonder fund man- 
agers talk of a secular bull run for 
emerging markets. 

But while the inherent strengths of 
economies like India will continue to at- 
tract foreign funds, the rising correla- 
tion between global markets, increasing 
flows of hot money, rising interest rates 
and periodic worries about the build-up 
of global imbalances will ensure more 
volatility in the markets. a 
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N 28 September, Shivin- | 
der Mohan Singh realised | 
à dream he had been liv- 
ing for over half a decade. 
That afternoon, he inked 
the deal to buy 90 per 
cent of Escorts Heart Institute and Re- 
search Centre (EHIRC), the premier car- 
diac care hospital in the country. For 
Shivinder, who had been yearning for a 
substantial presence in Delhi ever since 
the first Fortis hospital was commis- 
sioned in Mohali in 2001, it was a coup. | 
For Fortis, which had never quite 
matched up in size or growth to Shivin- | 
ders grand vision, it was alaunchpad. It 
catapulted the group to the No. 2 spot in 
the fast-growing business of corporate 
hospitals in India. 

In the previous two years, Fortis had 
bought three small hospitals in Delhi — 
Jessaram, Cradle and Jeevanmala. But 
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j 
Dr Naresh Tréhan Still leads Escorts’ '] 


equity in the ho 


450 doctors hosp 10 per cent 
lipped about the 


future 


The Escorts deal has catapulted 
Fortis to the No. 2 spot among 
corporate hospitals. What does 


By Gina S. Krishnan 


none of that compares with the Escorts 
deal. In one stroke, this deal doubled 
the number of beds at Fortis's disposal 
to 1,600 and brought with it a formida- 
ble reputation of clinical excellence in 
the most lucrative therapeutic segment 
of all — cardiac care. It’s a reputation 
honed over almost two decades by Dr 
Naresh Trehan, one of the most re- 
spected cardiac surgeons in India. 

The deal also added four hospitals 
(in Amritsar, Faridabad, Raipur and 
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this portend for competition? 


Delhi), a network of 11 associate hospi- 
tals over north India, and extensive 
telemedicine linkages to the Fortis fold. 
A new, 330-bed hospital is under con- 
struction in Jaipur. Last year, Escorts 
performed about 17,300 procedures 
(only cardiac), some 4,000 more than 
what Fortis managed with the same 
number of beds and many more spe- 
cialties. That possibly made Escorts the 
largest such facility in the world. (In 
comparison, Cleveland Clinic in the US, 








al. But he is tight i 


( 


which claimed the crown earlier, con- 
ducted less than 11,000 procedures.) 

Itisalso one of only 12 centres in the 
world which conduct robotic surgeries 
of the heart, Numerous devices like 
pacemakers and stents have been 
tested here and the doctors have been 
consulted for making new ones. 

Andallofthis came to Fortis at a very 
good price. 

Only a year back, a South Asian in- 
vestor group had valued EHIRC at 
Rs 1,000 crore. But it developed cold 
feet when the differences between 
brothers Rajan and Anil Nanda, the 
promoters of Escorts, grew. That af- 


I fected the valuation. When Shivinder 
bought it, the valuation was down at Rs 


650 crore. So, he bought the 90 per cent 
held by Rajan Nanda and Escorts for 


only Rs 585 crore. (The rest of the equity | 


rests with Dr Trehan.) 
It would have taken Fortis much 
more time and money to build a new 


hospital —a large one at that — in Delhi | 


and recover the investment. Experts 
reckon it would have taken at least five 
years to just break even, to say nothing 
about building a reputation even close 


to what Escorts enjoys. "The Escorts ac- | 
.. quisition lands them (Fortis) in the big 
. league without having to go through the 


- gestation that a greenfield project 
-would require," says Vivek Desai, man- 


aging director of Hosmac, a Mumbai- | 


based healthcare consultancy. 





Nripjit ‘Noni’ Chawla, former CEO 
of Max Healthcare and head of Delhi- 
based Omniconsult Advisory, says: 
“Where is the land in Delhi to set up a 
facility the size of Escorts Hospital? And 


if you are in the North, you have to have | 


apresence in Delhi.” 

Before Escorts happened, Fortis had 
stuttered several times on its growth 
path. Its first outlay of Rs 1,000 crore en- 


visaged a hub-and-spoke model of | 
healthcare delivery. In it, patients were | 


to be referred to a central superspecialty 
hospital by a number of associate hospi- 
tals spread around it geographically. But 
by the end of 2003, Fortis only had one 
120-bed hospital in Mohali (see "The 
Battle For Delhi, BW, 16 August 2004). 
Reality didn't live up to the dream. 

What replaced it was a mixed strat- 
egy of acquisitions, growth and build- 
ing new hospitals. In the past one and à 
half years, apart from buying the three 
hospitals in Delhi, Fortis has opened its 
second hospital in Noida, bought 7.4 
acres of land at Shalimar Bagh in west- 
central Delhi for building a 500-bed 
hospital, and applied for a lease to build 
a Medicity in Gurgaon. The Noida hos- 
pital was built with a specialisation in 
the ortho-neuro therapeutic segment, 


and the acquisitions gave Fortis an en- | 


try into oncology and women's health. 
But what it still yearned for was a grip 
over the cardiac care segment. 

It makes business sense. Vishal Bali, 
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vice-president of Wockhardt Hospitals. 
the healthcare subsidiary of the Rs 
1,300-crore Wockhardt Pharmaceuti- 
cals, says that cardiac procedures ac- 
count for 60 per cent of all surgeries 
done in India today. 

With this sort of an opportunity in. -> 
mind, Shivinder had built the Mohali - 
hospital around a specialisation in car- 
diac care. He had hired talented sur- 
geon Achintya Moulik from the Massa- 
chusetts General Hospital of the US to 
head the cardio-thoracic unit at M 
hali. Moulik went back to the US 
March 2005. But even when he had 
Moulik, there was no way Shivinde 
could surpass the reputation Dr Trehan ` 
and his team had built for Escorts, 

So when Escorts came scouting fora 
buyer, Shivinder pounced. And he . 
sealed the deal after only two monthsof 
negotiations (see interview on page 52). D 

With Escorts in its fold, Fortis now = 
has only one player ahead of it — 
Apollo, the largest corporate hospit 
group in South Asia which owns an 
manages some 7,200 beds in 32 hospi 
tals. With 80,000-90,000 surgeries a 
year, the Rs 1,000-crore Apollo is head 
and shoulders above any other corpe 
rate hospital in the country. But giving. 
Fortis the fiercest competition would. 
not be Apollo — it would be Wockhardt 
Hospitals, the group it dislodged from 
the No. 2 spot. » 

One of the trumps Wockhardt has. 
over Fortis is international accredità- > 
tion. Today, that is a must-have forany ` 
hospital that wants a piece of the action ; 
in the global medical tourism market, 
which Businessworld estimates to be. ` 
worth more than $67 billion now. 

Wockhardt has a tie-up with the 
Harvard Medical School's consultancy 
unit for upgrading its standards. Armed = 
with that, it has undergone inspection 
by Joint Commission International (JCD 
of the US, whose gold seal carries alat of 
weight in the medical tourism market. 
The result should be out sometime 
soon. Apollo Indraprastha already has ` 
the seal and Apollo Chennai islikelyto 
go for the inspection early next year. 

In this milieu, the lack of accredita- 
tion for either Fortis or Escorts casts á 
lesser light on them. Shivinder assures 
that both Fortis and Escorts are gearing 
up for the accreditation. In fact, Fortis 
Mohali was built according to specifica- 
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Category 
(Rs crore) 


Ophthalmology 


| TOP THERAPEUTIC OPPORTUNITIES IN INDIA 
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tions necessary to implement JCI stan- | in Mumbai, but the talks are believed to 


dards. But the timeline for either is not 
clear. Shivinder says that his hospitals 
are already following world-class 
processes. Fortis has followed interna- 
->> tional protocols set by the US-based 

_ Partner's Healthcare, a consultancy. And 

~ even without any accreditation, Fortis 
{including Escorts) claims to have an 


1 :*- outcome rate of 98 per cent and an in- 


fection rate of less than 1 per cent. But 
last year, even Escorts beat Fortis to the 


medical tourism stakes — it got 550 for- | 
(DDA). And DDA has now served Es- 


eign patients as against Fortis's 250. 

... The competition will really pick up 
` ` when Wockhardt enters Delhi in 2007. It 
now has six hospitals. To get more med- 
ical tourists, it has signed agreements 
with eight international insurers, At the 
same time, it has tried to retain a pan- 
India focus and has targeted some non- 
metro cities. After hospitals in Banga- 
lore, Kolkata and Mumbai (two), it has 
. put up centres in Nagpur and Hyder- 


abad. Coming up in 2006 is a second | 


hospital in Bangalore. 
Fortis, too, wants to reach out geo- 
graphically. Shivinder reckons that his 
group, which has got a firmer grip over 


S -the north Indian market now, will take 
"another two years to become a national 


.. player. Last year, he was said to be inter- 


.. ested in buying the Asian Heart Institute | 


Approximate projections for medium-sized facilities (4 theatres, 100 beds; 50-bedders for opthalmology and minimal 








have fallen through. | 

Shivinder's immediate worry is not 
expansion, but integration. He will have 
to weld the young and ambitious Fortis 
group with the old and established Es- 
corts. He plans to maintain status quo 
on the Escorts brand at present. In clini- | 
cal excellence, the Escorts legacy carries | 
more weight. Also, the land on which 
Escorts Delhi is built was leased to the 
Escorts Trust at a concessional rate by 
the Delhi Development Authority 





corts a notice to evacuate the land. (For 
more on the legal tangle, see ‘The Battle- | 
ground; BW, 24 October 2005.) | 

Singh is confident of the future — | 
with Escorts as a major part of the | 
group. But the most important element | 
would be how Fortis handles Dr Trehan. | 
Itwashe who built Escorts in 1988, com- | 
ing back after stints at the NewYork Uni- | 
versity Medical Center and the Bellevue | 
Hospital in the US. And he has been | 
with the hospital ever since. | 

For now, both Dr Trehan (see “It's Still | 
Escorts Hospital, BW, 24 October 2005) | 
and Shivinder are insisting that it's busi- | 
ness as usual for them. Dr Trehan andhis | 
team would continue to run Escorts the | 
waytheyhavebeendoinginthepast. — | 

But there are reasons to worry. At | 
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access surgeries) 


Source: Hosmac 


present, Dr Trehan is also looking after 
the financial closure of his dream pro- 
ject, a Medicity in Gurgaon, for which 73 
acres has already been allotted to him by 
the Haryana government. Fortis, which i 
has similar plans, is exploring the possi- * 
bility of a joint Medicity project with Dr 
Trehan. But once the facility comes up, 
would Dr Trehan have time for Escorts? 
At the moment, both sides are tight- 


| lipped about the project and the possi- 


bilities beyond. 

Even ifhe leaves, its unlikely that the 
other doctors would leave en masse, but 
it would surely dent Escorts’ appeal. 

Desai of Hosmac says: "It makes 


| sense for them to be together for atleast w 


a couple of years. Fortis can integrate 
the hospitals into the group smoothly 
and Dr Trehan gets the necessary time 
to get the Medicity project off the 


| ground — unless they decide on a part- 


nership, which could benefit both." 
For now, Shivinder is harping on the 
synergies he can draw between Escorts 


| and Fortis, and says there is no reason 


forthe acquisition to sour. But there's al- 


| ways a risk with an acquisition. "If for 


some reason the acquisition sours, it. € 
will be a setback. But that's a risk well 
worth taking today," says Shivinder. Af- 


| ter all, such an opportunity may not 


come around in along while. B 
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* Get ‘groomed, form a team - 
1deate, Develop. Business Plan and Incubate 





NirmaLabs is a not-for-profit Section 25 company set up by Nirma Education 
and Research Foundation with an objective to nurture aspiring entrepreneurs 
to build promising technology start-ups. At NirmaLabs, you're groomed (on 
payment of fees) to identify an idea, understand hi-tech markets and 
emerging technologies, gain insights of high-growth businesses, form a team 
and create a business plan, develop value proposition during incubation, 
interact with mentors and venture capitalists and spin-off to start your venture. 
Each incubated project gets seed funding upto Rs.20 lakhs and each 
team member gets sustenance of Rs.8000/- per month. 


For details visit www.nirmalabs.org 






“| was very impressed by what i 5 Labs, 
cannot recall hearing about an whing a quite tke i | anywhere in the 4 
certainly not in Asia." 


Directe. 
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Where aspirations become reality 


NirmaLabs 


Nirmalabs is approved and funded as a Technology Business Incubator 
by the Department of Science and Technology, Govt. of India. 


NirmaLabs, Nirma University Campus, Gandhinagar-Sarkhej Highway, Ahmedabad 382 481, india. Ph.: (02717) 241900-04 Fax: (02717) 241916. 
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HEALTHCARE 





‘M&As could 
mean longer 


Expect to hear more from Shivinder 
Mohan Singh in the coming months. 
This media-shy younger son of 
Ranbaxy founder Parvinder Singh 


has just struck the largest healthcare | 


deal in India. And as joint managing 
director of Fortis, he is looking for a 
pan-India presence. He talked to 
Businessworld about life after the 
Escorts deal. Excerpts. 


E When did you plan the Escorts deal? 
W It's difficult to plan an acquisition. We 


had always wanted to be a dominant | 


player in north India and have our 


chhaya (shadow) over Delhi. But it was | 








not till we knew that Escorts was on the 
market that we started speaking. Nego- 
tiations started only two months ago. ... 
It was not that we targeted Escorts. 


W Are you keeping the Escorts brand? 


| Œ Escorts is an independent brand. For 


the time being, there will be no change. 
The doctors will continue in the way 
they have grown. Doc (Dr Naresh Tre- 
han) is a part of Escorts. It's his baby. ... 
He will continue to run Escorts the way 
it has been running. All agreements and 


linkages of Escorts will continue undis- | 


turbed. Nothing is changing. 
W Did you offer to buy out Dr Trehan's 
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10 per cent share too? 
E No, we did not. The deal was with Es- 
corts and Rajan Nanda. 


W Whatare your plans for accreditation? 
li Our primary reason for accreditation 
is to make our systems better. For us, ac- 
creditation is not for getting medical 
tourists — that's a spin-off. Both Fortis 
and Escorts are working towards [Joint 
Commission International's] accredita- 
tion. The process has its own timeline. 


W Does Fortis have the expertise to man- 
agea group that has grown so fast? 

W Of course. We are recruiting and giv- 
ing people the opportunity to be part of 
an exciting growth story. Management 
recruits are being trained in the culture 
and systems of Fortis every day. On the 
clinical side, we have no issue at all. 


W Will you share clinical expertise be- 
tween Fortis and Escorts? 

lli Systems can be moved, not doctors. 
In any case, it is essential to consider the 
reasons to be within a group. When we 
were considering the Escorts deal, we 
spent a long time discussing synergies 
— the likes, dislikes and values. 


W Are you looking at other acquisitions? 
Wi Our agenda is to be in the national 
market in the next few years. We will take 
the mergers & acquisitions (M&As), 
greenfield (new hospitals) as well as 
brownfield (growth with existing hospi- 
tals) routes. We will not enter every mar- 
ket, but we plan to be in every market we 
consider important. 

Thereisan upside and a downside to 
M&As. While it gives you a lead and 
faster growth, it could also mean longer 
periods of integration. The important 
thing is that the business has to fit your 
plans and your culture. So each step has 
to be decided by the case. 


W Fortis is planning a Medicity in Gur- 
gaon. So is Dr Trehan. Are you consider- 
ing a joint project? 


| 8i Docs plans and our plans for Medic- 


ity are almost the same. It could be done 
jointly. We are in discussion with Doc on 
this, but cannot comment yet. uw 





For the full text of the interview 
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To perform at a higher level, you have to shatter certain myths. 


And the only way to do that is by harnessing the power within. 


Turbo Diesel. Petrols new role model. 


That's exactly what the new Indica V2 Turbo diesel does. 
It redefines the performance of diesel cars. 

y With 68 PS of gut-wrenching power, backed by 13 kgm of torque, 
the Indica V2 Turbo diesel will leave petrol cars fading into the 
backdrop faster than you can imagine. 


Test drive it today and discover the new power of diesel. 
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ams UNIVERSITAS 21 


SEP GLOBAL 


BUSINESS SCHOOL FOR GLOBAL LEADERS 


niversitas 21 Global (U21G) is 
! | the world’s premier online 
Graduate School established 


by Thomson Learning and a network 
of 16 well-known international Uni- 
versities from the four continents of 
Europe, America, Australia and Asia. 
Since the launch of its globally 
recognised Master of Business Ad- 
ministration (MBA) program in 2003, 
U21G has enrolled over 1000 profes- 
sionals from 45 countries for its 
graduate programs. 


In addition to the full MBA degree 
program, U21G has a number of al- 
ternative programs. The Executive 
Certificate programs and Executive 
Diploma program are designed for 
professionals who wish to focus on a 
specific area or who do not have the 
time to undertake a full MBA. We also 
recently expanded our program of- 
fering and launched the MSc in Tour- 
ism & Travel Management in part- 
nership with the distinguished Uni- 
versity of Nottingham. 


Our graduate programs are tar- 
geted mainly at working profession- 
als and busy executives and are 
ideal for such professionals who 
qualify for top quality campus-based 
graduate programs but just cannot 
afford to leave their jobs and family 
to pursue their aspirations for higher 
education. It provide students with a 
first-rate graduate degree in man- 
agement and are developed by re- 
nowned subject matter experts 
around the world, who not only have 
earned PhDs in those subjects but 
have extensive publication and 
consultancy experience to their 
credit. The high quality programs are 
endorsed by U21pedagogica, the 
quality assurance body established 
by the founding Universities which 
conducts stringent quality control on 
the subject content, the faculty se- 
lected to teach the subjects as well 
as the selection and admissions stan- 
dards of our students. The entire 


Global MBA 


for individuals aspiring to be 











Dr. Mukesh Aghi 
CEO, Universitas 21 Global, Singapore 


program is conducted online allow- 
ing students the flexibility of doing 
the program at their own time and 
pace, without affecting their current 
lifestyle. 


The graduate programs offered 
by U21G have been well received by 
many corporates around the world 
including Intel, Maersk Shipping, 
Hewlett-Packard and in India our 
corporate alliances include Aditya 
Birla Group, Tata Consultancy Ser- 
vices, Satyam Computer Services, 
for their middle and senior level 
managers, to equip them with the 
latest management techniques so as 
to help the organisations compete 
in a global environment. 

Some of the benefits of Universitas 
21 Global graduate programs 
include: 

Globally recognised qualifications: 
The degree certificate awarded by 
U21G bears the crests of all 16 top 
ranked member Universities. 


International Faculty: U21G 
graduate programs are taught by 
some of the best professors and re- 
nowned academics from different 
Universities and from all over the 
world, who are recognised for their 
contributions to the subject matter. 


Global Leaders 


Cost Effective Learning: eLearning 
maximises the return on investment 
for students as the capital outlay for 
an online program is less than a cam- 
pus-based education as students will 
save on long distance travel costs, 
overseas accommodation and other 
living costs if the program is pursued 
abroad, and more importantly the 
loss of income should the students 
leave their jobs to pursue the pro- 
gram full-time. 


Global Network for Global Ca- 
reers: The student support team at 
U21G is dedicated to helping the stu- 
dents in creating personal and busi- 
ness networks and building a U21G 
student community through Student 
Chapters. It also focuses on provid- 
ing industry interaction and place- 
ment opportunities to help students 
expand their careers across the 
globe. 


U21G has a rolling admission policy 
with applications welcomed through- 
out the year. The entry requirements 
and eligibility criteria for U21G pro- 
grams includes a Bachelor's degree 
from a recognised university; a mini- 
mum of two years management or 
professional experience for appli- 
cants with a GMAT score of at least 
600 or a minimum of three years 


management or professional expe- y. 


rience for applicants without GMAT; 
and English proficiency. Scholarships 
are offered on a case by case basis 
and to selected candidates who meet 
the academic excellence criteria of 
the graduate school. Loan facilities 
for applicants who have been 
accepted to the program are also 
available through the Bank of Punjab. 


Universitas 21 Global has offices in 
Mumbai, New Delhi and Bangalore. 
For additional information or to speak 
to our local representative please visit the 
campus website at www.u21global.com 
or call toll free 1600 22 4321 (from mtnl 
lines only) 
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HEN Gillette wanted to 
launch a new razor in Sin- 
gapore a couple of years 
ago, it was in a bind. Its 
budget was too small for a 
full-fledged mass media 
campaign. So it decided to innovate. A 
few good-looking women were sent out 
on the streets armed with Gillette shav- 
ing kits. Their brief was to look for men 
with stubbles. Over the next few days, 
these women went to popular hangouts 
looking for men in need of a shave. Not 
surprisingly, they found many. The 
queues of men waiting to be shaved cre- 
ated a buzz in the city state and handed 
Gillette a bigger public relations cam- 
paign than it could have ever paid for. 

This is an example of promotions or 
promo marketing at its best. At a more 
rudimentary level, a promo could just be 
a discount or a contest. And chances are 
that you have availed of at least one 
promo offer recently. Whether you are 
shoppingat Big Bazaar, sipping a brewat 
Café Coffee Day, or watching a movie at 
Inox, some brand or the other is always 
pushing a promotion at you. According 
to a survey by Mudra group company 
Kidstuff Promos & Events (see ‘Making 
Promos Work), 84 per cent of urban In- 
dians have participated in some promo 
or the other in the last two years. 

It shows. The money spent on pro- 
mos in India has quadrupled in two 
years to Rs 1,000 crore in 2004-05. That's 
almost a tenth of the Rs 12,000 crore or 
so spent on advertising — almost all of it 
on mass media — in the year. But 
though it's on a small base, promo 
spends are growing much faster than 





As TV spots and 
full-page print 
ads lose sheen, 
Indian marketers 
are increasingly 
turning to 


promotions. 
By Aditya Khanna 
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Promotions which 
customers like 


Buy one get one SNS 54 | 


Value-added pack a 40 
Free samples ENS 30 
Premiums EE 28 
Discounts E 28 
Contests BEN 17 


96 of respondents 
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Reaching the target group 


Malls ERES 31 
Stores BEEN 51 
| Redemption centres HE 13 
| Direct home contact Hl 8 

Amusement parks Ill 5 
Market kiosks BN 17 
Over the phone § 2 
Office MI 8 


% of respondents 
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MARKETING 


mass media spends. Pankaj Wadhwa, 
CEO of Kidstuff Promos, says: “Earlier, 
clients saw us as mere implementers. 
Now, we are expected to integrate the 
brand's values just as it's done in mass 
media campaigns." 

Three factors are driving this growth. 
The first is the increasing clutter in mass 
media. To cut through it and push down 
costs, marketers are increasingly look- 
ing towards non-advertising options. 
The second factor is the evolution of re- 
tail formats in India — shopping malls, 
pubs, restaurants, multiplexes and cof- 
fee shops. These make it easier for com- 
panies to connect with their target audi- 
ences. Says Neeraj Roy, CEO of Virtual 
Marketing, the owners of Hungama.- 
com: “Promo marketing is, by default, 
one-on-one. And retail provides brands 
a place to connect." 

The third factor is the proliferation 
of digital media. With 65 million mobile 
phone users and 6 million Internet con- 
nections, several brands are finding a 
new way of dealing with mass media 
clutter in digital media. "Digital media 
promotions allow brands to communi- 
cate with younger audiences. Brands 
want to learn the medium so that when 
Internet subscribers (in India) grow to 
about 20 million in the next couple of 
years, they know what works and what 


METHODOLOGY 


HE Promo Survey 2005 was com- 

missioned by Kidstuff Promos. It 
was conducted in 10 cities across India 
and covered 1,797 customers and 738 
retailers. Among the retailers, 193 were 
departmental stores and the rest were 
groceries. Among the customers, 52 
per cent were in the 22-35 age bracket, 
and 64 per cent were male. The respon- 
dents were interviewed one-on-one at 


£ 
4 
k 
^. Vipul Prakash, Pepsi: "We use promos to engage our customers for longer" 
* 
How customers participate 
Past behaviour Future preference 
Contest wawww 70 Contest RWG EGS 44 
On ground NENNEN 21 On ground KS 36 
Phone BEEN 21 Phone BE 10 
x 
Mail BB 14 Mail BENE 10 
Online Bl 7 Online EE 10 


96 of respondents 





96 of respondents 
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shopping malls, offices and residential 
marketplaces. 


Source: Kidstuff Promo Survey 2005 




































“doesn't” says Alok Kejriwal, CEO of 
- Contest2win.com (C2W). 


eady used. Throughout the 1990s and | 
the early 2000s, some of the largest mar- 
keting service groups bet their own 
growth on that of non-mass media 


_ spends. WPP Omnicom and the Inter- 


2 : public Group aggressively invested in 
`` companies that offer so-called below- 


-.. the-line services — events, promos, di- 
. rect marketing and so on. The bet paid 
.. off. In the US, promo marketing spends 





|. Surpassed mass media spends two years 
ago — companies spent $213 billion on 
... traditional advertising and $231 billion 
-.. on promo marketing. In Australia, the 
- shift happened in 2000, when promo 









80% would try a brand if an offer 
| is available 


5 With this, Indian marketers are get- | 
ting on to a trend that others have al- | 


eph 0 


or increasing sales. It was for engaging 


| ourcustomers for longer." 
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i 
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Customers are receptive towards 
sampling 


But Samsung is spending Rs 30 crore 
on promos this Diwali in a bid to gener- 
ate sales of over Rs 650 crore. Insurer 
Tata-AIG, on the other hand, does pro- 
mos to generate leads. "Our conversion 
rates (leads to sales) are the highest on 
the Internet. Customers are willing to 
take time to fill up the details," says Ro- 
hit Mull, marketing head at Tata-AIG. 

The second difference is the speed at 
which money is moving to the retail and 
digital spaces. The shift is worth noting 
because all media in India — television, 
print, radio and outdoor— are taking off 
at the same time. So, the fact that even in 
a relatively low-price mass media mar- 
ket marketers are shifting to retail and 








62% of customers seek the 
retailer's opinion before partici- 
pating in a promotion — 





Brands need to effectively use the 
retailer to communicate messages 





84% urban Indians have partici- 
| pated in promotions; 56% have 
won something at a promo 







With increasing clutter, marketers 
need to be innovative to reach out 
more effectively - 










| Only 30% customers willingly 
«give away their contact details 
because others fear data abuse 


| spends became 1.5 times that of mass 
.. media. Asa result, the revenue composi- 
. tion of most large marketing service 
^. groups has changed. WPP for instance, 
_ gets almost 60 per cent of its revenues 
-- from non-advertising business. 

: A similar trend is beginning to catch 
on here. Yet, there are major differences. 
One, in mature markets like the US 

or Australia, marketers need to be ex- 
- tremely creative for promos to stand out. 





Yn India, since the market for several 


products is still evolving, promos are 
_ more basic. "It (promo marketing) is ei- 
=; ther to extend the general experience of 
abrand or to power sales,” says Wadhwa. 
(s The idea behind Pepsi’s ‘Toss ka 
Boss’ promo during the 2004 cricket 


-. World Cup was to get customers to 


_ spend more time with the brand. Vipul 
_ Prakash, executive vice-president (mar- 
- keting), Pepsi, says: “This promotion 
|... was not for spreading brand awareness 





Marketers should seman and 
communicate privacy norms to 
customers and retailers 





digital is surprising. Till two years back, 
the Internet or mobiles or retail chains 
hardly figured on marketing plans. Now, 
they are prominent. 

A part of this has to do with the huge 
investments in both these areas. It's fu- 
elling fast growth in both the number of 
retail outlets and the amount of digital 
options available. Add to it the competi- 


tion in those spaces — say, among cof- | 
fee chains, Many of them are trying to | 


de-risk their revenues by actively seek- 
ing alternative sources like promos. 
Café Coffee Day's 243 outlets in 58 
cities allows youth brands to coordinate 
their messages across the country, says 


Sudipta Sen Gupta, senior general man- | 


ager (marketing), Café Coffee Day. So, at 
different times, consumers have found 
an Airtel’ drink or a ‘Liril’ Granita on the 
menu. Among film theatres, the growing 


potential of promos is, in fact, driving | 
! stubblesoff men much sooner. 


market consolidation to some extent. 
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That's because someone with 500-2,000 
screens is likely to attract a lot of promos 
froma variety of marketers. 

This is true for digital media too. 
Young Indians are spending more time 
in the virtual world. Therefore, brands 
want to connect with them in that 
world. Pepsi, for one, has doubled its 
digital media spends over the last three 
years. It claims that Web episodes (or 
webisodes) of its 'Oye Bubbly' cam- 
paign were viewed by 40,000 consumers 
within the first six hours of launch. 

Promotions on SMS alone gener- 
ated a chunk of the non-voice revenues 
for telecom companies last year. Now, 
there is talk of mobisodes (you guessed 
it — mobile episodes), which are sure to 
beused as a promo tool. 

Arguably, this engagement with re- 
tail and digital is greater for new cate- 
gories of advertisers like telecom and fi- 
nancial service companies, rather than 
for fast moving consumer goods com- 
panies. Most FMCG firms still run buy- 


| one-get-one offers. That, however, may 


have more to do with lack of imagina- 
tion on the part of stuck-for-growth 
FMCG marketers than anything else. 

The third difference between India 
and the mature markets is in experi- 
mentation. According to observers, the 
level is low here. In 2003, C2W tied up 
with Jet Airways for conducting in-flight 
contests. Now Tata-AIG, among others, 
has tied up with C2W for participating in 
such contests. But apart from these and 
a few others, there isn't much experi- 
mentation. That's primarily because 
marketers will take some more time to 
extract all they can from retail and digi- 
tal media; other options can come later. 

Also, India will remain a mass media 
country for a long time to come. Print 
and TV have just started expanding into 
inner India. "In cities which are digitally 
connected and which will see retail de- 
velopment, promos will take off. [But] 
the hinterland will be dominated by the 
mass media," says Roy. There, perhaps 
the digital theatre revolution can help in 
aggregating film retail (see'Beaming The 
Blockbusters, BW 24 October 2005). 

Roy reckons promos will increase to 
30 per cent of the total ad spend in India 
in 4-5 years. But it will take much longer 
for it to overtake traditional media, We 
may get to see beautiful women shaving 
a 
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Your potential. Our passio! 
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Five minutes to 
showtime guys. 
Good luck. 






But Gaurav was 
supposed to 
compile the data. 
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The TEAM'S NOT WORKING AS A TEAM era is over 








Microsoft® Office has evolved. Have you? After all, the way we work has changed. 
As everyone gets busier, teamwork gets harder. That's why the latest version of 
Microsoft Office allows easy access to Team Workspaces. Now the whole team can 
access the same documents, schedules, and announcements regardless of their 
location. It's a new world where the old barriers to teamwork have simply gone away. 
It's time to evolve the way you work. Discover how at microsoft.com/india/office/evolve 


t We've got Office 2000. Should we upgrade? 
i 
1 B. 


© 2005 Microsoft Corporation. All rights reserved. Microsoft, the Office logo, and "Your potential. Our passion." are either registered trademarks or trademarks of Microsoft Corporation in the United States an 
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Neil Ridley, director, Ove Arup & Partners 


The automobiles of 
the future may be 
driven by keyboards' 


VEHICLE design is influenced by 
many factors — fashion, furniture, 


architecture, movies, or even politics. 


For instance, it's said that the Iraq 
war has inspired a hard-edged, 
boxier car design exuding military 
influences. The energy situation also 
plays a big part in automotive design 
— in the mid-20th century, 
Europeans had to build small cars 
because of fuel shortages, while 
Americans could afford to ride 
around in behemoths. 
London-based Ove Arup & 
Partners is a big name in automotive 
design. In recent years, Arup has 


come up with radical designs like the 
Irizar coach, where it redefined 
comfort by creating a large entrance, 
wider than average steps, distinctive 
seating and luggage racks. 

It has also helped car makers 
crash the time taken to manufacture 


by working on design, material 
| selection, extrusion size, and 


alternative welding techniques 
simultaneously. For instance, Ford's 
1960s-inspired GT, designed to pay 
tribute to a famous race — 24 hours 
of Le Mans — was completed in just 
24 months. 

Arup's portfolio does, of course, 
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extend far beyond automobile 

| design. Indeed, it is better known for 
its civil engineering marvels. 

| Established in 1946 by the British 
born son of a Danish diplomat, Sir 

| OveArup, the firm today has 79 
offices across 32 countries and is the 
creative force behind many of the 
world's most innovative projects and 

| structures. 

India and China are important 

| pitstopsfor Arup these days. Just 
two months ago, it bagged a project 
for creating the master plan for 
Dongtan, the new Manhattan-like 

| township planned near Shanghai. 

In India, Arup will have a hand to 

play in the Hyderabad International 
Airport, providing engineering and 

| architectural design services. 

| Businessworld's Gina S. Krishnan 

caught up with Neil Ridley, director, 

Ove Arup, during the London Design 

Week recently and interviewed him 


B On Arups transportation work 

E Welookat designing as well as brand- 
ing strategy in transportation. We do 
both high quality and high volume 
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that last life long. 





A relationship that has become stronger over time. A bond of trust that 


has lasted for 85 years and several generations. A presence that spans 


over 2000 branches. Making us India's fast growing national bank. 


www.unionbankofindia.com 
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work. We do styling, sketching, engi- 
neering, CAD CAM... At a very early 
stage of the design — two to three 
months into it — we are able to dictate 
the course of the manufacturing of the 
car. We have a material consulting 
group. We also have an industrial facility 
and we manage our logistics — we can 
take the car to the factory and give 
turnkey solutions to the client. Arup 
does master planning for buyers across 
Detroit(US), China, Japan and the UK. 

We also help urban planners on de- 
signing transportation for cities. 

The advantage of working across 
markets is that we are able to give our 
clients a perspective on each market. We 


quickly. The styling also has to be feasi- 
ble. It has to revolve around the target. 
Structural requirements — such as ‘best 
in class, cost and weight targets — have 
to focus on the target class and have to 
make a strong business case. 

An automobile is a fashion item. 
People hold on to cars for two to three 
years and then want to upgrade as their 
aspirations grow. 

We work with companies and their 
teams instead of doing a ‘black box’ 
thinking where design is dictated by us. 
We try and think with them. Therefore, 
the development process has to be rig- 
orous. And the companies have to get to 
the front end very quickly. 








“The window of opportunity is so small and the time to market the product so 
long that you have to get the product right the first time,” says Ridley 


are able to make a complete car. We can 
utilise many common products. We do 
platform engineering, not ‘bridge engi- 
neering’. But using platform engineer- 
ing does not work for every market. 


BMW Mini is a case in point. It is a very | 


fashionable product. It evokes memo- 
ries of the earlier Mini. But each car is 
different. The base model of the Mini is 
£10,000 and then it can be personalised 
to every persons taste. 


W On the challenges in automobile 
designing 

W The investment in the automobile 
sector is large, so the product has to be 
right and the payback also has to come 


| lB Onreaching out to different markets 
W We have worked with the Tatas earlier 
and we have a huge interest in India. It is 
a market which is going to explode be- 
cause of infrastructure growth. Indian 
consumers want all that the rest of the 
world has. Typically, our strategy has 
been to help grow the internal market as 
well as look at markets across the world. 
For Indian companies, there is a big 
opportunity if they can come up with 
the right product. But the entry strategy 


stays longer than the product. And it 
takes a long time to change perception. 
The Chinese, Korean and Japanese — all 
have the same issues. However, they 





BUSINESSWORLD 62 31 OCTOBER 2005 


has to be right the first time. Perception | 





have made significant investments now 
in understanding the European market. 

The Tatas have been selling pick-up 
trucks in the UK for many years. Mahin- 
dra got its jeeps to the UK twenty years 
ago. So it is a market that is known to 
them. But they have not been able to go 
beyond that. They may have to under- 
stand how automobile marketing func- 
tions in the rest of Europe. For example, 
dealerships are very important in Eu- 
rope. (Cars are not only bought and sold 
but also serviced at dealerships.) So a 
good understanding of the way market- 
ing and maintenance function in Eu- 
rope is necessary. 


W On the future of automobiles 

Bi We are taking a cue from the younger 
generation who will be the drivers ofthe 
future. The 14-16-year-olds are so savvy 
with keyboards that the automobiles of 
the future may be driven by keyboards 
instead of steerings. The concept of 
‘drive by wire’ could work. Maybe you 
could have a joystick to navigate and 
touch buttons to drive the car. 

The window of opportunity is so 
small and the time to market the prod- 
uctsolongthat you have to get the prod- 
uct right the first time. 


W On alternative fuels 

W Alternative fuels have to be made 
fashionable and aspirational. Right 
now, automobiles using alternative fu- 


| elsare considered the second best. For 


the future, it is necessary to understand 
the need for alternative fuels in automo- 
bile. At this time, we cannot say which 
route will work. Fuel cells are being ex- 
plored, though the application is too 
complicated for a car and may be viable 
in 20 years. At this time, hybrids are nota 
solution, but they are a bridge to the 
next step. They can be used to make al- 
ternative fuels fashionable. 


W On India and China 

E Europe has a 100-year-old history in 
automobile designing, Japan is 40-50 
years old and has learnt from the best to 
top J.D. Power (best known for its rank- 
ing of automotive products and ser- 
vices). Koreans are catching up fast — 
from nothing to quality cars has been a 
bigleap for them. The same will happen 
with India and China. There are hardly 
any quality differences now. E 
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Book your space at INFOCOM 2005 
- the country's biggest IT event - and reap great rewards. 


The biggest IT event in the reach out to your future 
f Conference & Exhibition : . 
country with the biggest prospects. Simply put, this 
names in the industry, December 7-11, 2008 + Calcutta s India is your chance to make your 
1,50,000 sq. ft. of fully air-conditioned halls. name, advertise your wares and start 
Broadband Internet connectivity. This is growing. All at one go and at one place. 
what Infocom 2005 is about. It is the best Come book your space. Because if you've 


opportunity ever to talk shop, network and got anything to do with IT, Infocom is it. 


Stall size: 3m x 3m or 6m x 5m and multiples 

Contact: Rudrashis Nag (Calcutta): 098313 10118, Anita Mazumdar (Delhi): 098103 31309, 
Anusuya Roy (Mumbai): 098209 99280, Raja Mitra (Bangalore): 098860 19111, 

Rajib Reddy (Chennai): 098410 33442 

E-mail: infocom2005@abpmail.com; Website: www.ndiainfocom.com 


Conference: Hyatt Regency, Calcutta. 
Exhibition: Salt Lake Stadium Grounds, Calcutta. 


Read Business. 
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Ravi finds Anuj's script lack- 


ing emotions. But Shantum 
says: "Emotions may bring 
viewers to a TV commercial, 
but not sales for a brand." 


MEERA SETH 





NUJ dozed in front of the TV as his mother 
sat on the edge of the sofa watching the 
nth re-run of Indian Idol. Voices and 
gripes sailed in from the kitchen. His 
six-year old son was griping for a Coke 
and his wife was giving him all the wrong 
reasons why she would not give it to him. 


The tension eased as his wife gave up her stance. Muffled | 
voices, promises extracted, a peace pact made. He openedhis | 
eyes to see the tear stained boy holding a beaker in his hands, | 


scuttling to his daadi. In the background, his wife was wagging 
one holy finger at the boy, reminding him of his promise to do 
his ‘2+2’ at 4 p.m. sharp. 

Anuj shut his eyes again... fresh voices assailed him. Nowit 
was his mother and the boy. “See what I am drinking, daadi,” 


said the boy. Anuj opened one eye again to see the boy climb | 


into her lap. Mother was saying: “Show me...” and then she 
asked for a sip. Anuj saw his mother take a sip from the baby 
beaker. “Not bad, “she said. “Want to try mine? But one sip 


only OK? No cheating.” Anuj opened both eyes and leaned for- i 
ward. His mother had tilted her glass of nimboo paani for the | 


boy to take a sip. The boy took one huge sip, then put his 
beaker down and drank up her nimboo paani. 

Anujcame alive and awake. This was a great moment of re- 
alisation. He had found a path. All of last week he had spent 
trying to find a grain of an idea for the nimboo paani TV com- 
mercial. Of course, the ad agency had come up with three 


story ideas but Anuj had found them weak. So he tried to visu- | 
alise the communication himself. But everything he wroteap- | 


peared silly. Restless, he walked around the city, around mar- 


| ket places and malls, in colleges and theatres, standing insur 








i 





| foraCoke. And he made copiousyotes. 














reptitious corners of supermarkets examining how peo plebes. 
haved in moments of sweaty humid heat. He paid closer at= 
tention to what his wife said each time their six-year old asked ` 





And now Anuj was delighted. He had got his cues from ił 
interaction between his son and mother. He would develop 
the broad story idea and get it tidied up by his ad agency. 

A week later the script for the nimboo paani (now tenta» 
tively named 'Limone" read: 

Location: Supermarket B 

Elderly granny is pushing an empty cartlookinglost..taps | 
asalesperson on his shoulder and says: “Beta, is it OKif T takea 
drink from this shelf but pay for it when I check out?” 

Salesperson says: "Why, of course, ma'am." He reaches for 
aLimone, then conscious of the sales training he has received, 
puts it back and asks her: “Which one do you want?” 

Granny sees Sprite, 7-Up, Limca...then says: “Balt 
meetha hai, and 1 don't like gas... kuch aur hai jismein nimboo 
ho? I need to take lots of vitamin C, these bones are healthyto- | 
day at 65 only because I take nimboo paani daily beta... so do ` | 
you have any nimboo paani?” 

Salesperson smiles and bends down to pick up Limone 
again, and when he stands up, he sees a... 

Teen Boy: A 19-year old boy withafuzzofamoustache.He | 
is hip and cool, i-pod hanging at waist, ears plugged. Cladin : 
baggy bermudas, floral sleeveless T-shirt, cool haircut, 





| loafers... (We see this because granny looks at this boy over 


through her myopic eyes.) The boy is well-built, looks healthy, 
good skin, no acne, thick mop of hair, good teeth. He has al- 
ready picked out Limone for granny and says: "Grans, this is 
cool, this is awesome, drink it and you will swing like me!” 

Little Boy: Granny's grandson, comes running and says: 
"Naani, isko taste karo, bahut cool hai. But naani, one sip only 
OK? No cheating. He has a bottle of Limone. 

Granny smiles that gorgeous smile that only old ladies can + 
ever possess. Her teeth show and you see good teeth... She — 
turns to the sales person and asks; “Isme hai kya?" 

The boss of the supermarket, having seen this commotion 
on his hidden camera, now arrives and says: "Maaji, this has 
Mother Nature in her pure form." 

Teen Boy says: “Grans, this is a power booster, puts back es- 
sential body salts. I drink a litre after my daily workout." 

Young Lady (maybe 35) says: "If 1 am able to cook, clean, 
wash, serve, keep a job and yet smile, it's because of this pure 
lemon rejuvenator" and then adds in a whisper: "Especially on 
'those days' when your body is sapped!" and rolls her eyes. 

Granny says "Achcha?" and takes a large sip. 

Teen Boy says: “Way to go baby!" : 

Anuj was delighted with the script. The agency was gung .- t 
ho too. Overcome by emotion over his having made a path= 
breaking move, Anuj sent off the script to Ravi. Then, still... 
smitten with emotion, he presented the storyboard to his 
marketing chief, Shantum Misra. Shantum was overall happy 
with the thrust of the story, but said he would like to see some 
sensible models. Maybe even a different approach. 

Now things were taking shape and Anuj was effervescent. 
Three days later, dragging Ravi out for dinner, he said: “Did 1 


| tell you, Shantum loved the script? That's half the battle won. 
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© Nowlcan begin to think nimboo paani more seriously!” 
| > Ravi cautioned him: “You haven't seen my analysis yet. 
et's talk over dinner." Ravi explained how he had taken the 
ript apart scene by scene, picked out the emotion elements 
and put them into separate ‘bins’ like action, feelings, primary 
emotions, etc. Then he said: “I sent your script to my team in 
__ the US. We read the script and entered all the emotions we saw 
- objectively into our entertainment measurements software. 
_ Then for each scene we obtained a data report and, finally, 
-they were collectively evaluated. Let me take you through it. 
"Take the first scene of granny entering supermarket: “El- 
-derly granny is pushing a cart which is empty... is lost, myopic, 
etc. What are the primary emotions the audience sees? When 
they see Granny, the emotions they feel are that Granny is old 
_ and also weak, cue being her myopic eyes." Then, seeing 
 Anuj's expression, Ravi explained: "Don't panic. I am in the 
_ Shoes of the audience, and as I encounter an emotion, I enter 
the element I see, OK? We don't worry about the implications 
. Or anything. Next, she is ‘lost’ because of her bad eyes and the 
` huge supermarket, this is the context where Granny is operat- 
_ ing. This is the context in which Granny is introduced to me. 
The viewer also will observe the same things as I did. 
~ “In this manner, I have read the script further and entered 
~ the elements I see objectively. Please understand, at this stage 
_ there is no need for thinking or ideating. If we stop to think we 
will mask the truth with our perceptions, and that is bad.” 
Thus Ravi went on quickly tapping different scenes and 
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stating the emotional elements that the script left on the 
viewer's mind. On the scene with the teenaged boy, he said: 
“This scene leaves a lot of emotions raging in the mind of the 
viewer. The first is the primary emotion of youthfulness. In the 
feelings category we have elements of confidence, adorable, 
beauty, great body and funny. Then the viewer gets a small 
amount of visual appeal and this element we see in the exotic 
costumes and visage of skin. And what else? Hmm, here action 
elements of tease in the exchange between teen and Granny; 
and another valuable element, funny, was experienced.” 


| HEN grinning, Ravi said: “Get used to this kind of 
language. In our business we don't talk in grammati- 
cal English, but in emotional elements. So the lan- 
guage may sound weird at the outset, but soon you 
will get the drift." And thus Ravi went on dissecting the scenes 
into elements and their constituent emotions. Anuj was blank 
at times, happy at times, blank again, happy again. He was 
new to the process, but Ravi, in the thick of analysis, plunder- 
ed on. Then, sweeping the sheets of paper aside, Ravi pulled 
out another, which had some pie charts and bar charts, the 
“emotion categories reports” (see ‘Spread Of Elements’). 
“What you see is a wheel of colour, right? That wheel has to 
be balanced, for it is in the balancing of emotions that we get 
to a level of successful communication with the audience. To 
understand, let's examine the patterns that emerge from the 
emotional content of your script." 
Ravi began as Anuj started making notes. "In all, there are 
24 elements, of which 29 per cent are primary emotions and 
30 per cent are feelings. Very good; but this is exactly the 
kind of mix that needs a balance of story and visual el- á 
ements! Instead, they account for just 1 percent. “” 
The frequency of both these categories (visual 
and story) needs to be high.” 

Anuj now perked up and said: “Wait, 
what do you mean by visual elements? You 
say frequency of visual and story ele- 
ments needs to be high. Why?” Ravi 

replied: “Visual elements means that 

which appeals visually. Movies are vi- 

sual, so the elements add a lot of value 

to the story. Thus, all expensive pro- 
ductions are highly visual. Take Dev- 
das. It is more visual than Black, but 
Black was more about direction ele- 
ments, characterisation and feelings! 
“Astoryelementis more important 
than a visual element. You can have just 
story elements, but if you have just vi- 
sual elements it is not enough. Animal 
Planet is fascinating despite being docu- 
mentary in nature, because it has a story el- 
ement usually woven through the facts. Itis of 
the highest value when story elements are 
mixed with visual elements. We give the highest 
importance to story elements. If you hear a village 
story teller narrate the Mahabharat, it is still awesome 
because people will imagine Krishna and his escapades and 
fill the gaps mentally with visuals. The story teller weaves maya 
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in your minds with the story elements and the audience fills in 
the visuals. But if you just give them visuals, they will fail to reg- 
ister and recall after 20 seconds.” 

Anuj chewed his lip in deep thought, then said: “What you 
are saying is, high primary emotion content needs corre- 
sponding high story elements. My take is they have to becom- 
mensurate with each other. So, when primary emotion is high 
without an equal storyline, the script tends to be a bit too ab- 
stract for viewers... am I right?” 

“Absolutely!” said Ravi. “It does not matter what other ele- 
ments you have, but without elements from the story category 
you might as well toss the script out of the window! Your script 
has no visual elements, plus, there is only one story element 
and it happens to be a lecture on nimboo paan?! Audiences 
don't want a lecture, they want entertainment. Generally 
speaking, movies and ads should be highly visual. Whatever 

your other elements in the mix, add story elements and then 
watch the fun unravel itself. Likewise, there is no drama in 

. your script. Everybody is agreeing with everything; such a flow 

< jg actually monotonous! This never happens in real life unless 
they pay you to nod your head. In real life, when somebody 
says something, there is some resistance or some reluctance 
or some contradiction of some kind. We dont see that here. 


AM not saying there should be dissent. Drama means 

anything contrasting. Some examples are day vs nightor | 

a red rose on black and white video. Movie directors | 

know what I am talking about — it has to be dramatic. It 

means one moment it is mundane and, suddenly, the next | 

moment the heavens talk. Drama does not have to have any- 

- thing to do with the product; it could be built into the story. 

When people talk about the story, they will ask: "Hey, did you 
seethatad?" 

*Next, the script's feelings to actions' ratio is decent, but in 
numeric terms only. When you probe, you find that these are | 
simple low value actions: tease, select, choose, approve, ac- 
cept. But we need actions that make people sit on edge and | 
take notice, actions that make them tense, anticipate and hold | 
their breath. But we don't see that here. Are you with me? | 
Everything is predictable, calm, placid, expected. There is 
nothing to anticipate, nothing out of the ordinary, nothing 
that challenges the senses. This is why this ad is heading to- | 

wards ‘average entertainment value’. If you just have lots of 
emotions and no high value action elements, then what you 
have is ‘melodrama’ and we still fail the script." 

- Anuj was confused: “How do you conclude that? Why is 
melodrama not good?” Ravi laughed and said: “Melodramais | 
my favourite subject. What is melodrama? It is when nothing | 
really has happened, yet people are crying and it goes on for20 | 
minutes. But some events or actions must have occurred to | 
invoke some cluster of feelings, isn't it? So, if we see a lot of feel- 
ings without actions, then it is suspect! That is melodrama. 

“We see this in some Italian operas, where through musi- 
cals they bringing out the sorrow that is already in you. Be- | 
cause they are crying, we also cry; because they are laughing | 

--wealso laugh. It is called 'entrainment' (this is also a form of | 
entertainment). It is OK, but not one of the high entertain- 
ment values. It works to a certain extent, but not enough. Like 
I said, it's very suspect in the context of films. Hindi movies of | 





| high value emotion. 


| Events are carried word of mouth and that did not happe 


| viewer when he sees an event? Suppose you had to add some _ 









































Spread of elements 
Actions, 5 
Direction or editing, 2 
| — " " | oes 
Primary emotions, 7 | NNNM 
| Secondary emotions, 1 
Story, 1 
Video, 1 


$4 35 8 | 
Total number of elements: 24 











Drama MU (too low) 
Story 4% _ (00 low) 
Visual ea (too low) . 





Maximum occurring element: funny (3 times) and tease (2 times). Positiv 
to negative ratio: 60 


the past worked a lot on this. One S.D. Burman song and you — 
are weeping bucketfuls of tears, whereas all that is happening: 
is man is on a boat rowing to the other bank. Low value action, 


Melodrama works on the principle of entrainment, and. 
most directors know this technique when they use supporting . 
characters to emphasise reactions for the main actor's actions. 
‘Entrainment is the process of synchronisation, where vibra- 
tions of one object will cause another object to resonate at the ` 1 
same rate. External rhythms have a direct effect on the psy- — 
chology and physiology of the individual. Example: ifyougo 
to some funeral, even if you don't know who has died you will 
feel sad. If you go to a laughing club and see everybody laugh- 
ing you will also laugh, even though you never heard aj 
Entrainment, in this manner, will work to a certain extent 
it works greatly with reactions, helps in emphasis of the emo- - 
tions, and is very important. : 

“Oh... now Iam getting carried away by my favourite topic: 
Let's get back to the patterns in your script. OK, another big: ` 
one — I saw no big event take place during the entire script. A 


here. An example of an event is: somebody was tired andthey 
fell unconscious. Or like in theVicks ad when a school boy ge 
wet in the rain and develops fever. None ofthis happened. The — 
ad is simply taking place for the sake of an ad.” S 
Anuj groaned: "Explain this more, why is an event critical ` 
for impact? What does that have to do with selling my nimboo . 
paani, for God's sake? What takes place in the mind ofthe ` 


event in the ad; what would you add?” 

Ravi tapped his foot for a while, then said: "OK, one exame- 
ple. Let's say the little boy in your ad is in danger and he does. 
not know it; there is a villain in the mall who kidnaps kids. We 
can see the photo of the villain in the newspaper in the mall 
stands. The teenage boy sees it. Granny does not know; thevil- - 
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. gives Granny a drink of Limone as she wakes up, and then 


F talks about Limone. In this circumstance everybody wants to 


hear what the teenage boy has to say because he is a hero. We 
listen to heroes. That is what an event has to do with selling 


nimboo paani! Mobike ads used events a lot: a man gets on | 


_ bike, gives chase, catches thief, marries girl, stuff like that. We 


“see this in movies like Spiderman, and what a hit that movie 
was! Clocked more than $1 billion in box office revenue." 
Anuj made furious notes. He needed to get back to the 
agency and ask for changes. Ravi, who was still staring at the 
graphs, went on: “The script is above average, but it can be fur- 
ther modified to be a real winner. It needs to be improved in 


» drama, events, visuals and dialogues. Nice dialogues staple | 
_ the ad in the viewer's mind. Examples are: Shashi Kapoor in 
Deewar saying : “Mere paas ma hai." Or Gabbar Singh's “Arre O | 


Samba!” Bachchan's poetry in Kabhi Kabhi. Some ads carry 
memorable tag lines which have stayed with audiences for 
generations, like Lalitaji's famous "dekhiye bhaisaab" and 
` something about "sachchi cheez aur achchi cheez”. More re- 


- cently there is: “Daag? Dhoondte reh jaoogey!” Or take Dabur's 


“Yeh to maa ka tees saal se bhi purana raaz hai!” And what 


x . about Bajaj bulbs’ “Poore ghar ka badal daaloonga." These as- 
-. sociations are a treasure for brands. 


. “So what am I saying? Finally, we are aiming for a balance 
of emotions in all the categories and we don't want emotion 


.. frequencies to be skewed. As in life, the story also needs to be 
.... balanced. We can only find the balance by measurements. The 


` audience knows this intuitively, but they will not be able to say 
“where it is lacking, nor will they be able to say how to improve 
. the ad. So we have to measure. Architects, civil engineers, doc- 


© tors — they all measure, but the only industry where mea- 


surements are not done is the entertainment industry. No 


i . wonderthe failure rate is 90 percent! So do measurements be- 
. fore putting that money on air!" 


RIVING back to work, Anuj felt his head spinning 
with all the technical gobbledygook that Ravi had 
spewed. Three weeks ago, he had bought into 
Ravi's theory and, thus, developed a script which 


.. Was exciting and consumer-centric. Now Ravi was shooting 


“holes into it and getting acutely intense about emotions. “I 


_ have to sella bottled drink,” he thought. ‘There are so manyel- | 
. ements to worry about: pricing, promotions, brand building. 


Am I barking up the wrong tree chasing emotions? What is the 
value of communication, nay, appropriate communication in 
a brand's birth? He wondered. 
He had launched many brands in his life and they had sur- 
vived. Now, why this obsessive focus on emotions? Was it that 
life had changed and consumer perception of everything had 
become fine tuned? People are more sensitised to little 


-nuggets of emotion floating around. Why, even the movies | 
~ they were making these days were sharply focused on subtle 


. emotions, on behaviour, on feelings. So was it that? 
When Anuj put these responses before Shantum, he pooh- 


- poohed the whole approach, saying: "Sorry, what is this? How 
Can you sit there and tell me that you can input emotions into | ation and create another set of rules. 
_aboxasifit were a credit card and pull outa measurement as if 


p lain grabs the littleboy and heads to the door, then, Granny | 
falls and signals helplessly. The teenager rescues the boy and 


1 


i 











it were money?" 

Thereafter, the discussion assumed intense proportions. 
"Let me ask you," said Shantum, "can emotions be predicted 
anda successful formula worked out? This model is based on 
analyses of supposedly successful ads. How do you know that 
itisthead which worked for the brand and not other elements 
in the marketing mix? Aren't we, even today, having serious 
unresolved debates on the advertising to sales ratio as an indi- 
cator of ad efficiency? You are treading on thin ice, Anuj! 

Can emotions be predicted? My answer is no. In a given so- 
cial-cultural milieu, ‘successful’ emotions depend on what is 
happening around people socially, politically, and economi- 
cally. That determines the mood of people and, consequently, 
which emotion works. The mood may be depressed owing to 
the demise of a favourite person like Princess Diana, or bec- 
ause of unemployment. It could be frustrated, as is the case in 
India with corruption. Now, what you predict may well change 
in a few months, no? So where is the formula? It can change 
with 9/11, dotcom bust or boom ora Babri Masjid demolition. 


| Emotions of people are like weather — they can change very 


fast. People seek emotional satisfaction from cinema. How 
many times has Hindi cinema tried to make a new success for- 
mula and how many times has it been broken! Why? Because 
peoples emotional needs shift — unpredictably and fast. 

"Its easy to take a biased sample of successful movies and, 
in hindsight fit reasons as to why people loved it. This is where 
I raise another question. The outcome of these models is 
based on the answers given by people — rationalised answers 
as to why they liked a movie. In research situations, people will 
give ‘intelligent’ answers and the researcher never gets the real 
answer. It is widely known that the deep motivators/emotions 
cannot be expressed so easily or articulated. So they have to be 
understood by indirect means. 

“Even here, the techniques do not capture it well. It is 
known that music, smell and visuals trigger people more than 
mere words, but we cannot exactly understand these things. 


| You make some rules for success and soon they will be broken 


because they were not right in the first place. Or maybe they 
were right at that point in time, and shifts happened which 
changed the axis of evaluation. 

“And here's another point: you cannot have a formula for 
India because of its diversity. You will need to have formulas 
for regions: Chennai, Andhra Pradesh, Kerala, the Hindi belt, 
etc. Yes, certain emotions are universal, but regional variations 
exist. Any marketing guy doing different commercials for 
Chennai will tell you that. So, now, even if such a formula is 
right for movies, can it be applied to TV commercials (TVC)? 

“Once again, my answer is no, for two reasons. By applying 
the successful formula, the ad in question may move the emo- 
tional indices well. But for that to convert into sales is a dance 
around things like history of the brand, pricing, competitive 
context, availability and most importantly, word-of-mouth. 
Again, what is the definition of a ‘successful’ TVC? Second, 
even if we have a successful formula which seems to work, it 
will fail. Lots of brands will begin to churn out similar TVCs 


| and ‘differentiation’ (the basis of branding) will be diluted. 


Soon, someone will break these rules and establish differenti- 


“So, sorry. I am trashing your Reddy fellow's theory" — & 
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The author is director, FBC Media, a 
production house for television and 
branded content. He is also developing a 
feature film to be shot next year. 


THINK Anuj’ script leaves a lot to 
be desired. While it fits all the requi- 
site marketing needs, it does not 
hook me in. There is little or no im- 
pact. It is a brief that has become an ad. 

Itislike someone who puts together 
the various things which are required, 
and the end result is not a coherent, ele- 
gant solution. Once, Dr Frankenstein 
did just this and his resultant horror 
is there for the world to remember. 
This ad will suffer a fate worse than 
that if it has no impact and is uumem- 
orable. Anuj has happily completed a 
list of priorities, yet he is left with what 
we call a ‘manufacturer's statement’. 
Does it stop me from channel surf- 
ing? Does it take the viewer's mind 
off his income tax problems to 
focuson the ad? And, ideally, does 
it make me go buy the drink and 
wah wah about it the next day? 

I don't know. 

Ravi's critique is too compli- 
cated for me to absorb, but his sen- 
timent is the same as mine (without 
the technology, mind you). Anujs scri- 
ptis not entertaining or impactful. As to 
his statistical break-up, I didn’t grasp the 
complexity of the elements and, more 








importantly, I did not see a definite di- 
rection emerge from it, apart from the 
need for entertainment and impact. 

Ravi's spontaneous solution for the 
script also leaves me unmoved: the 
scenario is as correct to entertainment 
as Anujs script is correct for what the 
brand wants to say. Beyond that, it is 
pedestrian and the viewers have seen it 
(as he himself points out) too many 
times. There is no freshness. 

Unfortunately, I agree with most of 
Shantums analysis. Yes, the Hindi film 
industry has not been able to create a 
successful box office formula. But the 
reason for that is not the audience's 
emotional states changing, but the trig- 
gers to these emotional states changing. 
Yes, most research is given to providing 
‘intelligent rationalised answers’ — and 
is a poor substitute of the real environ- 
ment where the communication will be 
displayed. And, yes, we have not yet for- 
mulated an empathic matrix in which 
emotions can be precisely measured for 
universal audiences. I don't know too 
many writers who can pull off what is 
being asked for here. If I ask for a 30-sec- 
ond ad with all the required story, action 
and emotion percentages — along with 
the brands requirements of values, pre- 
sentation and usage — not many writ- 
ers will even attempt it. 

As a good writer should do, I'll start 
by whining about the brief. The essence 
of a good brief is precisely that: brevity. 
We are trained to be single-minded be- 
cause that is what allows communica- 
tion to be impactful and memorable. I 
don't see that exercise being done here. 
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Thesolutions presented by Anuj and 
Ravi don't really work for me. Ravi's 
technique is still, for me, a good analysis 
tool at best. In this round, it did not send 
me off in a clear direction, nor did his 
analysis shed any more light on the 
solution. Shantum is right in his scepti- 
cism because there is no insight; no co- 
herent, demonstrative direction or solu- 
tion presented yet that can help me 
change my way of thinking. 

My strategy for Limone would be to 
hype the health angle and make my 
drink as cool and funky as the others — 
and the way to launch would be to take 
them on, while legitimising my core 
proposition: NimbooPaani — an unpre- 
tentious, super cool and beneficial 
drink. Now, to find the most unexpected 
endorser that the category has seen... 


Limone Script 


A farmer drives in on a green tractor 
with a red trailer loaded with lemon. He 
stalks to camera and holds up a lemon 
and, with deadpan aggression, ad- 
dresses the viewer. 

Farmer: Yeh nimboo dekhey? Yeh hai 
tashty, fresh, healthy nimboo. [You see 
this lemon? This is tasty, fresh healthy 
lemon] Mai jaanoo. Mai ugata hoon. [I 
know: I grew it] 

Ab is tashty faresh nimboo se baney 
yeh (pulls out the nimboo paani pack) 
yeh darink! [Now this tasty fresh lemon 
goes into this lemon drink] Ishko kehte 
naya NimbooPaani. [This is known as 
new NimbooPaani] Ishko pee, sehat 
bana... [Drink it, be fit] 

Now the farmer looks off-camera, 
plainly disgusted, and then looks at the 
viewer again. 

Abyo company waaley boley ki ishko 

cool bole? Arra cool to hai hi! Pet ke? 
Yo damaag bhi thanda karey. [Now 
these company people want me to 
call it cool. Of course it is cool, not 
just for your stomach, but also 
your head.] 
Posh British-sounding voice- 
over (with the farmer asking you 
to listen carefully as he nods in 
approval and holds the pack): 
New NimbooPaani — tasty... tashty 
f-f-faresh healthy cool da-rink 
Farmer (leans into camera holding 
the drink): Agar koi na maaney to pedh 
pe chadha doon. [If anyone disagrees, 
I'llsend him up a tree.] E 
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Judging 
ideas 


The author left law school to join the 
Reserve Bank of India in 1988. He 
switched to advertising in 1991 and 
has been a creative partner in Capital 
Advertising since 1988. 


NGELINA Jolie, Cameron Diaz 

and Drew Barrymore came to 

me last night and jumped into 

bed with me. I was woken up, 
alas, by my two-year old son kicking my 
back. The Granny script, where con- 
sumers of all types enthusiastically en- 
dorse the product belongs to a similar 
pure fantasy-land. In this case, it is one 
of marketing managers. Shoot it and 
runit, and the consumer will swiftly kick 
them back into reality. 

The script lacks any element that 
can break clutter. It is long and ram- 
bling; its plot doesn't have anything to 
intrigue a viewer; it carries no in- 
sightful, big idea that can be sus- 
tained through the development 
of the brand. In a word, it sucks. 

A creative director at any good 
ad agency would take about 30 
seconds to evaluate a script like 
this. This is what he's paid to do. He 
would probably tell the young 
writer who brought it to him: “Using 
a grandmother to sell a soft drink is in- 
teresting — but the story is a dud" and 
ask him to come back with 12 more 
Scripts, in the next half-hour. 


DU cis Pall Nac avanar 








In fact, because they are constantly 
analysing such ideas, day in and day 
out, (in addition, we hope, to having 
some God-given talent) creative direc- 
tors and other creative professionals like 
movie directors are experts at evaluat- 
ing whether an idea is good or not. 

Before Anuj's agency brought him 
three ideas, assuming they were com- 
mitted and professional, they would 
have examined at least 50 ideas first. 
This is, of course, no guarantee that the 
final idea works. They are fallible be- 
cause they're human. But this is still the 
best system we have for generating, 
evaluating and fine-tuning creative 
products. Or so we all thought, till Ravi 
Reddy came up with his stuff. 

Ravi didn't think about the script 
for less than a minute only to spew 
venom, like an old agency goat like me 
did. No, he sent it to America to his team 
instead. It evokes a mental image of 
earnest Goltistani boys keying the script 
in and eagerly generating pie charts and 
bar graphs analysing every little emo- 
tional nuancein the script. 

The analysis they came up with was 
something like this. They felt the bal- 
ance of the story and visuals were not up 
to the required levels. They said that 
otherwise, there were decent levels of 
primary emotions (24 per cent) and 
feelings (30 per cent). Interestingly, they 
said that the feelings to action ratio in 
the script was decent, but this did not 
truly reflect the effectiveness because of 
the story-visual scores and the lack of 
other important narrative elements, like 
drama and a big event. 
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Let me explain this analysis in plain 
English. The scriptis flat, and could pos- 
sibly bore the viewer to death. Ravi gives 
it an overall kind score of having ‘aver- 
age entertainment value.’ All in all, 
through the process of detailed analysis, 
and several charts and graphs, the con- 
clusion he reached was that there could 
be some concerns with the script’s im- 
pact level, in terms of trying to strike a 
chord with the viewer emotionally. 

Well, I would say, not bad Ravi. Over- 
all, his rating of the creative idea was 
slightly kinder than mine. He even be- 
lieved that the idea could be worked 
upon. It was a very reasonable attempt 
at creative evaluation, interesting be- 
cause it was not coming from a profes- 
sional’s instinct and experience, but 
from a bunch of guys feeding entries 
into proprietary software. It was kind of 
like watching a dog walk on its hind legs. 
It doesn't do it well, but the fact that it 
can do it at all is worthy of praise. 

Actually, Anuj began this exercise 
the wrong way. Before he came up with 
an idea for the commercial, he would 
have been better advised to think about 
how he was going to sell the brand 
Limone. How would it position itself? 
Who would its target audience be? 
Would they be defined in terms of 
mindset or socio-economic class? What 
bandofthe market would it compete in? 

The greatest challenge for a mar- 
keteris, in fact, in these areas, not in cre- 
ating the advertising. That can be out- 
sourced to guys like us. And neither Ravi 
nor I can ignore the context of the 
brand's marketing strategy before eval- 
uating the actual creative product. The 
value of appropriate communication in 
a brand's birth can only be understood 

after we know whatis appropriate or in- 
appropriate in the context of the 
brand. And that flows from the big 
idea that forms the core of the 
brand-building strategy. 

I am on the same page as 
Shantum Misra on some aspects, 
But I disagree with Shantum 
when he says that you can't have 

pan-Indian communication. An 
ad like ‘Wah Sunil babu', for in- 
stance, works equally well when 
translated into Tamil. In fact, any ad 
that successfully engages universal hu- 
man emotions works. And you don't 
need rocket science to guesswhy. m 
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Intel’s new 
platform 
for home 
entertain- 
ment 
aims to 
integrate 
all the 
media 
devices 

in your 
home 








F you look around at the gadgets and de- 

vices in your home, you'll find that each 

of them is no longer an island. You may 

or may not have taken the trouble to ex- 

plore this, but many of them can now 
connect to one another. Television to iPod, 
music system to PC, phone to notebook, and 
so on. Things are going to work together even 
more, and more than one company is thinking 
that it has to be the one to do it: with design, 
hardware, software, or ‘information’, Of course, 
this means that many companies have to work 
together themselves, just as the devices do — 
and that’s sometimes the problem. 

Just as it did with the Centrino, taking own- 
ership of the wireless space, Intel has said that it 
has moved from being a mere chip company to 
being a 'platform' company. In this way, it ad- 
dresses a whole experience rather than sepa- 
rate devices. With a platform approach, it can 
take up everything from consumer electronics 
devices like TVs and phones to what has tradi- 
tionally been its domain: PCs. With a platform 
it can integrate functions and put them into 
a “system on chip' to inter-operate and be 
accessible seamlessly. 

For digital home entertainment, Intel has 
branded its platform Viiv. That rhymes with five 
and alive, so journalists haven't been able to re- 
sist some wordplay. Don MacDonald, vice- 
president of the digital home group, says that 
the name is supposed to indicate vivacious- 
ness, but there are several sarcastic theories go- 
ing around on what it could mean — such as 
‘left over from Pentium 5’. At any rate, it's catchy. 

So, the new word for home, according to In- 
tel, is Viiv. PCs with the Viiv sticker will be outfit- 
ted and optimised for high performance in 
home entertainment: movies, music, pictures. 
Allofthem together, if necessary. These PCs will 
launch in early 2006 and will be based on Intel's 
dual core processor design. Here's some of 
what a Viiv PC will have: remote control opera- 
tion from the comfort of your couch; instant 
on/off functionality like a TV (after initial boot); 





for home 


new Intel Quick Resume technology; advanced 
graphics and sound capability; easy accessibil- 
ity for getting movies, music and games on de- 
mand; easy controls to record, pause and play 


television; and support for up to 7.1-channel | 


surround sound. This super-powered PC could 
come in different shapes and sizes to fit any 
style at home. Viiv could also be in consumer 
electronics devices like the DVD player. Com- 
bine all this with networked digital media 
adapters and Microsofts Windows Media 
Center software, and what it will mean is that 
entertainment will be all over the house, The 
same Viiv PC can be used to download a movie 
in one room while someone else plays an in- 
tensive online game in another part of the 
house. Oryou can use it to stream music all over 
the house. Viiv PCs will also come with 5.1 sur- 


round sound, so you can turn it into a home * 


theatre. Quite a party, that. 

Viiv will mean the development of a broad 
family of PCs, consumer electronics, mobile 
platforms and technologies. It will also drive in- 
dustry interoperability specifications for a vari- 
ety of digital home technologies, from digital 
displays to wired and unwired technologies. 

MacDonald spoke of how digital technol- 
ogy is also driving the development of new 
types of content, a variety of media distribution 
options and even digital devices — all of which 
make up the emergence of a new digital enter- 
tainment industry. “As we focus on making dig- 
ital entertainment easier to access and view on 
different devices throughout the home, a vast 
number of companies have an enormous op- 
portunity to provide a wider variety of innova- 
tive devices, content and software than ever be- 
fore. Intel Viiv technology exemplifies this 
objective,” he said. So expect considerable ac- 
tivity on this front in the coming months. Viiv 
PCs won't, apparently, cost the earth, though 
we don't know yet. Only as Viiv PCs replace reg- 
ular desktops in homes will we be able to un- 
derstand how much acquiring or upgrading of 
technology this will involve. 
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IIPM 





ADITYA KHANNA & AARTI KOTHARI 





Cast of characters 
"Professor" Arindam Chaudhuri: A man 


who is incessantly advertised and pro- | 
moted in the most hyperbolic terms by | 
the organisations he runs. The publicity | 


materials tout him as “a management 
guru”, “a best selling author of manage- 
ment books” — notably Count Your 


Chicken Before They Hatch, an “icono- 


clastic film maker", creator of the "The- | 


ory i Management”, an "economist by 


ANTHONY LAWRENCE 


passion", a trainer of leaders, CEOs.... He 
is the dean, Centre for Economic Re- 
search and Advanced Studies, at the In- 
dian Institute of Planning and Manage- 
ment (IIPM), a management training 
institute started by his father. Apart from 
that, he founded Planman Consulting 
and Planman Motion Pictures. 

Rashmi Bansal: Indian Institute of 
Management-Ahmedabad alumna, 
founder-editor of JAM — Just Another 
Magazine, a monthly publication tar- 








geted at the youth. She is also a con- 
tributing editor to Businessworld and 
writes a blog called youthcurry. 


Gaurav Sabnis: Indian Institute of Man- | 


agement-Lucknow alumnus and invet- 
erate blogger. 

Assorted bloggers: A few anonymous 
bloggers who purport to support IIPM 
and many others who jumped into the 
fray to defend Rashmi and Gaurav in the 


IIPM vs Rashmi Bansal and Gaurav Sab- | 


nis blog battle. 
The case: IIPM brings out huge adver- 


When the 
chickens 
gg" come 


home... 


The curious case of 


Arindam Chaudhuri, 
the Indian Institute of | 


Planning & 
Management and 
Planman Consulting 


tisements touting its facilities, its educa- 
tional standards and its general excel- 
lence in the grandest possible terms. 
These ads exhort prospective business 
administration students to "Dare to 
Think Beyond the IIMs”. According to 
an admission counsellor, IIPM charges 


its students Rs 5.26 lakh for its MBA | 


course and Rs 8.85 lakh for its 
BBA +MBA integrated course, making it 
one ofthe most expensive management 
courses in the country. It claims: “What 
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We Teach Today, Others Adopt Tomor- 
row." It advertises that its students are 
placed with some of the biggest names 
in India. However, the IIPM degree is not 
recognised by AICTE, UGC or any of the 
other Indian educational bodies. 

In June, /AM decided to take a close 
look at the IIPM advertised claims. It 
published its results in an article titled 
‘The Truth Behind IIPM's Tall Claims: Its 
general conclusion was that the IIPM 
claims were, to put it charitably, vastly 
exaggerated. And that students seeking 
admission to its courses should care- 
fully check out what they were actually 
likely to get out of it. 

The matter rested there for some 
timeuntil Gaurav Sabnis linked the JAM 
article on IIPM to his blog, and added 
his opinion about the institute. IIPM re- 
acted angrily by sending him a stern let- 
ter, phrased in legal terms, asking him to 
pull out all references to the institute, 
failing which it would sue him for libel 
for Rs 125 crore. Sabnis promptly putup 
this letter on his website. IIPM then sent 
a similar notice to Rashmi Bansal and 
complained to IBM, Sabnis's employers. 
Sabnis took the high ground, quit his 
job and wrote about it in his blog. 
Bansal too posted updates about IIPM's 
actions on her blog. 

This triggered off a full-scale war on 
the Web among bloggers who saw 
IIPM’s actions as a threat to free speech 
and ITPM supporters who reviled Bansal 
and Sabnis in the crassest terms. Mean- 


| while, “Professor” Chaudhuri decided 


to pay a visit to the editors of various 
media houses to present his side of the 
case. He visited Businessworld and in- 


| vited it to conduct its own examination 


of the IIPM facilities and his credentials. 
He promised to provide all documen- 
tary evidence to prove the veracity of his 
claims. However, he also pointed out 
that his advertisements were models of 
careful wording. 

Businessworld's investigation: At the 
outset we must confess that despite his 
claims of providing us with all help, nei- 
ther Chaudhuri nor his head of corpo- 
rate communications, Amit Saxena, 
provided us with the details we had 
asked for. Among the things BW had 
asked for were specific details on com- 
panies that come for campus recruit- 
ments at IIPM, salary details of the peo- 
ple placed, details about its faculty and 
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facilities, as well as details of its study | psychology and economics to take their 


tours and other advertising claims. 
, What we got from them by way of reply 
_ Was a one-page letter full of generalities 
about liars (Bansal and Sabnis presum- 


ably) and the “inferiority complex of the | 


pampered students of the IIMs”. 


| 
| 
| 


BW, however, sent its reporters to | 


various IIPM facilities to verify the 
claims of Chaudhuri, IIPM and Plan- 


|J. man Consulting. Here are our findings: 
“The IPM infrastructure: The institute | 
takes in students at various branches/ | 


centres — Ahmedabad, Bangalore, Hy- 
derabad, Pune, Mumbai, Chennai and 
New Delhi. It charges the same fees 
from all these students. However, the 
swimming pool, 300-seater auditorium, 
seven huge amphitheatre classrooms, 


. mini golf course, and other fancy facili- 


ties are restricted to just one campus — 





classes. We are the only ones who have 
MBAs. And we extensively use Planman 
Consulting staff who have vast consult- 
ing experience." It is a nice example of 
vertical integration. You join IIPM. Pass 


| outand join IIPM as faculty or Planman 


Consulting as a consultant. If you are a 
consultant, you also teach at HPM. The 
loop is complete. 

Beingtaught by world-class faculty: OK, 
thisone is stretching the reality a bit too 
far. Faculty from the names that IIPM 
advertises so heavily — Harvard, Co- 
lumbia, Wharton, Oxford, Cambridge, 
Stanford etal — do not actually ‘teach’ at 
IIPM. Instead of picking a subject and 
teaching it over some weeks, as is the 
practice at the Indian School of Busi- 
ness, they just collect students at an au- 
ditorium and give a one-time lecture. 





IPM. hern DELHI 


ADMISSION 


the one at Chhattarpur in New Delhi. 
© The other places are fairly average af- 
fairs and can in no way claim to be 
world-class — unless of course one con- 
siders sub-Saharan Africa as the stan- 
- dard. Chaudhuri has a ready explana- 
tion for the ad claims in this regard: "We 
have only one campus. The rest are 
branches." 
The IIPM faculty: Well, the bulk of the 
IIPM faculty is made up of former IIPM 
students. You pass out and promptly 


¿»Start teaching. Average age of perma- 


i „nent faculty: 27. Research conducted by 


_ faculty: no verifiable data that we could 


Ç ` get our hands on. HPM refused to coop- 
- erate. Chaudhuri has this to say: “Other 








The placements: The IIPM advertise- 
ment claims that 400 companies — in- 
cluding American Express, Coca-Cola, 
Max New York Life, Deloitte Consulting 
and Hindustan Lever — are involved in 
its placements. Here are the facts. One, 
HPM didn't provide us with any proof 
that these firms actually visit its campus 
for placements. At least one of the com- 
panies — Max New York Life — con- 
firmed that it had never recruited from 
IIPM campuses. Some other recruiters 
confirmed they did have IIPM alumni 
— but these people had applied directly 
and were chosen on their own merit, 

not through any IIPM placements. The 
big employers for IIPM students are 


—Ç . institutes use people who have studied | HPM itself and Planman Consulting. | 
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Many students go straight back to their 
family businesses. As for the claims 
about the high salaries offered to IIPM 
students, no documents were provided 
to BW. Chaudhuri said the ads never ex- 
plicitly claim that the biggest names 
come for campus placements — all he 
says is that his students are placed in 
those organisations. A fine distinction. 
The IIPM degree: The IIPM degrees/cer- 
tificates/testimonials are not recog- 
nised by either AICTE or UGC. Chaud- 
huri makes no bones about it. He says it 
is noted in the ad. But it is tucked away 
in small print at the bottom of that huge 
slogan: "What We Teach Today, Others 
Adopt Tomorrow." In case you missed 
the fine print, you were not alone. 

HPM and B-school rankings: HPM 
proudly says it doesn't believe in B- 
school rankings because it feels that 
they have a mindset problem which re- 
sults in institutes like the IIMs getting 
preference. However, it has no qualms 
about advertising its rank in any survey 
— no matter what the methodology — if 
it can claim a position within the top 10. 
Renowned economist/management 
guru status of Arindam Chaudhuri: 
Planman Consulting and IIPM consider 
Chaudhuri to be a management guru. 
Not surprising, given that he is closely 
associated with them. That apart, there 
is apparently an outfit named Om 
Venkatesa Society based in Chennai 
which awarded Chaudhuri the Man- 
agement Guru of the Year award in 2000. 
Chaudhuri also is a bona fide gold 
medallist — from IIPM, the institute 
founded by his father. 

Consulting services: According to 
Chaudhuri' profile, Planman Consult- 
ing provides solutions to firms like McK- 
insey & Company, Ernst & Young, He- 
witt Associates, Samsung, Ranbaxy, etc. 
When contacted, people in these organ- 
isations failed to remember the consult- 
ing solutions he provided. Ranbaxy 
does remember Planman Consulting 
making a pitch to provide recruiting so- 
lutions to them. But it doesn't remem- 
ber actually hiring it ever. 

We could go on but that would be 
boring you, dear reader. If you are plan- 
ning to join HPM anytime soon, don’t 
take merely our word for it. Do your re- 
search yourself... = 
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I am reading CREATION by Steve 
Grand. It has an interesting blend 
of philosophy, computer science, 
biology and computer gaming. It 
discusses how life, both real and 
artificial, is an emergent property 
arising from the interactions of its 


component parts, and as such, it is 


something much greater than the 
sum of its parts. 

I have also recently purchased 
The Fortune At The Bottom Of The 


Pyramid by C.K. Prahalad. This one 


talks about how we can tap immense 


entrepreneurial capabilities of the 


world's poor people and help them 


escape poverty profitably. 


Iike reading books that discuss 
business strategy and management, 


design, technology, and evolution. W 


ALERT 
The Fine Art Of Small Talk 


By Debra Fine 
(Hyperion) 





INITIALLY, this book 
seems refreshing. No 


munication'. Just practi- 
cal advice on an activity 
that is as prodigious as 
is hard to master: small 
talk. However, Fine is full of bad, 
shallow advice. Can you imagine 
asking a stranger at a party: “If 
you could replay any moment in 
your life, what would it be?" 


clap-trap about 'true feel- 
ings' and “leadership com- 
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GINA S. KRISHNAN 





HIS book tells the fascinating 
story of how ordinary Ameri- 
cans were involved in the fight 
against the dreaded disease 


affected thousands of children 
in the early 1900s. ‘Infantile paralysis’, as 
polio was commonly known, struck 
young children and paralysed them. 
This book is as much a story about the 
disease as it is about America's passage 
through the 1930s and 1940s, along with 
all the accompanying changes in sci- 
ence, politics and media management. 
The disease united common Ameri- 


can citizens, who came together to start | 


the first-ever mass fund raising 
movement: the 'March Of 
Dimes' campaign. It raised 
2,680,000 dimes, in addi- 
tion to thousands of dol- 
lars. Its leader was Presi- 
dent Roosevelt's old friend, 
Basil O'Conner, head of 
the philanthropic Na- 
tional Foundation. 

Polio usually hits chil- 
dren below the age of nine, 


SELECTION 


Oddities lurk in 
every cubicle 


N those good old days — the 1950s 

and the 1960s — everyone con- 
formed, blended in, and generally 
looked, talked and behaved alike in any 
corporation worth its name. It was the 
era of the organisation man, the ‘lifer’ 
who joined a company as a trainee and 
spent the rest of his working life there. 
Things were simple and people did their 
jobs without any fuss. 

Unfortunately, the era of the organi- 
sation man is long over. These days, 
any corporation that depends on con- 
formist employees is headed for extinc- 
tion. There is a high premium on individ- 





mmm mms 


BUSINESSWORLD 80 31 OCTOBER 2005 


polio, or poliomyelitis, which | 


erica's 


mostly boys, and leaves them with 
paralysis of the legs. When Roosevelt 
contracted the disease at 39-years of 
| age,anewchapterin the history of polio 
began. The story begins with the epi- 
demic striking in May 1949 and peaking 
in July. In 1949, about 40,000 cases were 
reported in the US. 

The author relates the dramatic his- 
tory ofthe struggle to identify the virus. 
The initial studies were done as early as 
1902 by Simon Flexner of the Rocke- 
feller Institute, the first privately-funded 
state of the art laboratory in the US. 
O'Conner created a new post in the Na- 
tional Foundation: director of research. 








David M. Oshinsky 





He appointed Harry Weaver. 
Not only did O'Connor make fund- 


ing flexible, he also 


An American Story 


POLIO: AN 
AMERICAN 
STORY 


By David M. Oshinsky 


Oxford Uniuersity 


ualism. And if you have to succeed in 
the marketplace, you need to learn how 
to deal with creative but eccentric peo- 
ple in the workplace. In fact, the more 
successful you are in harnessing the 
power of the creative eccentrics, the 
more successful your company will be. 
But how do you learn to manage the 
eccentrics? Or rather, how do you man- 
age the weirdos in the workplace? John 
Putzier has put together a delightful 


WEIRDOS IN 
THE WORK- 
PLACE 


By John Putzier 
Penguin Books 


Pages: 194; n 
price: Rs 225 





rkplace 








. BOOKMARK 





. vaccine 


- 


made it accountable. Projects 
got $100,000 for five years, and 
supplementary funding was 
granted to those who made good 
progress. Those who made no 
progress had their funding termi- 
nated before five years. This revo- 
lutionised the way medical re- 
search was done in the US. Soon, 








DAVID M. OSHINKSKY 
is George Littlefield 
professor of history 
at University of 
Texas, Austin. He is 
the author of A Con- 
spiracy So Immense: 
The World Of Joe Mc- 
Cathy and Worse 
Than Slavery. 
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other foundations and the gov- 
ernment picked up this model. 

There were three steps to finding the 
vaccine. First, researchers would deter- 
mine the different types of polio virus. 
Second, they would have to develop a 
safe and steady supply of each virus type 
for use in the vaccine. Last, they would 
haveto discover the true pathway — po- 
lio's route to the central nervous system 
— for the vaccine to work. 

Weaver established a committee 
that placed well-known researchers like 
Albert Sabin alongside novices such as 
Jonas Salk. Soon, three polio virus sub- 
types were identified and a vaccine that 
would work on all three became the 
goal. A 12-member committee includ- 
ing Sabin and Salk ran the gamut of 
scientific debate over which method 
would be the best. There were live virus 


book full of practical tips to deal with 
practically every type of weirdo you are 
likely to encounter. Some of the more 
interesting examples include the super- 
efficient secretary who works as a pro- 
fessional stripper at night, the excellent 
executive who starts twitching during 
meetings, the woman who constantly 
talks to herself, the oil rig worker who 
decides to change his sex and become a 
woman, and the man who wore the 
same suit day after day, year after year. 
The sex change case posed particularly 
difficult practical problems, because 
while the sex change process was on, 
the management needed to decide 
which toilet Stu/Sue should use. 

OK, those are the extreme exam- 


- ples. But once you have learnt to deal 


with these cases, you will probably be 
ready to tackle anything... 


PROSENJIT DATTA 





Beyond the 





advocates like Sabin, and 'killed' virus 
advocates like Salk. There were propo- 
nents of early testing in humans, and 
others who wanted to wait. And then 
there were voices which questioned the 
vaccine theory. 

In 1951, Salk asked for limited hu- 
man trials. The committee did not rec- 
ommend it. However, the project was fi- 


nally carried out, in complete secrecy. | 


The D.T. Watson Home for Crippled 
Children and the Polk School for the Re- 
tarded and Feeble Minded would pro- 
vide him with 'volunteers' for the trials. 
Sixteen-year old Bill Kirkpatrick was the 
first subject. Thankfully, the vaccine 
study at these centres was successful. 


Soon, 1952 brought the worst polio | 
problems, with more than 57,000 cases | 
nationwide. Pressure to show results | 


world of ads 


NE of the many reasons 

why Ogilvy On Advertising 
has worked with readers — in 
advertising and beyond — is 
its narrative. It is accessible 
because David Ogilvy's musings are 
straightforward and simple. The empha- 
sis is not so much on information as it 
is on the logic that is inherent in the 
creative process. 

In PLANNING FOR POWER ADVER- 
TISING, Anand Bhaskar Halve (Re- 
sponse Books) puts the spotlight on 
Indian advertising. The book is high on 
content and research, laid out in a 
narrative that is above average, albeit 
text-bookish. Of course, this has to do 
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warriors 


Planning for 


er Advertising 








was enormous. A battle ensued bet- 
ween scientific caution and the Nat- 
ionalFoundation bureaucrats who lived 
bytherulesoffundraisingand public re- 
lations razzle-dazzle. It was the bureau- 
crats who won, and the largest field tri- 
als were sponsored and supported by 
the National Foundation in 1956. 

But the story did not end there. 
Sabin, the live virus advocate, con- 
ducted large-scale trials in 1960 and he 
gained approval for manufacturing. 

One-third of the book is devoted to 
the history of tracing the disease and 
the rise of American obsession with 
hygiene. Everything from mouthwash 
to soaps to toilets paper were indirectly 
linked to cleanliness — a way to fight 
disease-causing microbes. The book 
traces the rise of the American middle 
class and how the smart campaigns 
which targeted them ultimately led to 
the polio vaccine. 

NGOs and interest groups which 
focus on diseases like HIV could learn 
a lot from the National Foundation, 
| and this book details its tactics well. In 
all, itis a story of science as much as it 
is about politics and mass mobilisation 
onaremarkable scale. a 





with the fact that he specifi- 
cally addresses students 
and practitioners. But one 
only wonders why. (That 
dreaded term ‘target group’ 
again, is it?) 

The India-specific view of 
advertising merits much 
more really, when one con- 
siders how Indian ad men 
have for long addressed the 
vastness and diversity of this unique 
market. Through the 1980s, this hap- 
pened on the sole TV channel, Doordar- 
shan, apart from the then unsung radio 
and print media. The book examines 
ads made for TV and print at length. 

Halve does justice by studying the 
quantitative aspects — segmentation 
and positioning — before moving on to 
the creative process itself. 


KUNAL N. TALGERI 
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J Poring over ore 


IVEN Indias lowly position in the global for- 

eign direct investment (FDI) rankings, the 

Central government should have been con- 

gratulating itself on Posco's Rs 52,000-crore 

investment in Orissa. Instead, the project 
has been mired in controversy right from the time it was 
announced. The concerns ranged from its impact on the 
environmentto the rehabilitation of displaced persons to 
the "frittering away" of national resources if Posco is al- 
lowed to export iron ore. 

The Left, of course, has all along been very wary about 
foreign investment and it has lost no time in spearhead- 
ing the opposition to the deal. What is surprising, how- 
ever, is a recent note by the National Advisory Council 
(NAC), headed by Sonia 
Gandhi, that has essentially re- 
iterated the points raised by 
the Left against the invest- 
ment. One objection, repeated 
ad nauseam by the Left, is that 





The Posco deal has met with stiff 
opposition. But, is exporting our 
mineral wealth really akin to 

selling off the family jewels? 


pointed out that, in order to meet the targets envisaged in 
the National Steel Policy, the industry would require addi- 
tional capital of Rs 2,30,000 crore, and that FDI would 
surely be required to mobilise these resources. 

But the main objection to the project lies in the allega- 
tion that it will be used for the export of iron ore. The NAC 
note has questioned the state government's commitment 
to the Korean firm to allow export of iron ore up to 30 per 
cent of the 600-million-tonne reserve to be leased to 
them. Posco has said that its exports will be in exchange 
forimports of an equivalent quantity of higher-grade iron 
ore imports required for the steel technology that it uses. 
The same argument against iron ore exports is also being 
used to discourage Lakshmi Mittal's proposed steel plant 
in Jharkhand. But here is the 
basic question: is exporting 
our mineral wealth akin to sell- 
ing offthe family jewels? 

Theres no doubt that 
adding value locally is better 





` Posco has been allowedaccess — — a 
to captive high-grade iron ore 
mines,instead ofhavingto buy 
theoreatmarketprices. Bytak- 
ing the difference between the 
cost price of this ore and the 
current market price, and mul- 
tiplying this difference with the 
total quantity of ore used over 
the life of the lease, critics have 
made the facile computation 
that the state will be losing a 
huge sum of money. This is ab- 
surd. First, iron ore prices are 
very high at the moment, but that doesn't mean that they 
will remain at these levels over the next 30 years. Second, 
the loss to the Orissa government is entirely notional — if 
Posco didn't invest in the state, would the government be 
selling all that ore at market prices? 

On the other hand, Poscos setting up of a 12-million- 
tonne steel plant in the state is anything but notional. 
Apart from the steel plant and mining facilities, Posco 
would also develop road, rail and port infrastructure, in- 
cluding a rail link to Paradeep, an integrated township, 
and a water supply infrastructure. The project is expected 
to create 48,000 jobs and 4,67,000 man-years of employ- 
ment during the construction phase and foreign ex- 
change inflows of $23 billion, royalty income of $20.3 bil- 
lion for the Central government and $5.1 billion for the 
Orissa government over the next 15 years. So, the benefits 
ofthe project are substantial. 

Ram Vilas Paswan, the minister for steel, chemicals 
and fertilisers, summed up the entire issue when he 
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= than exporting ore. But the 
4 Posco case is far from being a 
pure export deal — the com- 
pany is, after all, setting up a 
large steel plant in the state. 
Objections have been raised 
about whether the investment 
is really as big as planned and 
whether Posco is not actually 
getting a very good deal. These 
are valid objections, and itis up 
to the state government to ne- 
gotiate so that it can extract the 
maximum benefit out of the 
project. In negotiations, however, a key advantage that 
any party needs to have is flexibility. Not allowing any iron 
ore exports or captive mining leases will only scare away 
investment. State governments should be able to use 
sweeteners to lure investors to their shores. Dogmatic po- 
sitions do not help. Instead, out-of-the-box solutions 
need to be explored. For instance, some firms have been 
taking stakes in coal and iron ore mines in other countries 
to ensure access to these resources. Do we have a moral 
right to talk about conserving natural resources when our 
own firms like ONGC Videsh are engaged in acquiring 
oilfields elsewhere? And finally, with estimated reserves of 
13.5 billion tonne, iron ore may not really be as scarce as it 
is thought to be — perhaps, more exploration is called for, 
rather than panicking about ore exports. 

Simply put, while every effort must be made to see 
that national interests are not harmed, we need to take 
a pragmatic, rather than theological, approach to our 
mineral policy. 
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FDI Worries 


Q I am curious to know what 
strategy a retailer like Wal- 
Mart would adopt in India, 
as hi-tech shopping will 
have little relevance here, 
at least in the near future. 
Such technology may 
actually drive away a customer in 
India, considering that in most middle-class 
homes, servants do the grocery shopping. 
And, is it justified to compare the arrival of retail FDI in India with 

China? China has already emerged as a manufacturing hub, and many 
of the products stocked in China's Wal-Marts are probably made in the 
country itself. Low-priced Chinese imports are already posing a threat 
to local players here. Wouldn't FDI in retail aggravate the situation in 
India further, allowing more Chinese goods to flood the market? 

































Nithya, posted on BW website 


REAL IMAGE MEDIA RESPONDS 
A few facts and figures on Real Images 
deployment were incorrect in your 
story, 'Broadcasting The Blockbusters' 
(BW, 24 October). Our current digital 
cinema deployment plans are to be in 
100 theatres in Tamil Nadu by Decem- 
ber 2005, and to scale up to 200 
theatres in the state over the coming 
months. Similarly, our roll-out in And- 
hra Pradesh has also begun with a pilot 
deployment. We hope to be in 100 
theatres there early next year. Later, we 
will be scaling up to 250 theatres. 

All our installations have VSAT for 
satellite-based multicast delivery of 
movies and advertising. In fact, our 
service provider is Hughes. We began 
deployment of the VSAT systems a 
couple of months back. Now, every one 
ofour theatres in India has two-way 
satellite connectivity. 
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We do have a memorandum of 
understanding for supply of systems to 
Pyramid Saimira that was signed nearly 
two years ago. We have also sold and 
delivered 50 systems to a Maharashtra/ 
Gujarat-based digital cinema company 
that we hope will reveal its plans 


| publicly over the next few weeks. This 


sale also includes VSAT connectivity 
and our QCast multicast software 
solution, which enables delivery of 
digital cinema packages to hundreds of 
theatres over satellite or landline links. 
We have also received Disney certi- 

fication for the Qube Cinema servers 
and can, therefore, play Hollywood 
products on our system when it is 
coupled with a D-Cinema projector. 
Senthil Kumar, director, Real Image 
Media Technologies 


CORRIGENDUM 
In ‘Waifs In Their Own Land?’ 
(BW, 10 October), we incorr- 
ectly stated that Karnataka 
politician S. Siddaramaiah 
left the JDS to join the 
Congress Party. Although he 
did leave the JDS, he did not 
join the Congress. 
We regret the error. 
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Consumption growth in the country has helped improve capital 
utilisation, leading companies to now invest in new capacities 


COVER STORY 48 | 


Investment 
Boom 


Companies across sectors in India are 
investing heavily to create fresh 
capacities. The sceptics, however, point 
to the buoyant phase in the mid-1990s, 
which was followed by five years of 
stagnation. But there is something 
different about this round of 
investment. For one, it marks a 
comeback for manufacturing. A look at 
what else is new about this investment 
boom, what are the big threats, and 
how Corporate India plans to finance 
the capacity expansion. 





IN THE NEWS 


s| Monetary Policy 


The Reserve Bank of India has clearly indicated that it wants 
banks to increase lending rates to rein in inflation. But are 
the measures sufficient to do the trick? 


9 | Reliance Capital Does Anil Ambani want to turn 
his finance company into an investment company? 


10! Bangalore Deluge There were enough problems 
already. Now the rains have hit the city where it really hurts. 


16 | Bird Flu tris posing the threat ofa global epidemic, 
and starting a debate on how far patents must be honoured. 


22 A Cleaner System A 
group ofintellectuals abandon 
theirarmchairs to take on the 
system. The result: an electorate 
more informed about who they 
are going to vote for. 








IN DEPTH 


30| The Wealth Beneath 


India has more iron ore than 
it may need in the next half 
century. The mineral's 
prices are at an all-time 
high. But can India encash 
the opportunity over the din 
ofthe debate over exports? 


R. K. Dang wants a » 
phased export ban 





40 | Aviation The future of newairports in India may not 
have much to do with planes — it could lie in real estate. 


58 | Publishing The Google Print project has sparked off 
arush to scan libraries — and a huge copyright controversy. 


64. Wal-Mart rhe companys growth story in China and 
the lessons India can learn from it. 
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_ Robin Sharma's The Monk 












GUEST COLUMN 


IN VOGUE 


se| Old Monk, New Garb 


Who Sold His Ferrari has 
become a phenomenon. A 
lookat the man and his ex- 
panding empire. 
Robin Sharma is working > 
on a movie version 


88! Bookmark A new book instructs you on how to bea 
meditative manager without ia likea shapes 











COMMENT 


|. 26 | Omkar Goswami How president 
-..GeorgeW. Bush has redeemed himself after a 
terrible nomination to the US Supreme Court. 


ECONISHAD 


38! Niranjan Rajadhyaksha A look 
back on outgoing Federal Reserve chairman Alan 
Greenspan's subtle touch to economic policy. 





DOUBLE TAKE 


68! Emcee A layman's guide to the mone- 
- | tarypolicy, translated from the Reserve Bank 
governors centralbankerspeak. 


80! Rohit Arora & Harpreet Khurana in the fi- 
nancial services sector, has offshoring lived up to its promise 
of speeding up process innovation while keeping costs low? 
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Will the dollars rise stop? By Angshuman Choudhary. 


P 
r 








| Rs 500,000 crore. 


| ago. In the mid-1990s, 


| part ofthe spending is coming from internal accruals — as 
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The spending spree 


HEN people feel optimistic about the 
future, they spend freely. Thatis as 
true of businessmen as it is of 
consumers. The business confidence 
index is at its highest in IO yearsand. ` 
corporate India has embarked on a spending spree as if 
there was no tomorrow. Business houses are either ^ 
expanding their capacities, getting into new businesses. 
snapping up companies overseas. The investing spree can 
be seen in oil and gas as well as in steel, telecorn and 
consumer durables. The value of projects announced 
over the past few months adds up to a staggering 


The last time there was a 


corporate spending spree of 
this nature was almost 10 years 


corporate India was 
experiencing a bout of 
unparalleled euphoria. 
Everyone was rushing to set up 
new capacities. That expansion 
spree ended rather badly — 
with a host of industries 
landing up with huge overcapacities, and a range of 
companies sinking into debt traps, Will the current d 
investment boom end similarly? Or are things different now? _ 


Senior assistant editor Feroz Ahmed, who put together our: 
cover story this issue, took a hard look to see whether 2005 
is different from 1995. He points out that the biggest 
difference is that the capacity building in the mid- 1990s 
was largely financed through high-cost domestic 
borrowings, which was precisely why so many ended up 
with unsustainable debt burdens. This time around, alarge — 


well as through the foreign currency convertible bonds 
route. Another difference: last time most of the expansion 
was planned based on domestic market projects. This time, : 
a good chunk of the additional capacity being put up is 
based on global market calculations. 


Happy reading. And a very happy Diwali. 


PROSENHT DATTA, EXECUTIVE EDITOR 
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HE Reserve Bank of India 
governor, Y. V. Reddy's move 
to hike short-term interest 
rates by 25 basis points came 
as no surprise. 


MONETARY POLICY 


The interest hike signal 





But the governor 
stopped short of [ 
announcing an 
allout war on in- 
flation byleaving 
the bank rate (at 
6 per cent now) 
unchanged. The 
question, how- 
ever, is: Is this 
enough for banks 
to take the hint 1 aras 
and raise interest 9$ 04 
rates, thus slow- 
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ing down lend- 
ing? During the 
last six months, advances have been 
growing at almost 15 per cent in year- 
on-year terms. 

At first glance, this move to hike 
short-term rates is unlikely to work by 
itself. The markets had already dis- 
counted such a rise. In fact, there was a 
rally in the bond market after the ac- 
tual increase in rates came through. 
Arun Kaul, head of treasury at Punjab 
National Bank, says: “The governor 
has only signalled a move on short- 
term interest rates and has made no 
move on interest rates on long-term 
loans. In the absence of a move on the 
bank rate, the growth in loans is likely 
to be strongly demand-driven.” 

In fact, if history is anything to go 


HE move by the Multi 

Commodity Exchange of India 

(MCX) and the Maharashtra 
State Agricultural Marketing Board 
(MSAMB) to connect Maharashtra’s 
290 agricultural produce 
marketing committees 
(APMCs) online is a long 
overdue step. It is likely to 
increase transparency in 
the futures commodities 
markets, say exchange 
sources and brokers. 

Other states are also 

likely to follow suit. 


BW ARCHIVES 





by, Reddy is going to have to do a lot 
more if he is really serious about tack- 


| ling inflation by getting banks to raise 


their lending rates. Between 1998 and 
2003, the RBI tried the opposite. It tried 
to get banks to reduce their lending 
rates and stimulate credit growth by 
cutting the bank rate by almost five 
percentage points and the cash re- 
serve ratio by five-and-a-half percent- 
age points. In response, minimum 
lending rates of banks came down by 
less than three percentage points over 
the same period of time. An RBI report 
last year found that a 100 basis points 
reduction in the bank rate led to a 
change of 60 basis points in the lend- 
ing rate and a 40 basis point change in 


COMMODITY MARKETS 


Towards uniform 
information 








HEMANT MISHRA 


the deposit rate. But the report specu- 
lates that a rise in the bank rate could 
have much quicker and stronger ef- 
fects on interest rates in general. 

This time though, there are signs 
that things may be different. Banks are 
already looking at higher interest rates, 
at least on short-term loans. Says Che- 
rian Varghese, chairman and manag- 
ing director of Union Bank of India: 
“Interest rates on short-term loans will 
immediately go up. As far as [long] 
term loans are concerned, borrowers 
who were getting very fine pricing be- 
cause of the ample liquidity may now 
face stiffer interest rates.” 

There are two factors, though, 
which could hamper Reddys ability to 


Till now, spot prices, on the basis 
of which commodity futures were 
priced in the various exchanges, were 
determined by polling each of the 
APMCs. The problem was that this 
price was indicative, and not 
necessarily the actual price at 
which produce was sold by 
farmers to the APMC. 

“Also, the first APMC auction 
was held at 8:00 a.m., with the 
results officially reaching the 
exchanges by 10:00 a.m. 
However, bigger brokers have 
an advantage because they 
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get banks to follow suit this time too. 
According to the RBI, the liquidity 
overhang in the system is around 
Rs 1,04,274 crore. In such circum- 
stances, even the effectiveness of 
changes in the bank rate is limited 
since it typically works only if banks 
need to borrow from the central 
bank to fund loan growth. In fact, Di- 
pankar Choudhary, vice-president 
of ICICI Securities, says: "There is 
unlikely to be any rise in lending 
rates because of the ample liquidity 
in the system." 

Also, as Reddy himself acknowl- 
edges, there is a huge range in the 
loan rates that banks offer custo- 
mers. Public sector banks, the big- 
gestlenders to companies, offer loans 


RELIANCE CAPITAL 


Anil Ambani goes the Buffett way 


FTER picking up stakes in the media, insurance, apparel and technol- 

ogy sector, Anil Ambani's Reliance Capital (RCL) has now taken its first 

exposure in the two-wheeler segment. This time around it has bought a 
14 per cent stake in Kinetic Engineering for Rs 13 crore. Among RCI's major 
acquisitions since the demerger of the group companies was announced in 
July 2005 are media company Adlabs Films for Rs 325 crore and insurance 
firm AMP Sanmar for Rs 100 crore. 

At the same time, the company has shown spectacular performance in 
the second quarter of 2005-06. Its topline and bottomline grew by 176 per 
cent and 175 per cent, respectively, registering the company's highest growth 
rate during the last seven quarters. This performance could largely be attrib- 
uted to gains in treasury income as a result of the huge amount of money that 
the company has raised. 

The market's infatuation with the RCL stock had pushed its price as high 
as Rs 478 in August — the stock 











at 3-16 per cent. As last year's report price rose 240 per cent since the 
says, such a range of rates makes the beginning of the year till 11 August, 
interest rate signals ofthe RBI all that when it reached its peak. Even 
more difficult to pass through' to the though it has lost around a quarter 
rest of the economy. Ajit Ranade, of its value since then, over the full 
economist with the Aditya Birla year, it has handsomely outper- 
Group, says: "The impact of such a formed the Sensex. 
signal may not be uniform across all Market sources point out that 
tenors and types of borrowers." the group intends to transform itself 
Reddy may also be hoping that from a non-banking finance com- 
with credit growing so strongly, pany to an "investment company", 
sooner or later banks will be forced on the lines of Warren Buffet's 
to up deposit rates to draw resources Berkshire Hathaway. "Acquisitions 
from investors, ultimately affecting like AMP Sanmar are strategic, 
lending rates as well. "There is al- while deals such as Kinetic 
ready some evidence that a few Engineering can be seen as pure 
banks [like Bank of India, HDFC and investment play,” says an invest- Š 
ICICI] have begun to raise deposit ment banker. E 
rates," says a bank analyst. E Market players say that mostof š 
AVINASH CELESTINE the financial brains of the Reliance 
group have gone to Reliance Capital. In view of wan orm" ue 
the large capital that the company has chumed Spam ouis ji 
up in recent months, it has the potential to be- cewe ty T 
already have instant access to the come a financial powerhouse. yw 5m qs ror) 
auction prices through their agents," As company chairman Ambani has pointed wot of sioe " 
says a broker. out, it is the third largest private sector company, 


"Therefore, there was a difference 
in the kind of information available to 
some of the brokers and other 
players in the market. Now everyone 
will have access to the information at 
the same time." 

"Also, the farmers, who sell their 
produce at the APMCs, too, can see 
the prices prevailing in other APMCs 
instantaneously," said an official of 
one of the exchanges. E 

AVINASH CELESTINE 


after ICICI and HDFC, in the financial services 
sector in terms of net worth. 

Since the demerger, roughly Rs 2,300 crore 
has been raised through preferential issue to institutional investors. Around 
Rs 600 crore-700 crore has been utilised for acquisitions so far. The debt-eq- 
uity ratio for non-banking financial companies averages around 10:1; this 
gives ample leverage to RCL to borrow as and when it needs to. 

At the same time, analysts point out that since the company has raised 
such a lot of capital, it needs to ramp up the number of investments quickly, 
as otherwise its retum on capital would be affected. Clearly there are many 
more deals in the pipeline. 

RACHNA MONGA & MANAS CHAKRAVARTY 
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BANGALORE & CHENNAI 


Reeling under the rains 


REAK rains over the last week 

immobilised Bangalore, Chen- 

nai and surrounding areas last 

week, flooding the cities ex- 
posing the inadequacy of metro infra- 
structure to deal with contingencies 
and the pitfalls of going on a mindless 
'development' spree. 

Bangalore's already battered infra- 
structure received another pounding. 
Local authorities were inundated with 
countless calls from residents complai- 
ning of lack of power, shortage of drink- 
ing water and traffic snarls. Companies 


' were affected, too. Wipro had to shut its 


Hosur Road office and move 400-odd of 
its 13,500 employees in the city to other 
Offices to ensure business as usual. 
Meanwhile, non-stop rains since 
Wednesday in Chennai forced Southern 
Railways to cancel a number of trains. 
International flights into Chennai had 
to be diverted to Thiruvananthapuram 
and Bangalore on Thursday as the Anna 
International Airport was inundated. 
Departure of a few domestic flights, too, 
were delayed, but the airport has not 
stopped operations. Businesses were 
disrupted as well, with companies like 


/ Infosys and Wipro asking their staff to 


stay at home because of the water log- 
ging in many parts of the city. 

In Bangalore, traffic snarls were the 
order of the day even on the arterial Ho- 
sur Road leading to the Electronics City, 








the city’s IT hub. Passengers ofa Kanya- 
kumari-bound Island Express had a 
narrow escape when a railway bridge 
partially collapsed. Adjoining districts 
of Bangalore including Chamrajnagar, 
Mysore and Mandya were also badly af- 
fected by the rains. At last count, about 
30 people had lost their lives in Kar- 
nataka. Areas around Chennai were also 
expecting heavy rains. 

The Army swung into action in both 
metros to help the civic authorities. 
Many low-lying areas in Bangalore were 
under five feet of water and lakes and 
other water bodies were overflowing, 
preventing a runoff. But the unpredicta- 
bility of Bangalore's weather came to the 
fore again when the skies cleared and 
the sun shone for the inauguration of 
city's flagship IT event, Bangalore.IT.in. 

Local authorities have estimated the 
damage to Bangalore alone to be Rs 70 
crore. Chief minister Dharam Singh an- 
nounced a flood relief package of Rs 100 
crore for the state and has sought Rs 500 
crore as assistance from the Centre. 

Cases of cholera and gastroenteritis 
have been reported in the city, with doc- 
tors warning that the city could see an 
outbreak of water-borne diseases. 

As local authorities and environ- 
mentalists blame each other for the 
state ofthe cities, citizens bear the brunt 
ofthe problems. a 

NELSON VINOD MOSES 
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NEWS CAPSULES 


Aker Kvaerner 
sourcing plans 


E $4.5-billion Anglo-Norwe- 
gian Aker Kvaemer has an- 
nounced sourcing plans for engi- 


billion of products for its clients all 
over the world. m 


M&M in Romania 


NDRA & Mahindra has ac- 

ired Romanian tractor 
company, Tractorul. According to 
Romanian commerce minister 
loan Codrut Seres, the deal will be 
finalised by the end of the year. 
M&M had bid for an 80 per cent 
stake in Tractorul in July and 
emerged the sole bidder. This will 
give the company a production fa- 
cility in the European continent. E 


Ford to boost R&D 


Motor Company chairman 
Bill Ford has said the company 
is looking to increase its develop- 
ment activities in India, primarily 
computer aided design and re- 
search. Ford said he was bullish on 
India and the global outlook has 
improved with it gaining market 
share at home. Ford will launch a 
mid-size sedan in India soon. m 








M 


OC CSIEERETERS 


^ BELL Helicopter, a part of the 
7 $11-billion Textron Com- 
.. pany, is looking to expand its 
/ operations in India. Textron 
z is known around the world 
for its powerful brands such 

7 as Bell Helicopter, Cessna 
_ Aircraft, Kautex, Lycoming, 
/ E-Z-GO and Greenlee. 
2 Michael A. Redenbaugh, 
^ CEO, Bell Helicopter, was in 
7 India last week to explore 
ways of expanding the com- 

/ panys base in the country. He 

, had discussions with govern- 

ment agencies that are look- 

7 ing into setting up law en- 


' health ministry and the 
, Army and the Air Force re- 


' copters. Bell has two cus- 


` India. Deccan Technical Ser- 
, vices is located in Bangalore 


forcement air wings, the 


garding their needs for heli- 


tomer service facilities in 


while Air Works is located in 


' Mumbai. Redenbaugh is 


also visiting Thailand, Korea and China 
with similar objectives in mind. Hespoke 
to BWSAnjuli Bhargava about the poten- 
tial for commercial helicopters in India 
and how the company plans to address 
the demand. Excerpts: 


48 Which are some of your largest mar- 


kets in Asia? 
We have locations, like Japan, where 
hundreds of commercial helicopters are 


‘inuse. We also have several military heli- 


copters in other parts of Asia. In China, 
we have some commercial helicopters, 
but it’s a far smaller number than in In- 
dia. In India, our presence is primarily 
commercial, with around 60 helicopters 
in the market. The commercial number 
in Asia is growing very fast. Right now, in 
Asia, I would say it's a little more military 
than commercial, but around the world, 
we are pretty equally divided. 

In India, we have had meetings with 
both the commercial and the military 





INTERVIEW/MICHAEL A. REDENBAUGH 


‘There's big potential 
demand in India’ 


sides of the Indian government. We 
have had some meetings with the 
health ministry and stressed some of 
the benefits that helicopters can bring. 
Bell sees the use of helicopters in relief 
and rescue operations during natural 
calamities. Also, they can be effectively 
used for routine accidents like an air 
ambulance. Helicopters are also used 
for offshore oil support and for power 
line and pipeline inspections. 

For instance, in the US, the medical 
insurance can cover the use of heli- 
copter for an emergency. India has to 
see how this can be accomplished in In- 
dia. There are other countries which are 
looking at having a small fee as part of 
their taxes to make available helicopters 
to their citizens. They may not be used 
broadly but when you need them you 
need them pretty quickly. 


m Are you talking to some of the states 








for use of helicopters in law enforcement? | 
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Helicopters are uniquely suited for 
homeland security or law enforcement 
support. Border patrol is another area 
where the use of helicopters can be very 
effective. We are having conversations 
with different state representatives 
here. Also, we are submitting our pro- 
posal to the army for the 
light reconnaissance heli- 
copter. We haven't yet tar- 
geted specific states but 
have had general discus- 
sions. In fact two of the In- 
dian states used Bell heli- 
copters during the tsunami 
to carry relief supplies and 
assess damage. 

So far, our first and 
strongest customer base is 
with the oil and gas busi- 
ness— offshore exploration 
and production. Some heli- 
copters are also being used 
for corporate applications. 
We expect all segments to 
show growth. Take, for in- 
stance,  charters and 
tourism. Helicopters can be 
used to travel to far-flung 
areas and also help if some- 
one gets injured. 

You look at the num- 
bers. There is one commer- 
cial helicopter available for 
every 10 million people in 
India. If you make a comparison with 
other countries like Korea or Japan, the 
ratio is 1 to every 100,000 or 200,000. 
Then if you lookat countries like the US, 
the ratio is even better: there is one 
aircraft for every 25,000 persons. So, we 
feel there is a lot of potential demand 
in India. 


m Authough India has very few heli- 
copters, news of helicopter crashes are 
quite common, making one wonder on the 
safety aspect of the operations. 
Helicopters have a lot of capability, but 
its also important to recognise that 
there is a need to have systems and in- 
formation on board to make them safe. 
Our safety record is second to none in 
the industry. Pilot training isa critical as- 
pect ofthis. Bell Helicopters has a glob- 
ally recognised pilot training academy, 
which has already trained over 95,000 
students. We would like to offer our 
training expertise in India, too. Ei 


SANJAY SAKARIA 





_ With pioneering innovations like com 


— vehicle performance and safety. In India, 
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econc 
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osch technolo 


mon rail diesel fuel injection system and gasoline direct inject 
fuel more efficiently. Bosch invests billions of euros to enhai 
Bosch and Mico are working together to ensure your vehi 
Bosch, the largest auto component supplier in the world ¿ 
mobility Clean, Safe and Economical. That's The poy 
So that you can drive much farther for a lot les 


Bosch helps automobile engines burn 


has access to the world's best technology. 
Mico, the largest in India, will together make 
of We - giving you the best of both worlds. 


MICO _ The power of We BOSC 





n iaie in- MUTUAL FUNDS Meanwhile, HSBC Asset 

ustry is having a Management CIO Sanjiv 

tough time manag- Duggal has moved to Singa- 

. ingits own growth. If Ma | | agers pla V pore to assume a large role 
churning of assets in new » 2 with the fund house. 

fund offers that created a hue h Badrish Kulhalli, debt 

and cry not so very long ago, it | | iusical C alrs fund manager of the erst- 

is now the time for the churn while Alliance Capital, and 

of the star fund managers of Sajjan Desai, equity fund 
















the top mutual funds. Fund manager No. of funds Total assets manager with Prudential 
Fund houses like UTI Mu- rer sree ICICI ME quit to join Opti- 
tual Fund, SBI Mutual Fund, Sandip Sabharwal (SBI MF) 13 4,939.51 mix, an AMC waiting for Sebi 
Birla Sun Life Mutual Fund Nishid Shah (Birla Sun Life MF) 20 2,907.37 approval to start operations, 
and HSBC Asset Management Sanjay Sinha (UTI MF) 7 2,300.99 Besides, Vikrant Gug- 
have seen exits of its top fund Sanjiv Duggal (HSBC AMC) 3 1,461.92 nani joined Reliance MF as 
managers in the recent past. Anoop Bhaskar (Sundaram MF) 5 875.31 CEO, as his predecessor 
Sandip Sabharwal, head of * (Rs cr, as on 30 Sep 2005) Source:Valueresearchonline.com Amitabh Chaturvedi was el- 
equities at SBI ME is said to be evated to the post of group 
joining an AMC promoted by Temasek replacement hasn't been named yet. director (financial services). Gugnani's 
and Sabre Capital. He has been with SBI There is more. Anoop Bhaskar of | switch has raised alot of eyebrows as he 


MF since 1995 and was head of equities. | Sundaram MFis said to be talking witha | quit Fidelity Asset Management within 
He is in charge of SBI Magnum Sector Bangalore-based hedge fund, and A.K. days of joining the company as head of 
umbrella series Contra Fund. Replacing | Sridhar, chief investment officer (CIO), | business development. 
Sabharwal at SBI will be Sanjay Sinha, | UTI ME is in talks to move to Birla Sun When contacted, Sabharwal, Vi- 
fund manager, UTI Mutual Fund. Life ME With the stockmarket buoyant | jayan and Sridhar were not willing to 
Krishnamurthy Vijayan, CEO ofJM | and money flowing in, most MFs are | comment on the issue. Sinha and 
Mutual Fund, is quitting to join UK- hunting desperately for fund managers | Bhaskarcould not be contacted. m 
based asset manager Dawnay Day. His | who can deliver the goods. GARGI BANERJEE 
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Programs from: IFT IIMB IMC IMK IITD LIBA MAHE NMIMS XLRI for Working Professionals & Graduates www.d wge.com 


If you didn't already know about 

the Bactrian camel, a rare Mongolian 

Species with not just one, but two 

humps? Chances are you haven't 

discovered the only Indian Interactive Onsite 
Learning (IOL) Platform called DiRECWAY 
Global Education with more than 

one premier institute under its belt. 






























Offering cutting-edge professional 
Programs from premier institutes like 
IIFT Delhi, IIM Bangalore, IIM Calcutta, 
IIM Kozhikode, IIT Delhi, 

LIBA Chennai, MAHE Manipal, 
NMIMS Mumbai, XLRI Jamshedpur. 









* Classes at 50 DWGE classrooms across 
34 cities * More than 4500 alumni 
* Convenient evening/weekend classes 


* Live and interactive classes * Certification 
from the premier institutes and its faculty. 


HUGHES. 


DiRECWAY. 


GLOBAL EDUCATION 
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USB 2.0 Swivel Flash Drive | 


128MB 256MB 512MB 1GB 26B 4GB 


MP3 Music 


MPEG Videos 
Business Documents 


Presentations 


Files to Share 


Extremely 


Extremely Small. 
p. Safe. 





Physical Specifications: 

55 x 17 x 14mm 

Weighing about 28gram (less than one ounce) 
Warranty: 2 year 

Data Retention: 10 years 

Safety Feature #1: Password Protection* 
Write Cycles: 100,000 times 

Lightning fast USB2.0 drive speed 

With USB 2.0 port: Read 8MB per second, 
Write 7MB per second 











EARS of avian flu turning into 

an epidemic is giving govern- 

ments, healthcare workers 
and the World Health Organization 
(WHO) sleepless nights. It is also 
threatening to open a Pandora's box 
for patents regimes. 


in 1918-19, killed 40 million people. 
The current strain of the virus caus- 
ing the flu, H5N1, can travel through 
air. The symptoms are sore throats 
and fever. The pathogenic virus can 
kill up to 90 per cent of people it af- 
fects unless it is diagnosed and 
treated early. WHO says till 24 Octo- 
ber, there were 121 cases of avian flu 
in humans and 62 deaths. 

The only available treatment so 


made by pharmaceutical major 
Roche. The downside is that Roche 
could take up to six months to meet 
the present international demand. 





The worst flu epidemic in history, 


far is by Tamiflu (Oseltamivir), a drug 


Roche is filing applications with drug 











BIRD FLU 


The fear of the flying 


regulators of various countries to 
market the product. In India, the 
Drug Controller General is trying to 
put the approval on the fast track. 
Because the situation has the po- 
tential to develop into a health crisis, 
generic pharmaceutical companies 
like Cipla, Ranbaxy and Hetero 
Drugs have said they can supply gov- 
ernments with a cheaper alternative 
to the Roche drug and plug the de- 


| mand gap. To get these supplies, the 


government will have to invoke the 
compulsory licensing clause of the 
patents Act. Under this, the govern- 
ment can license a pharmaceutical 
company to manufacture and sup- 
ply the product at a reasonable and 
affordable price in case of a ‘public 
health emergency; provided the 
patent holder is unable to supply the 


| quantities required at an affordable 


price. The catch is that, till now, no 
country has invoked this clause. Bi 
GINA S. KRISHNAN 











ERICSSON 


Network base Delhi 


WEDISH telecom major 

Ericsson is planning to ex- 

pand its network operating 
center (NOC) in Delhi to cater to 
the needs ofall Indian mobile ser- 
vice providers by the year-end. At 
present, the NOC caters to Bharti, 
Bharat Sanchar Nigam and Ma- 
hanagar Telephone Nigam. Erics- 
son CEO Carl-Henric Svanberg 
says: “This is for India. But, de- 
pending on customer demand, it 
will cater to the needs of opera- 
tors in the Asia-Pacific region." 


The NOC is used to access base sta- 
tions and switches within a network. It 
can be used to remotely upgrade soft- 


ware and reroute calls from congested | 


locations anywhere on the mobile net- 


work. Sometime back, Nokia had said it | 
would set up an NOC in Chennai. The | 





Ericsson NOC is part of the Global Ser- 
vices Delivery Centre. 

Svanbergalso talked about investing 
big in India. This would include local 
supply and manufacturing, R&D, com- 
mitment to human capital and global 
service capability expansion. m 
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STORE, PROTECT AND 
RETRIEVE YOUR DISCS 


Each unit stores and 
protects up to 100 data 
CDs, DVDs, music or 
game discs and links to 
your computer via a 
USB connection.* The 
bundled OpdiTracker 
software enables you to 


} search its database of 


stored discs by title, 
keyword, directory or 
file name to find and 
eject any disc within 
seconds. 











Whatisa journalist? Isa news channelor 
a newspaper relevant? These are ques- 
tions that plague any newsman these 
days. We decided to put them to Richard 
Porter, head of news at BBC World. Porter 
began his journalism career in local 
newspapers before joining the BBC in 
1989. BW's Vanita Kohli-Khandekar 
spoke to him over the phone. Excerpts 
from the talk: 


m Ün the relevance of being a global 
news channel in a splintering market 
Itis very difficult for us to maintain our 
position. But the fact is whether it is 
through radio, the Internet, mobile or 
even podcasting (which is becoming 
popular in the UK), the overall demand 
for news is increasing. At the same time, 
competition is also increasing. And we 
are in every one of those markets with 
BBCradio and BBCnews.com in oursig- 
nature BBC way. 


m Ün now inter-media competition 
changes the texture of news reporting 
Well, news channels have to work 
harder to engage audience attention. 
Therefore, production values and the 
way you produce are becoming impor- 
tant. Perhaps, it is a sign of weakness 
that it should become more important 
in the face of competition. But beyond 
that we think we have a role to play in 
providing journalism that is significant, 





INTERVIEW/RICHARD PORTER 
‘Clarity is 
the main 


issue’ 


like we did at the time of the earthquake. 


E On the role of a journalist, who has 
to work at checking facts when every- 
one else just blogs without thinking 
What is a journalist? There are two ways 
of looking at it. When 7/7 happened in 
the UK, we got some powerful images 
from ordinary people using their digital 
cameras and mobile phones. In that 
sense, those people are journalists. But 
are they really journalists? I would say 
the definition is not really important. 
Whatis important is that the service you 
provide is absolutely clear. If it is a blog 
where the facts haven't been checked, it 
has to say that clearly. What we bring is 
experience and training before we put a 
piece of news to a worldwide audience. 
BBC.com has a lot of user generated 
content, but it says that. And that stuff is 
placed separately on the site. The de- 
bate should be about what place this 
kind of content should be in. I don't 
think there is any fundamental debate 
on the role ofa journalist. 


m On whether a boom in local news 
(like the one India is seeing now) makes 
a country insular 

We could argue it both ways. If there is so 
much choice then we should be getting 
diversity. And if there is so much compe- 
tition, then the pressure to do what the 
other guyisdoingismoreintense. m 
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NLINE air ticket auctions are 
catching on fast. A fortnight 
ago Indiatimes.com, which 
pioneered it in India, tested a 
beta site for Kingfisher Airline tickets. It 


; sold 64 in four hours. Of the 19 million 


domestic air tickets sold during 2004- 


7 05, Indiatimes sold 170,000 through 
. auctions generating revenues of Rs 50 


crore. In 2005-06, it has sold 80,000 tick- 
ets already. Considering that 30 per cent 
of annual sales comes during the last 


two months, it expects business to grow | 


25 per cent this fiscal. 
That is a far cry from 2001, when In- 
diatimes got Air Sahara to auction tick- 


ets online for the first time in India. | 


From 6-8 tickets per flight then, airlines 


are now putting up about a fifth of their | 


total seats for auctions on some routes. 


$ , The website does brisk business selling 


1,500 tickets a day. 


website auctioning air tickets for do- 


./ mestic flights. (eBay sells tickets too, but 


J 


they are from individuals and it has no | 


tie-up with any airline.) But in August, 


PREMIUM BRIEFS 


E-COMMERCE 


Air ticket 


auctions 


take off 








Rediff.com started auctions too 
with Kingfisher and Thomas Cook as 
partners. Meanwhile, the ranks of carri- 


ers selling tickets through online auc- | 


tions has swelled too. Air-India, Indian 
Airlines and Kingfisher entered the fray. 


Rediff has sold its inventory for October | 
and now wants to make tickets available | 
| is likely to grow. Compared to a fixed vol- 


across carriers to avoid a repeat of this. 
Mahendra Swarup, CEO and man- 


| aging director, Times Internet, which 
Till recently, Indiatimes was the only | 


runs Indiatimes, feels this is a win-win 
deal for both airlines and the auction 
sites. For starters, it has opened up the 
market. He says: "We've created a totally 
transparent system by eliminating in- 





termediaries and people can travel for 
the price they wish to pay. I would esti- 
mate that 30 per cent of our bidders are 
first time fliers”. Indiatimes gets 4-5 per 
cent commission on every ticket sold. 
The volume of tickets available, too, 


ume of tickets now, it is set to become 
dynamic, with the number of seats allo- 
cated depending on the demand supply 
position for a specific flight. Airlines 
would also be able to vary fares depend- 
ing on the time elapsed. w 

SAMAR SRIVASTAVA 





SRI ADHIKARI BROTHERS 
Back in broadcasting 


HE Adhikari brothers, Markand and Gautam, are re- 

turning to TV broadcasting. Earlier this year, they 

sold off their only channel, SAB TV, to Sony Enter- 
tainment Television for Rs 57 crore. Now they are spend- 
ing Rs 50 crore to launch entertainment channel Mee Ma- 
rathi, and Janmat, a “views” channel in Hindi. “It is a sa- 
turated market, there is no need for another ‘news’ chan- 
nel," says Markand. Janmat will go on air on 7 November. 

Markand says making TV software wasn't fun enough. 
So, the brothers set up Sri Adhikari Brothers News Net- 
work to launch the two channels. More than 70 per cent of 
the shows on Janmat will have a live audience. The idea is 
to get middle-income India into the studio and talking 
about issues close to their hearts. For instance, one 
episode would have Kapil Sibal answering people from his 
Chandni Chowk constituency. Getting people involved 
about social and political issues may not be a bad idea. 
But distribution could pose a problem. In a choked 

market the Adhikaris are going it alone. Markand says as 
his channels are free-to-air, he would have to spend on 
carriage only. That may be true for Mee Marathi, which is 
aimed at a local audience, but not for Janmat, which 
needs national viewership. So expect them to look for 
some funding soon. 


= 
VANITA KOHLI-KHANDEKAR 
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cial morals of the US are not 
merely food for laughter, 
they are an entire banquet, 
commented the inimitable 
Mark Twain. That being the case, the 
state of Bihar — as it goes to the polls — 
would certainly qualify as a public orgy. 
Affidavits filed with the Election Com 
mission in October 2005 reveal that one 
in three candidates fielded by major po- 
litical parties have chargesheets pend- 
ing against them. But there's a story be- 
‘hind the statistics. A story of how a few 
‘good men can take on a mighty messed- 
up system, and make a difference. 

The story begins in August 1999, 
» when a group of intellectuals got off 
^. their armchairs and formed the Associ- 
ation for Democratic Reforms (ADR) in 
Ahmedabad. The 11 founding members 
included eight professors of the Indian 
Institute of Management-Ahmedabad 
(IEM-A), two IIM-A alumni and a profes- 
sor from the National Insti- 
tute of Design, Ahmedabad. 
The challenge before them: 
, to make the voting public 
think, and thinking people 
vote. ADR decided to start by 
addressing an issue, which 
almost inevitably cropped 
up in the post-prandial con- 
versations on problems fac- 





HE political and commer- | 


decided to pass an ordinance to circum- 
vent the judgement. 

Founder-trustee and IIM-A 1984 
alumnus Ajit Ranade recalls the ten- 


| sions prevailing at the time: "A group of 
' us met President A.PJ. Abdul Kalam and 
; explained the situation to him. Kalam 





| returned the ordinance but the Cabinet 


sent it back unchanged. He had no 
choice but to sign it the second time." 
ADR and several other organisations 
moved court once again. In March 2003, 
theSupreme Court ruled in their favour, 
linking its judgement to the citizens' 
‘fundamental right to know’. 

It was a well-earned victory, but even 
before the formal judgement came in, 
ADR had initiated its first ever ‘election 
watch. The battleground: the post- 
Godhra Gujarat elections of September 
to December 2002. ADR issued 40 ad- 
vertisements appealing to the public for 


information and collected over 1,000 af- | 


fidavits filed by candidates. Names of 


— Offbeat ` 
















ing India: the criminalisa- 
tion of politics. 

Public interest litigation 
(PIL) was the chosen route. 
In December 1999, Kamini 
Jaiswal filed a PIL on behalf 
Of ADR in the Delhi High 
< Court, seeking disclosure on 
; criminal charges faced by 
. candidates, as well as their fi- 
`: nancial and educational his- 
- tory. The PIL was upheld, but 
/ the Congress, Samata Party 
_ and the Union of India ap- 
^ pealed against the judge- 
“ment. In May 2002, the 
-Supreme Court again up- 

/. held the PIL and on 28 June 
. 2002, the Election Commis- 

Sion issued a directive im- 

E plementing the judgement. 

` With remarkable alacrity, 21 

/ political parties met on 8 July 
. 2002 and unanimously 're- 
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A few good men 


B-schools are not known for people 
fighting to clean up politics. But some do 





Candidates’ with pending 


* October-November, 2005: First two phases 


The list of crimes includes murder, rape, attempt to murder, criminal intimidation and 
death threats, kidnapping, rioting with dangerous weapons, extortion, dacoity, forgery, 


and embezziement of public funds. Source: ADR-Lok Samvad 





_ Jected’ the court orders. They 
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138 candidates with criminal records 
were released and widely reported in 
the print and electronic media as well as 
disseminated to political parties, bu- 
reaucrats and NGOs. 

The 'election watch' movement has 
now spread across the country. In every 
state, ADR ties up with local NGOs and 
citizens' groups to help in collecting, 
compiling and disseminating informa- 
tion among public. In Mumbai, ADR 
worked closely with AGNI; in Bihar it is 
collaborating with Lok Samvad, a net- 
work of NGOs it has identified and 
trained. Says Bibhu Mohapatra, ADR's 
full-time co-ordinator: "The affidavits 
are written in a language that is gob- 
bledegook to the lay person.” ADR's task 


| is to simplify the data and amplify it 
| through the media so that voters can 
| make more informed choices. 


Of course, critics argue, many candi- 
dates file false or incomplete affidavits. 
Mere criminality is not a ground for dis- 

qualification of candidates 
and, sadly, criminals often 
romp home victorious any- 
way. Counters Trilochan Sas- 
try, a founding member of 
ADR and now a professor at 
IIM, Bangalore: “But there 
are many early signs of 
change." For example, MPs 
are paying up their electric- 
ity and telephone bills as lia- 
bilities must be disclosed. 

Founder-trustee and 
IIM-A professor Jagdeep 
Chhokar believes the idea is 
to build up pressure on par- 
ties themselves to field 
cleaner candidates and the 
indication is that it's hap- 
pening”. Rome wasn't rebuilt 
in a day, and one thing ADR 
is not short on is patience. 

Fighting long drawn-out 
court battles, travelling 
through cities like Bhagalpur 
and Begusarai and taking on 
the establishment are not 
the general domain of IIM 
professors or alumni. Think- 
ing ‘out of the box’ is an old 
management dictum. In this 
case, the pandora's box that 
is Indian democracy has ac- 
tually been opened. = 

RASHMI BANSAL 
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After a 
terrible 
nomination 
to the US 
Supreme 
Court, 
president 
Bush has 
redeemed 
himself by 
choosing a 
first rate 
successor 
to Alan 
Greenspan 











RESIDENT George W. Bush, like 

many of his illustrious predeces- 

sors, cares for his long-standing 

friends, and so he rewards them 

with prestigious jobs whenever he 
can. Some of them are loyal and supremely 
competent, such as secretary of state Con- 
doleezza Rice; some are loyal but unstatesman- 
like, like Donald Rumsfeld; and some carry 
only the attribute of loyalty. By all accounts, 
Harriet Miers, the president's nominee for as- 
sociate justice at the US Supreme Court, be- 
longs to the last category. 

Ms Miers has been Bush's personal lawyer 
for a long time. She probably knows every legal 
detail of the president's life and is a right wing 
fellow traveller. Unfortunately, these attributes 
don't make her a jurisprudential authority that 
one expects of an associate justice in the US Su- 
preme Court. Even according to conservative 
legal experts, Ms Miers doesn't make the cut bya 
long shot. Some doubt if she even ranks among 
the top 100 conservative lawyers in the US. 

Since the US Supreme Court appointment 
is for life — not concurrent with the tenure of a 
president as it is in many administrative post- 
ings — Bush may have actually gone too far. 

Given the legislative dominance of the Re- 
publicans, it is likely that Ms Miers may get ap- 
proved by the Senate Judiciary Committee. 
Over time, she may also turn out to be a hard- 
working and sagacious judge. Even so, the 
choice for such a high office — especially one 
that epitomises independence from the execu- 
tive — has too much cronyism for comfort. 

Ihave asked some who are in the know why 
Bush nominated Ms Miers. Hubris is not the 
answer. Even those who believe that George W. 
Bush has many unpalatable attributes do not 
consider arrogance of power to be one of them. 
In his own way, he cares deeply for the great US 
constitutional institutions; he couldn't have 
chosen Ms Miers in the same cynical way as, 
say, Mrs Indira Gandhi chose Giani Zail Singh. 
The most acceptable explanation is that he 





didn't want to rock the boat with a hard core 
conservative nominee; he genuinely believed 
she was OK, and is now amazed and hurt that 
others don't believe in his judgment. Simplistic, 
but probably true. 

Thankfully, within 10 days, Bush has re- 
deemed himself by makingan excellent choice: 
the successor of Alan Greenspan as the chair- 
man ofthe US Federal Reserve. Given his belief 
that Ms Miers was “exceptionally well-suited” 
for being a Supreme Court judge, people feared 
he might nominate his friendly neighbour- 
hood Texan banker to step into Greenspan’s 
shoes. Thankfully, he hasn't. 

Most Indians may not know of Ben Ber- 
nanke, but the fact is that he is a very good 
choice as Greenspan's successor. Bernanke is 
an excellent and widely respected monetary 


economist. He has been a former governor of * 


the Fed. He knows how it works, and is curren- 
tlythe chairman of Bush's Council of Economic 
Advisors. He and Martin Feldstein of Harvard 
were by far the best candidates. It is a good sign 
that Bush chose one from the top ofthe pack. 

If people are worried about Bernanke's out- 
spokenness (versus the circumlocutory sen- 
tences that were Greenspan's leitmotif), or his 
academic preference for inflation-targeted 
monetary policy (which Greenspan avoided 
like the plague), he steered away from all such 
stuff in his very first press conference by 
promising to follow the legacy and road map of 
his god-like predecessor. The markets cheered. 

Will Bernanke rock the Fed boat? Unlikely. 
The Fed is a larger than life institution and the 
chairman is the first among equals. It is more 
likely that the Fed will mould Bernanke much 
more than he will rock the Fed. Will he be good 
enough to wield the maestro's baton? That's 
what people asked when a relatively unknown 
Greenspan was appointed after Paul Volcker. 
Eighteen-and-a-half years later, he leaves as 
the undisputed god of central banking. In 
another 18 years, who knows what people S 
say of Ben Bernanke? 
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She follows you everywhere | 
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Says, “Dinner tonight?” 
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HE battle lines have been 
drawn. In the middle is 
the issue of iron ore ex- 
ports. Several verbal vol- 
leys have been lobbed by 
both sides. Now, the 


trench warriors are trying to find a way | 


through the fog of confusion that those 
volleys have caused in the middle. 

The pitch of the battle has been 
raised in the recent past. Associations 
have lobbied heavily with their respec- 
tive ministries, committees have been 
set up to look into the issue, the Central 
ministries of steel and mines have come 
to loggerheads in private, industry cap- 
tains have lost their cool in public, and 
foreign steel companies have moved 


into the battlefield. Even the Left parties | 
| the S shape. True to that theory, India, 
The pitch has also been raised by the | 


have thrown their hat into the ring. 


mineral’s soaring prices. In the three 
decades to 2000, iron ore prices rarely 
crossed $25. Now, some varieties are 
fetching as much as $50 (see ‘Moving 
Northwards’) in the export market. The 
question is whether India will be able to 
make good of this opportunity. 

The sides warring over ore exports 
fall along predictable lines. Those op- 
posing exports are the Indian steel mak- 
ers and the mineral-rich states of Orissa, 
Jharkhand and Chhattisgarh. The Left 
parties, too, are on this side. Those sup- 
porting exports are foreign steel compa- 
nies, ore traders and the state of Goa. The 
Union ministries of steel and mines have 





Union steel minister Ram Vilas | 
Paswan has been particularly vocal | 
about raising India’s steel making ca- | 


pacity. His grouse is that the per capita 


consumption of steel in India is much | 
| on the steel industry's drawing board. 


lower than that in China. 


Economists have put their minds to | 


the matter long back. The Committee 
on Economic Studies suggested in the 
1970s that the steel intensity of the GDP 
— that is, steel consumed per constant 
unit of the GDP— would move like an S- 
shaped curve along the stages ofa coun- 
trys economic growth. It said that coun- 
tries with per capita incomes between 
$400 and $2,000 were likely to experi- 
ence a sharp rise in steel consumption. 
Beyond that level, consumption was ex- 
pected to flatten and then dip, marking 


which has a per capita GDP of about 
$800 at present (as recently quoted by 
the finance minister), has seen steel 
consumption growing at one of the 
fastest rates anywhere in the world. It's 
growing faster only in China. 

Why, then, do we have low steel in- 
tensity? The biggest reason is that the in- 
tensity depends, among other things, on 
how the economy grows. In their book, 
Indian Steel Perspectives, 2025, former 
industry secretary R.K. Sinha and former 
Steel Authority of India (SAIL) director 
S.C. Suri have pointed out that the de- 
control of the steel industry in the early 
1990s coincided with broad-based liber- 
alisation across industries. In the years 


this sector contributes very little to steel 4 
demand — and that too in an indirect 
manner. Ergo, our steel intensity is low. 
But that hasn't stopped Paswan. He 
has used the comparison to pin a target 


According to the draft National Steel 


“We have earned $25 billion from 
30 years of iron ore exports. The 
steel equivalent of this year’s ore 
exports could have earned that” 

— R.K. Dang, chairman, steel min- 
istry's committee on iron ore exports 


~ 


made noises commensurate with their | that followed, steel demand didn't grow 
constituents' views. | as fast as the services sector did. Now, 


Why exporting iron ore might just make 





DILEEP PRAKASH 





Policy, Indias steel making capacity 
should go up from the present 38 mil- 


lion tonnes (mt) a year to 110 mt by | 


2020. Should that worry us? 

According to the Indian Bureau of 
Mines, India has net reserves of over 24 
billion tonnes of iron ore. Now, going by 
the rule that 1 tonne of steel requires 1.6 
tonnes of iron ore, the annual need in 
2020 would be 176 mt. And that's hardly 
a cause for panic, given the reserves. 

Now let's look at usage. Less than a 
third of the iron ore produced in 2004- 
05 were used domestically. More than 
half of it was exported and the rest was 
leftas surplus, lying about in stockyards. 
In fact, overthe past five years, surpluses 
have steadily grown. Last year, they ac- 
counted for more than 13 per cent of 
production (See 'Enough To Go 
Around"). So there is no supply crunch. 

Kunal Bose, an independent steel 
analyst, says: "India has huge reserves 
ofore. So there is space for both contin- 








“The ore exported is fines [vari- 
ety]. There is no domestic market 
for it yet. If we get good prices 
here, we would be happy to sell" 
— H.C. Daga, senior president, 

Essel Mining 
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ued domestic demand and exports to 
co-exist." But let's look closer at the fu- 
ture — with the help of the steel min- 
istrys numbers. 

Earlier this year, Paswan appointed a 
committee under the chairmanship of 
former steel and mines secretary R.K. 
Dang to recommend national guide- 
lines for iron ore mining. The commit- 
tee, in its report presented in August, 
said that, at the current growth rate, the 
export demand of iron ore would reach 
114 mt by 2020. Add that to the steel 
makers' demand, and the total annual 
demand would come to 290 mt. 

Let's look even farther. If capacities 


grow at a compounded annual rate of 5 | 


per cent from now on, we would pro- 
duce about 478 mt of steel in 2050. At 
that level, even if exports double from 
the 2020 level of 114 mt, the ore demand 
would be at 1,100 mt. And after taking 


into account the continued depletion in. | 
thereserves in the mean time, we would | 


still have enough to feed both sorts of 
demand over another decade. 

But the argument is not merely one 
of hoarding up for future use — it's 
about adding value at present. Says 
Dang: "From 30 years of iron ore ex- 
ports, we have earned $25 billion. We 
have exported 78 mt of iron ore this year. 
If we had exported the steel equivalent 
of what that ore could produce (about 
48 mt), we could have got $25 billion in 
one year. Mining for its own sake has no 
value; that's why value addition is 
needed." And that's why the Dang Com- 
mittee has recommended a phasing out 
ofiron ore exports, making it the first of- 
ficial platform to actually spell out a ban. 

And that's the view espoused by the 
three eastern states of Orissa, Jharkhand 


Enough to go around 


IRON ORE 


and Chhattisgarh, which also happen to 
beamong the most impoverished states 
in the country. Shivraj Singh, mining 
secretary of Chhattisgarh, says: "In a 


| state like Chhattisgarh, with very little 
| means of alternative employment, 


value addition has to be encouraged," 
he says. His counterparts in Orissa and 
Jharkhand also subscribe to this view. 
That's why Orissa and Jharkhand have 
actively courted international steel ma- 
jors like Posco and Mittal Steel, along 
with domestic majors, to set up steel 
plants in those states. (Orissa, however, 
exports some iron ore through its Orissa 
Mining Corporation.) 

The problem is that the states don't 
make much money from mining. Ex- 
cept Goa, whose Rs 2,970 crore of iron 


| ore exports accounted for 41 per cent of 


the country's total in 2004-05, others 
don't make much from the sector. The 
royalty miners pay on iron ore is Rs 25 a 
tonne, while the pithead prices are rul- 
ing close to Rs 1,600. This means state 
governments don't get a share of the 
windfall gains when prices rise. That's 
why an ad valorem royalty rate is being 
considered by the Anwar-ul-Hoda 


| Committee, which has recently been 


appointed by the Prime Minister's Of- 
fice to look into ore exports yet again. 
The Federation of Indian Mineral In- 
dustries (Fimi) counters that. It says that 
in 2004-05, the industry paid the state 
and Central governments Rs 14,200 
crore in taxes and other charges (includ- 


| ingroyalty, cess, sales and income taxes, 


and compensatory afforestation; but 
excluding import duties and Railway 
freight charges). 

The Fimi's constituents say that it's 
not that they only want to export. It's just 


India's iron ore supluses have increased 


Year Production Domestic consumption Exports Surplus 
2000-01 80.76 36.02 37.27 7.47 
2001-02 86.22 37.71 41.64 6.87 
2002-03 99.07 40.94 48.02 10.11 
2003-04 122.84 44.97 62.57 15.30 
2004-05 (P) 142.71 45.49 78.14 19.08 


P — provisional figures. Sources: Indian Bureau of Mines, Nagpur; Joint Plant Committee, Kolkata; MMTC, New 
Delhi, GMOEA, Panjim; and private exporters 
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depth 


that export prices may not be this high 
in a while and the domestic prices are 
unlikely to rise much further, given that 
all the major steel producers in the 
country (except Essar and Rashtriya Is- 
pat Nigam) have captive mines. 

H.C. Daga, senior president of Essel 
Mining, an A.V. Birla Group company, 
says that notwithstanding the Chinese 
demand, if Indian miners got export 
prices at home, most would prefer sell- 
ingin the domestic market. That would 
in fact help them tide over the uncer- 
tainties ofa spot market. There is reason 
to believe that iron ore prices may come 
down in the next few years. Global min- 
ing majors like BHP Billiton, CVRD and 
Rio Tinto are planning huge new capac- 
ities to feed the rising demand. Some 
550 mt of iron ore mining capacity is 
slated to be added by these three players 
themselves in the coming four years. 
Also, steel demand itself is expected to 
cool as China, the biggest importer at 
present, turns a net exporter by the end 
ofthe decade. 

Daga underscores another impor- 
tant point: “What is exported is fines, 
and there is no ready domestic market 
for it yet." (See the export figures by 
types in A Fine Distinction, on page 34.) 
The reason China accounts for a large 
part of Indian ore exports is that most of 
its own deposits are as fines (though ofa 
far lower ferrous content than India's) 
and its plants are with the sintering 
technology needed to use the fines. 

Now, future technology may make a 
difference to such calculations. It's true 
that Indian companies today mostly 
prefer using high-grade iron ore lumps 
(with ferrous content of more than 64 
per cent) to fines. But they are getting 
more ready to do so with the help of sin- 
tering and pelletisation. Essar, Tata Steel 


Moving northwards 


and JVSL already have or are building 
| pelletisation plants. Steel technologies, 
like Posco's Finex, are also being devel- 
oped to use low-grade fines in blast fur- 
naces. So, in future, more fines are likely 
to be used by Indian steel makers. 
Incidentally, controls are already in 
placeforthe other worry — the export of 
high-grade ores, whether as lumps or 
fines. The state-owned Metals and Min- 
erals Trading Corporation (MMTC) has 
been mandated by the Central govern- 
ment to canalise exports of this grade of 
| ore. India had only about 778 million 
tonnes ofthe variety as on April 2004. 
Most of this variety of ore is being 
used by the mushrooming sponge iron 
units across the country. In fact, if at all a 
case for controls can be made, it's for 
this grade of ore. Both the steel and 





sidering imposing a limit on the export 


All ore prices have risen consistently 


Ore brand Ore type 2002 2003 2004 2005 


India Bailadila (65% Fe) DLT i Lumps | 22.76 24.79 29.41 | 50.44 

| Fines 17.64 19.23 | 22.61 | 39.12 
India Donimalai (65% Fe) DLT | Fines | 16.77 | 18.27 | 21.08 | 37.18 
India Basic Grade (65% Fe) DLT ` Lumps | 21.07 | 22.94 | 27.8 | 47.13 
Goa (62% Fe) No. 9 Berth — Fines | 13.52 | 14.73 | 17.48 | 29.98 
Tudou No.9 Berth _ Fines | 15.09 | 16.44 | 19.51 | 33.46 


Source: Iron Ore Manual, Tex Report, Japan 
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commerce ministries are said to be con- | 
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ofthis grade. The mining ministry, how- 
ever, has signed up to a laissez faire 
stance on this. 

Technology can play on the other 
side too. Different cost-effective substi- 
tutes to steel are being tested out in lab- 
oratories across the world. For instance, 
through the 1980s, auto majors experi- 
mented with plastic fuel tanks as an al- 
ternative to steel ones and, in some 
cases, made the change too. Today, a 
higher portion of car bodies is made up 
of plastic over the level a decade back. 
Titanium is one element that's often 
touted as a replacement, either by itself 
or as part of a steel alloy. It is used in 
products requiring high tensility (ability 
to be stretched) or protection against 
corrosion. At home, Tata Steel is explor- 
ing opportunities in titanium. 

Technology has upset some similar 
calculations in the past. India was the 
highest producer of mica during the 
1970s and the product was much in de- 
mand, fetching almost $7,070 per tonne 
of sheet mica (at 1998 prices). That's 
when the government decided to re- 
strict exports to hold on to the mineral. 
Insome time, the world discovered nine 
substitutes and sheet mica now goes for 
$1,800 per tonne. 

There is yet another way of assuag- 
ing the heartburn of anti-exporters — 
further exploration for reserves. And in 
this, Australia's example can serve as a 
remarkable pointer. 
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try in India at present. So a ban on ex- 


U Australia had stopped iron ore ex- | 
í | ports would affect most of the people 


1960 because it was reckoned 
the« country had only 400 mt of re- 
es left. After this, a concerted drive 
was launched to explore for more ore. 
By 1966, the mining sector was re- 
pened. Today, despite mining 3.9 bil- 
|; lion tonnes of iron ore a year, most of | 
which is exported, the country still has | 

i 

Í 

i 


to Fimi, mining directly employs some 
1.45 lakh people in India. But the effect 
would perhaps be greater among those 
who depend on it indirectly, especially 
those involved in the logistics of ore. 
Every tonne of steel (by the blast fur- 
me 40 billion tonnes of reserves left, 
ie world's second highest. | 
-C.P Ambesh, controller-general of | 
the Indian Bureau of Mines, says that | 
the Indian reserves, too, have increased 
ery time they have been estimated 
afresh. He points out that between 1980 


tonnes of outgoing materials (including 
wastes). That's the reason transport 
charges have shot up along the eastern 
seaboard, the region that handles a large 
part of India’s steel and ore exports. In 


| fine distinction 
rades and types of ore exported 
In million tonnes 









E Year +64% Fe 64-63% Fe 62% Fe & below Total 
. 2002- -03 | 2411(5021) 5.44 (11.33) 18.47 (38.46) 48.02 (100) 
2002- 04. 21.87 (34.95) 15.61 (24.95) 25.09 (40.10) | 62.57 (100) 


2004-05 (P) 20.15 (25.79) . 34.22 (43.79) 23.77 (30.42) 78.14 (100) 


Notes: 2 Fass í in parentheses indicate percentage of total exports. 2) Data for financial year 2004-05 is on a 


| provisional basis. 3) Pellets included in lumps and concentrates in fines. 4) P = provisional figure. 
Sources: GMOEA, KIOCL, NMDC, MMTC, private mine owners 


In million tonnes 


2002-03 2003-04 2004-05 
"Fines Lumps Total: Fines | Lumps Total Fines: _Lumps Total 
Total 35.72 | 1230 48.02. 49.12 1345 | 62.57 64.60 1354 78.14 
t K (74. 139) (256 61) (100) s 50) (21. 50) (100) (82. 67) (17.33) f (100) 


Notes: 1) Figures in parentheses indicate percentage of total exports. 2) Data for financial year 2004-05 is on a 
: provisional basis. 3) Pellets included in lumps and concentrates in fines, 
EN Sources; GMOEA, KIOCL, NMDC, MMTC, private mine owners 


2003, the charges for ferrying ore in this 
| region were at Rs 400 a tonne. Today, it's 
| closeto Rs 1,200. 

The eastern ports of Haldia, Pa- 
radeep and Visakhapatnam and the 


. and 2000, 357 mt of reserves have been | 
. added every yearto the total on an aver- 
. age. But at the same time, Ambesh says: 
.. "It (the reserve estimate) will certainly 
_ increase. But that is really dependent on 
. the money being invested in explo- 
: ration." 

In India, exploration efforts are at a 

-- minimal level. The only large national 
'€ntity capable of exploring, the state- 
'owned Minerals Exploration Corpora- 
tion, doesnt have the funds to increase 

-its efforts, This is where a policy and an 
| accompanying funding support can be 
: ofimmense value. 

* Even if the government were to ac- 
_ cept the Dang Committee's recommen- 
dations, it would do well to look at the 
ost of pulling the plug on exports be- | report suggests that there wasn't una- 
forehand. Its clear that without exports, | nimity on stopping exports. While V.S. 
— mining wouldnt bea worthwhileindus- | Jain, chairman of SAIL, suggested that 





growth in exports. For instance, from 
about 2 mt in 2000-01, Paradeep has in- 
creased its iron ore handling to 9 mt in 
2004-05. Even small ports on the west- 
ern coast like Belikeri and Karwar have 
started handling iron ore, getting a lease 


greatly from carrying ore from the mines 
to the ports. In fact, the Railways are 
shortofrakes to meet the demand. 

The codicil to the Dang Committee 
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dependant on the industry. According | 


nace method, the preferred one) re- | 
| quires 4 tonnes of raw materials and 2. | 


of life. The Indian Railways has profited | 





western port of New Mangalore have es- ' 
pecially benefitted from the recent | 
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we restrict exports by the grade, 
B. Muthuraman, managing director of 
Tata Steel, prefers banning all iron ore 
exports as soon as possible. The codicii 
notes:"...thereis no need or justification 
for an ill-considered, premature, disrup- 
tive embargo on all iron ore exports.” 

If exports of fines are turned off by 
2006, as the report goes on to suggest, 
domestic producers wouldn't be able to 
use the extra supply. Now, fresh capaci- 
ties will come from expansion and de- 
bottlenecking at SAIL (3 mt) and Tata 
Steel (2 mt). They would come on- 
stream by 2008. The rest are new capaci- 
ties, which will not start production be- 
fore 2010, when the Dang Committee 
suggests a thorough review of all ore ex- 
ports. So, India would be able to take a 
call on exports only by 2015. Because, till 
then, ifexports are banned, Indian com- 
panies will notbe able to make use of ex- 





i cess ore that will flood the market. 


Dr Pronab Sen, principal adviser, 
Planning Commission, says: “The tim- 
ing of such a decision has to be just right. 


| The question is what should be our 


strategic view on the steel industry.” 
Even Chhattisgarh doesn't see the 
ban on exports as a strategic measure 
for steel per se. It has no problem with 
ore exports if its own steel making 
needs are met. The National Mineral 
Development Corporation mines 17 mt 
of fines from Bailadila in the state, But 


; most of it is used for servicing long- 


term contracts with Japanese and In- 
dian companies outside the state. As a 
result, Chhattisgarh's own steel makers 
have to ferry the 5 mt of ore it requires 
every year from Karnataka and Orissa. 
That's what it wants fixed. 

Numbers apart, the whole debate 
harks back to economic theories pro- 
pounded some three centuries back. In 
early 18th century, John Law, a 'mercan- 
tilist; proposed thata nations economic 
and political power derived from its 
stock of precious metals. So such re- 
sources should be protected: This was 
opposed by Adam Smith, a ‘classicist’, 
who was of the view that economic 
power flowed from productive re- 
sources likeland, labour and capital and 
the efficiency with which they were 
used. But as economic rows go, this one 
is unresolved till date. We hope the de- 
bate over ore exports wouldn't suffer a 
similar fate, E 
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The touch of 
Alan Greenspan 





LAN Greenspan's 18 years at the | 
helm of US monetary policy have | 
not lacked excitement. There | 


have been two recessions, a hand- 
ful of episodes of global financial 


turbulence, a couple ofstockmarket meltdowns | 


and 9/11. These shocks have been exceptional. 
Overall, Greenspan has managed an economy 
which has been remarkably stable since 1987. 
Economic historians will find it difficult to 
decide who is the greater central banker — 
Greenspan or his predecessor Paul Volcker. Vol- 
cker inherited an economy wracked by slow 
growth and high inflation. He broke the back of 
global inflation by pushing interest rates sky- 
high. His policies led to a lot of pain — a sharp 


recession, double-digit uuemployment in the | 


rich world, and the Latin American debt crisis. 
I tend to believe that Volcker had the 
tougher task. He had to use a wrecking ball to 
destroy 20 years of high inflation. He cleared 
the way for Greenspan, who could then fine- 
tune the economy with ever-subtle changes in 


interest rates. It is doubtful whether the global | 


economy could have done so well in recent 


years if Volcker had not attacked high inflation. | 


(The downward pressure on prices due to the 
rise of China as well as the US productivity mir- 
acle also helped keep inflation down.) 
Greenspan's most significant contribution 
has been elsewhere — his unique style of mak- 
ing policy. Till the 1990s, it was believed that ef- 
fective central bankers had to shock the mar- 
kets with sudden changes in policy. Greenspan 
has changed that. He always prepared the mar- 
kets by letting them know what he is thinking. 
His statements have often been circuitous and 
hard to follow, giving rise to the cottage indus- 


try of Greenspan watchers. But importantly, he | 


kept the markets in sync with his thoughts. 
You could call this manipulation, but it has 
been effective. He prepared his audience and 


gave himself the freedom to gradually change | 
interest rates. Since June 2004, for instance, he | 


has fought resurgent inflation by nudging up 





the federal funds rate 11 times — 25 basis 
points at a time. His colleagues have made pub- 
lic statements that interest rates have still some 
way to go up. Greenspan has preferred pre- 
dictability over shock and awe. 

Greenspan's other unique contribution to 
economic policy is in the way he has used mac- 
roeconomic data. He is known to be a numbers 
buff, and ran a successful forecasting firm. Yet, 
he has come to realise that numbers thatare hot 
off the government presses do not often tell the 
whole story. Richard G. Anderson and Kevin L. 
Kliesen of the Federal Reserve Bank of St Louis 
have written an interesting paper on this. The 
sharp rise in productivity in the US economy in 
the mid-1990s was one of the defining trends of 
our times. The initial official data did not catch 
it. But data coming from firms did show a re- 
markable rise in productivity. Who was right? 

Those who believed the official numbers ar- 
gued that strong US economic growth would 
spark off higher inflation. So they wanted a rise 
in interest rates. Greenspan believed the firm- 
level data. He also spoke to friends in American 
companies. He heard them out. All this led him 
to believe that the productivity acceleration 
was for real. The economy could grow without 
prices going up significantly. So he kept interest 
rates low. It was remarkable — a central banker 
who absorbed more than just the official data. 
(By the way, Greenspan's hunch was correct.) 

Greenspan came from the embrace of Ayn 
Rand's libertarian group. He became the chair- 
man of the US Fed at a time when the mone- 
tarist assault on the post-war Keynesian con- 
sensus was at its peak. Some of the more 
extreme members of this school believed that a 
computer could do the central bank’s job. Feed 
it with inflation and growth targets, and it 
would tell us where interest rates and money 
supply should be. Greenspan humanised cen- 
tral banking once again, preferring discretion 
against binding rules. In this, ironically, he re- 
sembles Keynes. It's not something that will 
warm the hearts of his old ideological friends. 8 
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The 


HERE is a new twist to the 
business of airports in India 
— real estate. Think about one 
thousand acres of land, an es- 
timated Rs 11,000 crore of in- 
vestment, a golf course, ho- 
tels, convention centres, malls, office 
space and entertainment centres. That's 
how much investment the promoters of 
three greenfield airports in Bangalore, 
Hyderabad and Kochi hope to attract. 
That figure dwarfs the total Rs 3,486 
crore that the three groups will invest in 
'core airport infrastructure. The three 
expect a big chunk of their revenues (as 
much as 70 per cent in five years in one 
case) to come from real estate. That is in 
line with international trends. The 
British Airport Authority earns 72 per 
cent of its revenues from non-aviation 
activities. So do the Toronto (38 per 
cent) and Singapore Changi (42 per 
cent) airports, according to a Crisil 
study. Indian airports currently earn 
only 20 per cent from other sources. 
That will change soon. The Cochin 
Airport, for example, expects that its real 
estate earnings will enable it to allow 
planes to land for free! (Currently, 105 
international and 100 domestic flights 
land there.) “We are very ambitious; by 
2012 we hope to have no landing char- 
ges,” says V.J. Kurien, managing director, 
Cochin International Airport (CIAL). In 
fact, it seems that alternate revenue 
streams may be the only way to go. As 
the Crisil study says: “Present levels of 





aero revenue (mainly landing charges) 


do not make a new project viable.” 

The new Bangalore International 
Airport (BIAL) will absorb Rs 1,411 crore 
of investment for the terminals, run- 
ways, etc. But the promoters are plan- 
ning to lease out a 300-acre corridor of 


BIAL-owned land along the access road. | 


The new 1,300-acre CIAL expects to 
attract Rs 3,500 crore of investment in 
real estate (see ‘The New Business 
Model’). It will lease some of this land, 


enter into joint ventures, and may even | 
pick up equity in some projects. It's the | 





d 


An artist's rendition of tye 
future Bangalore uM 
International Airport 


same story for Hyderabad International 
Airport (HIAL). "The potential land 
available for development could be well 
in excess of 600 acres and the aggregate 
investment for landside development 
could be [about] Rs 5,000 crore," says 
Ashish B. Singh, national manager (con- 
sultancy services) Cushman & Wake- 
field, a real estate consulting firm. 
Allthis flows from civil aviation min- 
istry policies on airport infrastructure of 
1997 and 2002. The policies ushered in a 
new thrust for revenue from non-aero- 
nautical sources. These rules were made 
to help greenfield projects be sustain- 
able and generate surpluses for further 
expansion and development. The poli- 
cies also threw away all government 
controls on the non-aeronautical 
charges that airports may chose to levy. 


his new airport business model has 
attracted much criticism. Many in 
Bangalore question why so much agri- 
cultural land has been given to private 
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promoters. Leading the critics is Jacob 
John, a former Financial Management 
Service Foundation consultant. 

BIAL is promoted by Siemens Pro- 
jects Ventures (40 per cent equity), L&T 
(17 per cent), Unique Zurich (17 per 
cent), Airports Authority of India (13 per 
cent), and Karnataka State Investment 
and Industrial Development Corpora- 
tion (13 per cent). John argues that BIAL 
has been allotted far more land than 
much larger and higher-traffic airports 
in Singapore and London. "While it is 
inevitable that non-airport revenue will 
also play a vital role in driving projects 
like this forward, we need to ask the 
question of whether the new airport's fi- 
nancial structure fairly reflects the kind 
of project that it is," he says. John be- 
lieves the government has given away 
thelandas an implicit subsidy. 

The government has given away 
3,884 acres valued at Rs 175 crore. It has 
also given a soft loan of Rs 350 crore (to 
be repaid in 20 half-yearly instruments 





AVIATION 





starting after the first 10 years of opera- 
tion.) What is it getting in return? 
Bangalore will, of course, get a 
badly-needed world-class airport. BIAL 
will pay concessional rent during the 
lease period of 30 years, renewable for 
another 30 thereafter. For the first seven 


value to the Karnataka government. 
That is a substantial discount from cur- 
rent market rates. After the seventh year, 
the lease rate will increase to 6 per cent 
and, later, to 9 per cent. It will also pay 4 
per cent of its gross annual revenue (in- 
cluding real estate earnings) as a con- 
cession fee to the Central government 
— a direct compensation for the land. 

Is that adequate? Critics don't think 
so, and they would like to correct it. First, 
they want to create a link between aero- 
nautical tariffs and non-aeronautical 
revenues: the more real estate earnings 
it gets, the lower its user charges (for 


airports... 








A The new business model 
AIRPORT AREA FOR REAL ESTATE % 0F REV- EXPECTED 
COMMERCIAL PLANS ENUES EXPECT- INVESTMENT 
DEVELOPMENT ED FROM REAL 
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years, BIALwill pay3 percentoftheland | 





It may have little to do with planes! 
Real estate projects are set to 
increase the viability of Indias 
greenfield airports. By Nelson Vinod Moses 


passengers and airlines). The benefit of 
the real estate play would, thus, be 
passed on to society. This proposal may 
be taken up by the new autonomous 
economic regulator, the Civil Aviation 
Authority, expected to be set up soon. 


| | owever, the model of development 
outside the airport is still untested. 


| Though several airports earn a substan- 


tial portion of revenues from non-aero- 
nautical means, these come largely 
from facilities inside the terminals. 

Singapore's Changi Airport has a ho- 
tel, multiplex, and hundreds of duty- 
free shops inside the terminals. The 
Copenhagen Airport is often referred to 
as an airport inside a shopping mall. 
This model may not work in India. For 
one, the sheer volume of passenger traf- 
fic will be lower. Singapore handled 30 
million passengers last year, while Ban- 
galore expects 6.7 million in 2008. Sec- 
ond, the spending levels of domestic 
passengers may not be on par with their 
international counterparts. 

That is why promoters have tried to 
tweakthe international approach to suit 
India. And there is enough evidence to 
suggest that this approach might click. 

Land prices around BIAL have al- 
ready shot up. Even the government has 
taken note of this and has doubled the 
benchmark stamp duty for land regis- 
tration from Rs 50 lakh per acre to Rs 1 
crore. This suggests that the airport re- 
alty will be snatched up. "The landside 
development at Bangalore Interna- 
tional Airport should roughly mop up 
Rs 50 crore per year initially...” says 
Singh of Cushman & Wakefield. 

In fact, many are betting that the 
new airport will correct Bangalore's lop- 
sided development. The city's develop- 
ment has been largely restricted to the 
south and east due to growth of the IT 
industry there. The new airport-spon- 
sored realty in the north could provide 
balance. Can an airport save the city? 8 
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Bangalore's beleaguered internat- 
ional airport project finally took off 
in July 2005, four years after a Siem- 
ens-led consortium was selected by 
the government to build the airport. 
Albert Brunner, CEO, Bangalore In- 
ternational Airport Limited (BIAL), 
spoke with Nelson Vinod Moses 
about the many revenue streams he 
will pursue for the Rs 1,411-crore 
project. He also talked about BIAUs 
strategy to fully tap the potential of 
non-aviation related activities: 
commercial development will take 
place on 300 acres of the 3,884-acre 
airport, and will include a hotel, 
malls and office space. Excerpts: 


What are the various revenue 
streams for BIAL, and when will 
each one kick-off? 

BIALS revenue would come from two 


avenues: aviation-related revenue from | 


passengers and airlines (fees and tariffs) 
and non-aviation related revenue from 
commercial activities like shopping 








malls, business centres, 
entertainment centres, 
tax-free shops, etc. BIAL 
would like to boost non- 
aviation revenue. 

Many good airports 
around the world make 
more money from non- 
aviation activities. Some 
of them have a 50:50 ra- 
tio. This ensures that the 
airport is competitive 
and attractive for air- 
lines. Since we are 
building this airport 34 
kms away from the city, 
which is neither big in 
size nor a major transport hub, we will 
start with a modest figure for non-avia- 
tion revenue and build on it. 


SHASHI KIRAN 


When will the real estate part of the 
airport kick-in? 


| Itwould be nice to have it right from the 
| beginning. However, the first priority is 


to complete the airport on time and be 
ready by April, 2008. And we have other 
concessionaires which are related to the 
aviation business, things like the fuel 
agent or the cargo handler or the cater- 
ing company. They have to be ready 
right from the first day onwards, other- 


wise our airport would not function | 
properly. The other income streams | 


have second priority. It does not mean 
that they are less important, but time- 
wise they are second priority. 


The 300 acres of real estate... was | 
| that part of the financial viability? 
Of course, it contributes to the viability | 
of the airport. The more we can get rev- | 


enue from these activities and not from 
the aviation-related activities, the more 
competitive and attractive we can be. 
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‘A company can 
have its HQ at 
the airport 


Are you saying that without the real 
estate component it would not be 
as attractive and competitive? 

It would be more difficult to be compet- 
itive because we have to get most of the 
revenues from the tariffs and passen- 
gers. If we have other avenues then we 
can reduce the tariffs and air charges 
and be more attractive to the airlines. 


Is that just necessary in the begin- 
ning, or will it change as it becomes 
a well-known place to disembark? 
It will be more necessary in the begin- 
ning because a greenfield airport is diffi- 
cult to keep viable as the initial invest- 
mentis very, very high. Even if we build a 
small airport you still need a runway, a 
taxiway and a terminal building... 

We have the unique chance to allot 
or reserve a certain area for activities 
that are not directly linked to the pas- 
senger who is in the terminal building. 
We can offer a hotel, or office building, 
or ifa company wants to have its head- 
quarters at the airport, we can offer that. 
It's a very attractive offer for the compa- 
nies that have to travel frequently. 


The real estate play is important for 
the financial viability, but is it fair 
for the stakeholders, the people of 
Karnataka and Bangalore? 

I will really consider this as a win-win 
situation, as it helps us and it is more at- 
tractive for the use ofthe airport. 


Could you give some indication as 
to the kind of revenues you are 
looking at from renting the 300 
acres of space? 

No, we haven't got the figures. Good air- 
ports today make up to 50 per cent of 
revenue from non-aviation related in- 


| come. In our case, we cannot assume 
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The storm before the take-off 


: E^ since 1989, when Dr S.R. Valluri, former director of National 





Aeronautical Laboratories (NAL), recommended that building a 

new airport could be one of the alternatives to deal with 
Bangalore's growing air traffic, the project has been dogged by 
controversies and delays. We present the latest list of its troubles: 
Deve Gowda vs Narayana Murthy: Taking offence to Deve Gowda's 
remark that his contribution as BIAU's chairman was inadequate, 
Narayana Murthy quit his post. Murthy was also not too pleased with 
the fact that Gowda had suggested that Infosys had sought to buy up 
large tracts of land near the airport. In a letter to Karnataka chief 
minister Dharam Singh, Gowda alleged that a number of major IT firms 
had acquired vast tracts of nearby land. He said that these firms had 
not yet fully utilised the properties or built anything, barring a 
compound wall, to make use of it for real estate purposes. 
international airport or real estate project?: Jacob John, a former 
consultant with the Financial Management Service Foundation, has 
questioned the real estate plans of BIAL. He feels that the money 
from real estate would act as an implicit subsidy from the government 
to the private developers. He thinks that the project could have been 
broken into real estate and airport components, with the government 
of Karnataka in control of the real estate development and profits. 

: Contracts awarded to BIAL's promoters: The Parliamentary Standing 
Committee on Transport and Tourism pointed out that BIAU's prom- 
oters — including Siemens Germany, Siemens india and Larsen& 
Toubro — had been awarded Rs 884 crore of engineering, procure- 
ment and commissioning (EPC) contracts (as well as other types) 
without an open, transparent tendering. The civil aviation ministry said 
that it was understood at the pre-bid stage that the joint venture 
partner would have the rights for EPC and other contracts. 





| Gowda has accused Infosys o 
grabbing 350 acres near the ` 
u airport. Infosys has refuted 


Deve Gowda 
vs Narayana 





| L&T and 
Siemens 
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that we shall get alot of revenue because 
you don't now yet. And there is no other 
such airport in India which has explored 
this revenue stream. Look at Mumbai 
and Delhi — they have very few shops. 
However, the potential is there. It was 
not properly used. ... 


Do you think that it will take a long 
time to reach a 50:50 revenue mix? 
It is not our aim to create as much rev- 
enueinthe first fewyears. We would like, 
first of all, to make a proper master plan 
for the 300 acres to find what kind of 
activities we should have in the long- 
term, or atleast in the medium-term. If 
we had only office buildings, it would 
not be attractive for the visitor. 


What about shopping malis? 

I don’t know whether a mall is attractive. 
In the city, we have a huge population. 
However, we are 34 kms away from the 
city. First, we have to find somebody 
who will invest in a mall. In the begin- 
ning, it will not be easily viable, for who- 
ever invests will have to take a risk. 


How will the non-aviation develop- 
ment happen? 

We would like to lease the land; that's the 
basic principle we have in our airport, 
be it for cargo, maintenance or fuelling. 
We do not invest or go for joint ventures; 
we would like to have competition. We 
are convinced that we can provide the 
best service at the most competitive 
price for our airlines and passengers if 
we have competition. 


Without non-aviation revenue, wou- 
id the project have been unviable? 
No, I would not say that. Look at the 
other airports in India. Most of the big 
ones have small incomes from non-avi- 
ation, but they have a high level of pas- 
sengers. But if you have old infrastruc- 
ture with a lot of passengers, then you 
have nice income and it is easier. But if 
you have new, expensive infrastructure 
that you have to depreciate first, it is 
more difficult. 


When will you break-even? 

I don't know, but we should break-even 
in the first 10 years. But l'Il tell you why it 
will not happen that way: because be- 
fore we reach 10 years of operation we 
may have to re-invest. B 
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80000- Boom in capital 
expenditure* (Rs crore) 


10,724 
B 
69,140 
50,000- 
. © 41,948 
Ë 
x This investment boom is 
second only to the peak 
- scaled in 1997-98. Interest- 
ingly, unlike in that period, ps o 
the capex is being financed 28 


. from internal accruals 





1997- 2004-7 
9 05 


...but HOW 


how much Is substance’? sy 





BUSINESSWORLD 7 NOVEMBER 2005 





Investment binge 


Mega investments announced recently 


OIL & GAS 
ONGC- Exploration & production y; Rs 12,500 er 
GAIL- Southern Gas Pipeline Grid: Rs 7,000 cr; C 3,000 cr 
PETRONET LNG- 3 terminal and re-gasification capacity 
expansion at Dahej and capacity creation at Kochi: Rs 4,500 er 


CSEIMERIES AND PETROCHEMICALS 
i Kakinada, Barmer: R$ 25, 000 cr 
angalor Rs 25,000 e 


xes at Panipat, Paradip 


s in Mangalore, 
l complexes in Dahej 
10C- Refinery-cum-petrochemicals comp 
Rs 17,850 cr 
RELIANCE- Doubling of Jamnagar refiner acity: Rs 30,000 cr 
BRITISH PETROLEUM- Refinery at Bhatinda: Rs 2,000 er 


POWER 

NTPC- Kayakulam: Rs 25,000 cr 

RELIANCE ENERGY- Madhya Pradesh, Uttar! 

ONGC- Mangalore: Rs 10,000 cr 

TATA POWER- Two plants in Jharkhand: Rs 17,000 cr 


Rs 40,000 cr 


TELECOM 

BHARTI-TELE-VENTURES- 

Fixed and mobile network expansion: Rs 4,500 cr 

BSNL- Fixed and mobile network expansion: Rs 20,000 cr 
HUTCH TELECOM- Mobile network e ion: Rs 4,500 er 
IDEA CELLULAR- Mobile network expansion: Rs 3,400 er 


AUTOMOBILES 

MARUTI UDYOG- New car plant, Man Rs 3,000 cr 

HYUNDAI MOTORS- Second car plant, Sriperumbudur: Rs 4,500 er 
TOYOTA- New car plant, Bidadi: Rs 1,500 cr 


METALS 

HINDALCO- Copper and aluminium c 
Hirakud, Muri and Belgaum: Rs 12,000 cr 

SAIL- Capacity expansion in Bokaro, Bhilai, Rourkela and Burnpur: 

Rs 30, 000 cr 

TATA STEEL- Expansion of the Jamshedpur plant, new steel ple 

Jharkhand, Chhattisgarh ar Rs 50,000 er 


expansion in Dahej, 


CONSUMER ELECTRONICS & HOUSEHOLD 
APPLIANCES 
LG INDIA- Pune: Rs 2,500 er 


INFORMATION TECHNOLOGY 


CISCO-Development Centre & BPO in 


alore, Chennai: Rs 5,000 cr 





BW Research | 
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NDIA is in the midst of an invest: ` 
ment boom. Over the last few. 
months, investments of nearly 
Rs 500,000 crore have been an- 

nounced in sectors as diverse as ` 
oil and gas, petrochemicals, steel, 

automobiles, telecom, power, TE; 
and consumer electronics. 

The spate of investments ane 
nounced can be clubbed under two. 
broad categories. The first is companies _ 
scaling up to meet increased deran 
And, the second is money being sur 
infrastructure projects. Some o! Í 
biggest business houses feature pro 
nently in this capex drive — the? 

Group (Rs 90,000 crore announced) 
lance Industries (Rs 58,000 crore), 
Aditya Vikram Birla Group (Rs 13, 800. 
crore) and Bharti (Rs 4,500 crore). Even 
PSUs like ONGC (Rs 77,500 crore) and ` 
Gail (Rs 10,000 crore), and MNCs like 
Nokia (Rs 675 crore) and LG (Rs 2,500. 
crore) are investing in capacity creation, 

The early signs were visible around 
2003, when companies began scaling 
up. The trend has now gathered critical 
mass. ICICI Bank executive director Kal- 
pana Morparia says this will continue, as 
large number of companies expand ex- 
isting facilities and create new ones, “OF 
the 1,500 large clients we track for capital 
expenditure, most are either investingin 
fresh capacities or are planning to. They 
will be investing about Rs 2.8 trillion over 
the next couple of years in brownfield: 
and greenfield projects," she says. 

The order books of the heavy engt- 
neering majors, such as BHEL, Larsen & 
Toubro and ABB India, are overflowing 
even as they are bringing home record 
revenues. It suggests a rapid rate of pro~ 
ject implementation and investment 
planning. But not everybody is convin- 
ced that such good cheer will translate 
into tangible results. 

Sceptics point out that the money fi 
nally invested is always lower than what 
is announced. Thís is perhaps true. 
Quite a few CEOs of the companies 
Businessworld met spoke loftily of their. 
plans at hand, even if they were still on. 
the drawing board. In fact. it's i 
practice in industries such as steel t. 
liberately announce grand projec 
order to get into a position to corner raw: 
material resources such as mines and 
shut competition out. 

But, as Reserve Bank of India (RBD 






























3 5 Kalpana Morparia, 








“Iseethe 
momentum building up” 


Anand G. Mahindra, 
“We have to create fresh ca- 


pacities to keep pace with 
the growth of the market” 


Ravi Uppal, In 


dia-"There is a pick-up in 
industrial demand because 
of infrastructure develop- 
ment and increased con- 
sumer spending" 
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SECTOR 








data shows, in the last three years, banks 
and financial institutions have already 
participated in projects worth Rs 





SANJIT KUNDU 


160,046 crore. According to Capitaline | 


Plus, the gross block addition of the top 
500 companies listed on the Mumbai 


Stock Exchange shows an increase of8 | 


per cent and 8.5 per cent in 2002-03 and 
2003-04. In 2004-05, it was Rs 723,020 
crore—an increase of 10.6 per cent over 
the previous year. 

Again, data from research firm Pro- 
jects Today shows improved implemen- 
tation ratio of projects. The percentage 
of projects underway has risen to 41.7 
per cent in September 2005, from 38.1 
per cent last year. Still, there is appre- 


2002-03 
Growth 





Amount 








DINESH KRISHNAN 





EC 





(Rs crore) (96) (Rs crore) 

Pharma 2,913.5 11.9 3,588.5 

Automobiles 16,258.8 5.1 16,700.5 

" i 2,963.1 26.3 3,484.9 

FMCG 9,916.4 12.3 10,656.5 

Power | 515815 9.2 56,659.3 

Oil, gas & 144,518.2 8.3 153,442.1 
petro products 

[T EE 55,605.5 5.6 61,122.3 

14,601.9 94 16,265.0 

14,019.9 9.1 15,684.0 

1,238.3 4.1 7,555.7 

11,144.9 2.0 7,119.4 


*Physical assets 








hension about the breadth and sustain- 
ability of this boom. The sceptics have 
not forgotten the investment binge of 
1993-96 and the five-year industrial 
stagnation that followed. 

The worries of a repeat boom and 
bust cycle are well-founded to some ex- 
tent. The economic fundamentals were 
better in the mid-1990s than today. 
From 1994-95, India had three consecu- 
tive years of more than 7 per cent GDP 
growth — a feat not achieved before or 
since (See ‘Favourable Climate’). The in- 
dex of industrial production growth rate 
was also higher: 9.1 per cent and 13 per 
centin 1994-95 and 1995-96, as against 7 
and 8.4 per cent in 2003-04 and 2004-05. 







Gross block’ addition across sectors 


It has been going up since 2001-02. But lately, it has showing signs of acceleration 
2003-04 


Amount 







2004-05 











Growth Amount Growth 

(%) (Rs crore) (%) | 

23.1 4,395.2 22.4 | 
2.1 18,216.6 9.0 

17.6 ENT C21. 
7A — 1186019 — 13 = 
9.8 59,973.2 5.8 | 
6.1 163,031.2 6.2 | 
9.9 65,437.0 7.0 

11.4 17,505.2 7.6 

11.8 17,412.7 11.0 
4.3 8,834.4 16.9 
-36 1,425.3 43 

Source: Capitaline Plus 
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'OWEVER, there are significant dif- 
ferences between the investment 
boom of the mid-1990s and the one un- 
derway. These differences highlight how 


‘the underlying structure and drivers of 

‘growth for Corporate India has changed 

< since the mid-1990s. They also, perhaps, 

allay fears accompanying this round of 
‘intensive capital expenditure. 


Many Indian companies have now 
become a part of the global supply 


chain. In other words, some of the ca- | 


pacities being created will service de- 
mand around the globe. The invest- 
ments being made by the Korean 
chaebols are a good example of that. LG 
is investing $250 million in setting up a 


| new factory near Pune to produce 
- mobile handsets, consumer electronics | 


and household appliances. It plans to 
export half the handsets to the Middle 
East and Africa. The company already 


exports one-third of its production atits | 


existing Greater Noida plant. 

Hyundai is investing Rs 4,500 crore 
in a new line to increase production of 
cars in India to 400,000 a year from 
250,000; it plans to export at least one- 
third of those. In fact, from this year, its 
plants in Korea have stopped making 


. the Santro, which will now be made only 
in India and exported globally. 


yundai has attained the cost and 





v quality levels in India required for global | 


exports," says B.V.R. Subbu, managing 
director, Hyundai Motors India. 

It's not just the Koreans. Nokia is in- 
vesting $150 million in setting up a mo- 
bile handset unit at Chennai to cater to 
the markets in South Asia and the Mid- 
dle East. Chennai is also a destination 


for BMW, which has decidedtosetupan | 
assembly unit there to scout for compo- 
^ nent outsourcing besides assembling a | 
`. few hundred luxury cars a year for India. 


— Suzuki, which has been exporting cars 


AE 


from India for over a decade, is investing 


about Rs 3,000 crore to double its an- | 
nual capacity in India to 600,000 unitsin | 


a couple of years, with an eye on in- 
creasing its exports as well as maintain- 
ingits dominance here. 

You could argue that being part of a 
global supply chain exposes invest- 
ments to the vagaries of global eco- 
nomic imbalances. For instance, the 
huge investments made by the steel in- 
dustry in India could be seriously af- 
fected once China turns into a net ex- 






















Fi i = 
inancing t 
HOW is this massive expansion being funded? In a range of ways, but 
mostly through internal accruals and foreign currency convertible bonds. 

ONGC, the company with the biggest investment charter, intends to 
finance most of its Rs 1 trillion capital expenditure over the next five years 
with internal accruals alone. The company has been generating an averag 
cash profit of about Rs 15,000 crore for three years now, thanks to the oil 
price boom. And going by the oil prices outlook, it seems ONGC will 
maintain that average. If it does not give away half the profit as dividend 
to the government, it should be able to make most of its investments 
from its earnings. 

“It is possible that all the investment plans may not fructify after com. 
mercial due diligence is completed. Or, it is possible that the plans may get: 
extended, especially if OVL [ONGC' subsidiary! manages to bag big oil and. 
gas equity deals," says R.S. Sharma, chief financial officer, ONGC. At any 
rate, he has taken approval of the board to raise Rs 66,000 crore as debt, if. 
required, and hired Moody's to rate ONGC's debt within a couple of month 

Over the last two years, cash profits of Indian companies have 
improved, thanks to the efficiencies. That 
has helped them survive the 1997-2002 
slump (See ‘Profits of Top 500 Listed 
Companies’). According to Capitaline 
Plus, the top 500 listed companies (by 
sales) generated cash profits of Rs 
165,071 crore — twice the amount made 
during 2001-02. 

ICICI Bank executive director Kalpana — 
Morparia also points out that unlike in the 1990s when companies resorte 
to a minimum debt-equity ratio of 2:1 while investing in projects, they are 
now ensuring that it does not exceed 1:1 despite undertaking large 
investments. eM 

Foreign currency convertible bonds (FCCBs) are becoming popular |. 
with the mid-sized companies. The issuers of these bonds do not require 
credit rating or security, and can raise capital quickly. Once the issue is 
complete, the induction of cash prompts markets to re-rate their stocks. 
This is an incentive for the investors to convert their debentures into shares ` 
earlier by paying a premium. The downside: this may lead to a sudden, 
unplanned dilution of equity. 

The issue size is typically $75 million-150 million, says Ravi Kapoor, : 
head (capital markets), Citigroup India. About $3 billion has been raised — <q 
through FCCBs in 2005, with another $1.5 billion-2 billion expected over. 
the next three months. About $2 billion have been raised through global ` 
depository receipts (GDR) as well, Kapoor notes. 

Of course, there may be a slowdown in GDR and FCCB issues, now that x< |0 
the government has stipulated companies wanting to list equity abroad to x 
listed on an Indian stock exchange first. In other words, this route will now 
close for privately-held companies. 


Cash prof 
companie 


2002-03 
2003-04 | 
PONTES 165,071 
Source: Capi ine 
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orter of steel. In other words, while 
ere may be demand, there could also 
rise in global supply. Promoters in 
ndia must, therefore, assess the global 
supply-demand situation before setting 
up capacities. Still, investors believe that 
| the global dynamics are somewhat off- 

et by the bigger size of the opportunity. 
— An important differentiator for the 
| present boom, as ICICI's Morparia 
| points out, is that itis tailing demand in- 
stead ofleading it. “A lot ofinvestment in 
the 1990s was undertaken in the hope of 
capitalising on the consumption boom 
that was supposed to be unleashed by 
beralisation. This time, companies are 


racking the demand growth closely and | 
nvesting only because they must in or- | 





Nearly 90 per cent ofthe survey respon- 
dents reported capacity utilisation of 
more than 50 per cent, and more than 
half the respondents reported capacity 
utilisation of more than 75 per cent. 
The underlying reasons behind gal- 
loping demand are familiar: robust eco- 
nomic growth, a booming middle class, 
soft interest rates, better connectivity, 
etc. Amit Mitra, secretary-general, 
FICCI, says consumer demand has 
been revolutionised by improvements 
in communications and roads. "With 


the television and mobile phone boom, | 


| the communication gaps are being 
taken care of. Better roads are allowing | 


producers to cut down on supply lags to 
reach consumers directly," he says. 


Favourable climate (% growth) 


Macro-economic indicators contribute to a favourable climate for investment 


2003-04 2004-05 


ECONOMIC INDICATORS (95) 
| GDP growth 
B index of Industrial 
Production 


Investment rate 
(gross capital formation as 
% age of GDP) 


Non-food gross bank credit 


Resource mobilisation from 
capital markets 


der to make bigger profits," she says. 

Indeed, most CEOs complain that 
| their existing capacities are no longer 
ble to cope with demand. Says Mahin- 
dra & Mahindra vice-chairman, Anand 
| Mahindra: “We are continuing to 
| squeeze out more efficiencies from the 
| existing capacities. Yet, we now have to 
B create fresh capacities to keep pace with 





| also led to the need for capacity expan- 
| sion. Unlike during the last investment 
| boom, India is now a major exporter. 

| — The Business Expectation Survey, 
| conducted by the National Council for 
_ Applied Economic Research in July 
< 2005, indicates that capacity utilisation 


2001-02 


| the growth of the market and competi- | 
| tion.” The rise in export demand has | 


2002-03 


22.2 
7.6 


14.9 
13.9 





Source: RBI, CMIE, Prime Database, Economic Surveys I 


Another distinctive feature of this 
round of investments is that it is being 
driven by an almost dire need to get a 
better return on capital. The past few 
years of decent economic growth com- 
bined with increased levels of efficiency 
have resulted in Corporate India churn- 
ingout blockbuster profits. According to 
Capitaline Plus, the top 500 companies 
aresitting on Rs 273,316 crore of general 
reserve. This is dragging down their re- 
turns on capital employed. 

Petronet LNG managing director 


| and CEO, Prosad Dasgupta, says cash- 


| levels are high in most companies. | 


rich companies have no choice but to 
invest because the major shareholders 
aren't just interested in having their 
money back. They would rather see 
their money earn business returns and 
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notthe real negative returns that the de- 
posits in banks yield these days. Conse- 
quently, most of the investments are 
coming from internal accruals, equity 
or hybrids (see ‘Financing The Boom’). 


LARGE part of the investments is 

going into the manufacturing sec- 
tor. "The old economy is back where it 
belongs," says V.S. Jain, chairman, SAIL. 
The company is investing about Rs 
30,000 crore overthe next seven years to 
expand capacity from 12 million tonnes 
a year to 20 million tonnes a year. "Most 
large steel plants are operating at more 
than 100 per cent capacity now; they 


| need to invest in fresh capacity to take 
| advantage of the growing market,” he 










212 
313 


says. According to Projects To- 
day, the outstanding invest- 
ment in manufacturing (of 
Rs 392,654 crore) has gone up 
20 per cent in the last year. The 
share of manufacturing in total 
investments has also gone up 
to 19 per cent from 15.7 per 
cent a year ago. In the first half 
of 2005-06, manufacturing 
projects accounted for 54 per 
cent of all investments an- 
nounced, from 33.8 per cent in 
the first half of 2004-05. 
Meanwhile, the share ofthe 
services sector has declined 
dramatically From 61.4 per 
cent in the first half of 2003-04, 
it went down to 50.3 per cent in 
the same period of 2004-05. In 
the first half of this fiscal year, 
itssharein announced projects 
had crashed to 17.9 per cent. 
Investment in manufacturing is 
good news. According to a National 
Manufacturing Competitiveness Com- 
mission draft paper, India cannot ach- 
ieve a GDP growth rate of 8-10 per cent 
without the industrial sector growing by 
at least 10 per cent and its manufactur- 
ing component growing at 12 per cent. 








HILE all this is valid, there are 

concerns of what could happen if 
demand slows down. On the face of 
cheery expectations, the question ap- 
pears heretical. The demand for com- 
modities such as steel, copper, alu- 
minum and cement are projected to 
grow annually at 7-8 per cent till 2010 
based on sustained investment in infra- 


CAPEX 


as 
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Structure, industry and consumer 
goods. The demand for most consumer 
goods is projected to grow at 10-15 per 
'ent à year, thanks to rising per capita 
incomes and easy availability of con- 
| sumer finance. The retail loan market 
more than trebled in 2004-05 from 
. Rs 44,100 crore in 2002-03. 

D... Investment bank Morgan Stanley 
has indeed posed such a question. Its 
| position on the current growth is some- 
B what contrarian. It argues that “a large 
B partofthe growth acceleration has been 
| driven by a low interest rate-sponsored 
B consumption boom" It further says that 
B while the consumption growth helped 
| improve domestic capacity utilisation 
| since end-2003, a rising proportion of 
| the demand is being met by imports. 
The report also argues that the In- 
| dian financial system is highly lever- 
| aged, thanks to government debt and 
- loans to banks and companies. Accord- 
_ ing to Morgan Stanley, the total of these 
; two has shot up to 119 per cent of GDP 
as of March 2005, up from 87 per cent of 
GDP in March 1999. (This figure is ex- 
pected to rise to 124 per cent by March 
..2006.) The firm argues that the “high 
. level of leverage in the system is clearly 
| nota comfortable starting point" if the 
| country wants to pursue an aggressive 
_ capital expenditure programme to fund 
_ infrastructure. “Pursuing an aggressive 
capex cycle at this stage will only in- 
crease the risk of a huge interest rate 
| shock on the system,” it concludes. 

` Further, the GDP growth of 8.1 per 





Eum 


B. centin Q12005-06 was accompanied by | 
B acurrent account deficit of $6.2 billion, | 
| which meant India consumed more | 


| than it produced by dipping into its | 
: forex reserves. Annualised, the Q1 cur- | 


| rent account deficit is about 3 per cent 
| of the GDP which could put serious 
| pressureon the rupee and interest rates. 
| — Some observers are also worried that 
| allthis expansion is happening at a time 
when the government's reforms pro- 
É gramme is stuck due to political squab- 


B bling (see BW, 10 October 2005). Some | 


argue that the performance of India Inc. | 


| today is almost immune to what the 


| government does. While there is some | 
merit in this observation, it's equally | 


| true that some of the big announce- 


"ments are from PSUs, which are prey to. | 


_ either ministerial interference or gov- 
| etnment ennui. Those may not finally 








Project investment (ns cr) 


Project investment in major industries since 1999-2000 


1999- 
2000 


2000- 
gi 













Power 15,925 
7 (-52) (33) 
Telecom 3,409 6,814 
(50) (100) 
Metals 6,917 1161 
& metal (C32) (3.5) 

products 

Auto & 566 214 
ancillaries (88) (51) 
[XX er i E 4823 5,220 
& chemicals (44) (8) 
Pharma 117 424 
E (49) (262) 
Cement 1,627 1,883 
(39) (16) 
Textiles 3,335 2,252 
(46) (32) 
Paper & 457 638 
PEE Oa (42) (40) 
Hotels & 1,603 1,619 

restaurants (61) 


(1) 
information - - 
technology 
Hospitals, 
transport, 
entertainment 


translate into anything on the ground. 

A case in point is ONGC, which is 
preparing to invest in excess of Rs 
100,000 crore over the next five years. 
Half that investment has been resisted 
by the Ministry of Petroleum and Nat- 
ural Gas on the ground that ONGC 
ought to stick to its knitting (exploration 
and production), and not diversify. 


Moreover, some of the announced | 


capex is related to infrastructure pro- 





M Project investment Wl Change in percentage 


jects, which are linked to government | 


initiatives. For similar reasons, they 
could get delayed or even stalled. Worse, 
if infrastructure expansion doesn't keep 


pace with capacity creation, it could cre- | 


ate bottlenecks and drag demand down. 
The mood in the government, how- 
ever, remains buoyant. The RBI has not 


i raised the bank rate; instead, it has 


raised the reverse repo rate by a quarter | 
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2001- 
92 


2002- 


o3 





1,731 2348 1311. 
(91) G6 GIO — (3). 
5,266 839 28688 15832. 
(33) — (8) (9320) — (45 | 
5,265 41 12469 21331 | 
(269 — (92 (300 (119) | 
1,060 78 936 — 1298. 
(87 (93 (1100 G) 
125 S3 11M — 18M. 

(86) (21) (96) (61) | 
231 512 382 1008. 

(4) (16) (25) — (164). 
519 45 1604 302 

(6 — (2) — Qu) — Q9. 
999 1133 3676 7458. 

(56) 13 (224) (103) | 
388 199 — 58 — 2330 

(39 .— (49  — (193 (299) | 
970 502 144 — 225. 

(40) — (48 — (186 (57) | 
486 164 O 1,633 979 

(62 (81) (40) | 

93 1406 2251 420. 

(47) (60) Gn 


Source: RBI | 
per cent to 5.25 per cent. It has thus tried 
to tighten the money supply in the sys- 
temalittle and check inflation. This hike 
is expected to push up interest rates that 
banks charge companies and con- 
sumers. RBI governor Y.V. Reddy says 
the status quo on bank rate is meant to 
signal a benign outlook on inflation and 
interest rates for the medium term. The 
RBI has also upped its projection of 
GDP growth for 2005-06 to 7.5 per cent. 
More recently, finance minister P. 


| Chidambaram acknowledged the in- 
| vestment boom underway and stressed 


that business confidence is at its highest 
in a decade. 

Will that calm the sceptics? 

With reports from Anup Jayaram, 

Ranju Sarkar, Nelson Vinod Moses, Aditya 

Khanna & Samar Srivastava 





OU KNOW WHERE YOU WANT TO TAKE IT. 
YOU KNOW HOW YOU WANT TO RUN IT. 






THE QUESTION 1S. WHAT DO 








On the surface, a business is a business, 
no matter what size or industry. 
You develop a product or a service. 
You market it. 
You distribute it. 
You sell it. 
nd in between, you strive to do the whole process more 
efficiently and profitably than your competitors. 
It’s not rocket science. In fact, it’s pretty simple — 
until you factor in the not-so-simple things that make 
doing business in your industry so comp 
These are the things that keep you up at night. 
These are the things that can mean the difference 


between success and failure. 





Individual solutions for individual industries. As a leader in business solutions, SAP understands that your industry 


is like no other. And we have the experience to prove it — software that’s specifically geared to the nuances of your 





busines software that's grounded in our vears of working with the world's best-run businesses in vour industry 


Small, medium and large c ompanies run SAP. While many SAP customers are in the Fortune 500, thousands of 


midmarket leaders like H&R Johnson, Navneet and John Fowler run SAP 


We also have a network of qualified channel partners, so you can be sure you're getüng the best solution for your needs 
and the best service for vour investment 


. Mes r 
What can SAP do for your company? We can give you flexible solutions to help you be successful in an ever-changing 


ket. Solutions that let you create innovative business processes that will keep you ahead of the competition. We know 
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UNDAMENTALLY DIFFERENT. 
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ou don't want to buy more than you need. So we have modular solutions that enable 


»recision and within budget 





We recognize you want a system that will work with what you already have. So we 
everage your existing investments and keeps your options open for the future. SAP h 

with some of the world's most successful companies 

Fell us which industry you work in and get a free industry specific SAP CD, where you'll find all the answers 
o your questions and valuable insights from SAP. Send in your details to info.india @sap.com. 


‘or more details log on to sap.com or call toll-free on 1600 425 5959. 


`. 
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The Great Book-. 





Google's project to digitise and 
index library books has run into 
a legal block. Latha Jishnu finds 
out what is at stake 


T is the kind of project to make 


you catch your breath: to put all | 


the books in the world on the 
Web and allow anyone to search 


the contents! Not since the ad- | 


vent of the Gutenberg press, 
perhaps, has anything stirred the busi- 
ness of publishing as much as the 
Google Print Library Project, the incre- 
dibly ambitious venture of the $3.19 
billion Internet media company. 
Google Print is a book-search facility, 
astounding in its simplicity and over- 
arching vision. According to the com- 
pany, the project aims to create “a com- 
prehensive, searchable, virtual card 
catalog of all books in all languages". 
This marks a fundamental shift in 
the way the world accesses knowledge. 
Not surprisingly, rivals like the $3.57 bil- 


lion Yahoo! have rushed to set up com- | 


peting book-search facilities. And with 
universal access to all knowledge as the 
new slogan, even non-profit organisa- 
tions — and governments — are coming 
together with the companies to open up 
more libraries to a digital search. 

Afew weeks ago, Yahoo! joined Inter- 
net Archive to launch the Open Content 





Alliance. It will fund and index the digiti- 
sation of an initial corpus of American 
literature, in collaboration with Adobe 
and Hewlett-Packard (software provi- 
ders) and libraries in the US and the UK. 
MSN, too, has decided it wants to join 
therace. Last Tuesday, itannounced that 
it would launch MSN Book Search with 
digitised content from books, academic 
materials, periodicals and other print 
resources in the public domain. It plans 
to team up with Open Content Alliance 
next year. In Europe, governments and 
the publishing industry are setting up 
separate digital access systems to 
counter Google's American influence. 

Although Google Print isn't the first 
Web archive of library collections (see 
All TheWorld'sA Library’), ithas sparked 
a corporate rush into this sector. What 
Google Print has done since its launch in 
December 2004 is to help open up li- 
braries to knowledge seekers in a sys- 
tematic way. It has started by digitising 
the collections of five major libraries — 
the New York Public Library and the li- 
braries of the universities of Michigan, 
Harvard, Stanford and Oxford —and 
making these available online. 
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Google Print works somewhat like 
Amazons ‘Search Inside!’ feature that 


lets you look at a few pages from each 
book (only if the publisher has given 
permission). But unlike Amazon, 
Google gives just enough detail to con- 
firm your search results. A Google-pow- 
ered search engine scans the books for 
the submitted phrases and shows up 
the highlighted excerpts in snippets. At 
best, one or two pages are shown 
(though hackers claim they can down- 
load as many 45 pages in five minutes). 
Google also provides links to the book- 
sellers offering these titles, but it is cur- 
rently keeping the sites free of any ad- 
vertising. It's a neat idea that appears to 
fulfil the ultimate digital age fantasy of 
the book lover. 





¿L 


` 





‘build 


Yahoo! CEO Terry Semel (L) is 
among those who have rushed 
to follow Google’s digital library 
project. Eric Schmidt, CEO, 
Google, says the library venture 
will make all the world’s books 
available at the click of a mouse 





But there is a snag in this: copyright. 
Is Google violating the authors’ copy- 
right by scanning and indexing copy- 
righted works along with those in the 
public domain? Enraged publishers and 
authors believe it is. First, three writers, 
in tandem with the Authors Guild, sued 
Google saying it was a massive copy- 
right infringement. Nick Taylor, presi- 
dent of the New York-based organisa- 
tion which has a membership of 8,000, 
accused the Internet juggernaut of plain 
and brazen violation of copyright law. 


| That was in September. 


A couple of weeks ago, the Associa- 
tion of American Publishers (AAP) filed 
a similar lawsuit seeking to block Goo- 
gles plans to digitise books without its 
permission. The suit was filed on behalf 





Courtesy: SIMON Y.W. HO 





of its five major publisher-members, 
Penguin Group (USA), the McGraw-Hill 
companies, Pearson Education, Simon 
& Schuster, and John Wiley & Sons. 
Funded by the 300-odd member AAP, 
the suit has the backing of the publish- 
ing industry and was filed after a huge 
vote of support by the AAP board. 

The legal challenges, which are be- 
ing sought to be turned into class action 
suits, were not unexpected given the 
level of resentment in the industry. A 
couple of months ago, two major pub- 
lishing industry organisations, the Asso- 
ciation of American University Presses 
(AAUP) and the Association of Learned 
and Professional Society Publishers 
(ALPSP), asked Google to stop the pro- 
ject. Digitising, they asserted, would 
hurt publishers and authors financially. 

ALPSP is the trade association (340 


members in more than 30 countries) of 


not-for-profit publishers who work in 
the scholarly and professional informa- 
tion chain. Chief executive Sally Morris 
says ALPSP has been working closely 


with Google during the development of 
| the company’s Google Print for Publish- 


ers, an allied programme whereby pub- 
lishers agree to put up works for full text 
indexing. This helped both sides to find 
a practical way to protect what the 
ALPSP described as “the sometimes 
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very considerable investment of pub- 
lishers who have already digitised some 
of their publications”. The ‘practical 
measures’ enabled publishers to specify 
a source from which the content could 
be purchased and also control the ex- 
tent to which the content may be dis- 
played. However, Google Print for Li- 
braries, she maintains, was launched 
without consulting the industry. 

AAUP echoes this view. News of this 
project came as "a complete surprise", 
according to a letter written by Peter 
Givler of the association. AAUP claims 
Google Print has brought “mounting 
alarm and concern at a plan that ap- 
pears to involve systematic infringe- 
ment of copyright on a massive scale". 

Following the fierce protests, Google 
has paused its scanning till 1 November 
to give publishers the option to opt out. 
This move has failed to mollify publish- 
ers, who insist that copyright itself is the 
opt-out and that the search engine must 
seek individual permission. Google, for 
its part, is sticking to its guns that what it 
does is consistent with the ‘fair use’ pro- 
vision of the Copyright Act in the US. 

Ina passionate defence of its project, 
Google CEO Eric Schmidt says its policy 
is entirely in keeping with its main Web 
search engine. “In order to guide users 
to the information they're looking for, 


REUTERS 
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All the world's a library 














Pioneered by Jaime Carbonell, Raj Reddy, Michael Shamos, Gloriana St 
Clair, and Robert Thibadeau of Carnegie Mellon University, this project 
began with the Thousand Book Project. The full text of the books are 
being scanned and indexed. 















This is the brainchild of Michael Hart, who wants to make famous and 


important texts available to everyone for free. He has since been joined 
by hundreds of volunteers. Project Gutenberg began in 1971. when Hart 
was given an operator's account with $100-million worth of computer 
time in it by the Xerox Sigma V mainframe at the University of Illinois. 





The Open Source Books collection is contributed by the community. 









This includes over 400 titles from the University of Florida's Literature 
for Children collection and some from the National Yiddish Book Center. 
It also has the entire International Children's Digital Library, a project 
developed the University of Maryland. 








Set up by BBC, the British Film Institute, Channel 4 and the Open 
University, this Group will make their archive content available under the 
Creative Archive Licence, a single, shared-user licence scheme for 
‘downloading moving images, audio and stills. 


we copy and index all the websites we 
find. If we didn't, a useful search engine 
would be impossible, and the same 
dynamic applies to the Google Print Li- 


brary Project." Schmidt's statement, | 


which appears on Google's official blog, 


is the standard company response to | 


queries from journalists. 
Googles contention is that less than 


20 per cent of books are in print, and that | 


only around 20 per cent of the titles, ac- 
cording to the Online Computer Library 
Center, are in the public domain. “This 


leaves a startling 60 per cent of all books | 


that publishers are unlikely to be able to 
add to our program and readers are un- 
likely to find. Only by physically scan- 
ning and indexing every word of the ex- 
traordinary collections of our partner 
libraries at Michigan, Stanford, Oxford, 
the NewYork Public Library and Harvard 
can we make all these lost titles discover- 
, able with the level of comprehensive- 





nessthat will make Google Printa world- 
changing resource," says Schmidt. 

That is logical enough, but an argu- 
ment that will not curry favour with its 
critics. Even Siva Vaidhyanathan, an aca- 


demic who has been in the forefront of | 
the battle against the copyright warriors | 
| (those who seek a stranglehold over IP | 


through extended copyright), believes 
Google is not justified in digitising with- 
out permission. “Google did not have 
the right to make wholesale copies of 
millions of copyrighted books without 
permission from the copyright holders,” 
says Vaidhyanathan. He also believes 
that Google's plan “fails every possible 
fair use test ever tried”. His main con- 
tention: corporations do not have the 
same leeway as libraries. “Libraries work 


for us. Corporations work for them- | 


selves.” (See ‘Google Is Not A Library’) 
But others like Lawrence Liang of the 


Bangalore-based Alternate Law Forum | 
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give Google a clean chit. Google Print 
passes every test of the fair use criteria, 
says Liang who specialises in copyright 
issues. The fair use criteria is based on 
the purpose and character of use, in- 
cluding whether it is of commercial na- 
ture or for non-profit educational pur- 
poses; the nature of the copyrighted 
work; the amount and substantiality of 
the portion used in relation to the copy- 
righted work as a whole; and, the effect 
oftheuseupon the potential market for 
the copyrighted work. 

Schmidt, in fact, believes the pri- 
mary beneficiaries will be publishers 
and authors. "Backlist titles comprise 
the vast majority of books in print and a 
large portion of many publishers’ prof- 
its, but just a fraction of their marketing 
budgets. Google Print will allow those 
titles to live forever, just one search 
away from being found and pur- 
chased.” To clinch its argument, Google 
says its search facility has helped Cardi- 
nal Ratzinger, who became pope earlier 
this year, increase sales of his little- 
known book, Jn the Beginning, 10-fold! 

If Google is not making a penny on 
referrals, as Schmidt declares, or earn- 
ing any ad revenue from ads on Google 
Print pages what is the gripe about? The 
simplest answer is fear of something 
new, say copyright analysts. 

The fact is copyright law is at a ma- 
jor crossroads thanks to technological 
advances that were not envisioned 
when the laws were framed. In a sense, 
print books are dealing with a situation 
similar to what Napster did to the music 
industry, although, very clearly, Google 
Print is not the Napster of publishing. As 
the Web opens new frontiers, the chal- 
lenges to IP laws are bound to increase 
and turn increasingly complex, says 
Liang. Again, lawyers and stakeholders 
have to learn to balance the rights of the 
copyright owners with the need to allow 
public access to their artistic works 
without reducing their value. 

For the generation that grew up with 
Google (if something cannot be Goog- 
led, it does not exist), the fuss over 
Google Print seems unnecessary. 
Preethi Singh, a student at Jawaharlal 


Nehru University, New Delhi, puts the ` 


lid on the debate: “I can photocopy 
more pages of copyrighted books in my 
library than I can find on Google Print.” 
The medium makes the difference. W 
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SIVA Vaidhyanathan is not quite the 
anarchist he initially believed he 
was. Although he says he shares 
many of their values, he does not 
subscribe to their tactics and 
strategies. As for the oligarchs, this 
assistant professor of culture and 
communications at New York 
University says he has almost 
nothing in common with them. The 
oligarchs (corporations, 
governments and global 
institutions) are those clamping 
down on cultural freedom through 
copyrights, while the anarchists | 
(educators, civil libertarians, artists | 
and hackers) are 





brary Project, Vaidhyanathan had 
begun to worry about the fallout of 
such an initiative. The professor has 
been warning that Google’s plan 
would spark off a copyright melt- 
down — a meltdown that would not 
end well for readers, libraries or the 
Internet. In an interview with BW's 
Latha Jishnu duringa visit to Delhi 
earlier this year, he explained why. 


W Why is Google Print a cause for 
concern? 
W Google concerns me because it 


| serves the best interests of Google: it 


does not necessarily serve the best in- 
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pany one of my 
favourites. But it is still a 
company and doesn't 
represent my interests. I 
am concerned that we 
are increasingly at the 
mercy of Google. So far, it 
has been benign; very lit- 
tle harm comes from 
Google. But, I fear, if we 
rely on it too much, if we 
decide we don't need li- 
braries because we have Google, we are 
going to enter a dark age. You mean gov- 
ernments and public institutions will 
just sit back and do nothing? That's pre- 
cisely the danger: the idea that we don't 
have to do something because Google 
will. It's a great mistake. Google is going 
to digitise all of these texts but they are 
texts in the public domain. That doesn't 
solve certain problems — most schools 
in the world don't have access to any li- 
brary, and many works of the 20th cen- 


| turyare still locked under copyright and 


will be inaccessible. It doesn't help that 
library budgets are shrinking in general, 
and they can't buy new books. 


B Are you saying we should not have 


| such a facility at all? 


terests of school chil- | 


school children in Cali- 
fornia, for that matter. 
We'd be better off if we 


global level rather than 
expecting Google to do 
the job for us. India, in 
fact, should be investing 
alot in strengthening its 
public libraries. 


striving to keep it free. 

These two factions are 

Serine the digital The Anarchi st. 
revolution, according in the Library Ë 
to Vaidhyanathan, How the Clash Between | 
whose latest book, The Hocking tha Real Wiridi 
Anarchist In The and Crashing the System] 
Library, isan SIVA VAIDHYANATHAN 
examination of the 

information arms race 

underway. 

Long before authors Mo sae inal yon ti 
nd pulilisbers fled stir à p al Tito atmes. 
theirlawsuitsagainst ^ ses," says Vaidhyanath- 
the Google Print Li- an in his latest book 


Wi Googles credentials 
are good. 

W Google is fascinating, 
brilliant, a great com- 
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dren in South Africa, or | 


invested in library sys- | 
tems at a national and | 


W I would prefer that we focus on the 
distribution of information. Google is 
offering us an open archive to public do- 
main works. I'd rather have that than 
not have it. But we should not make the 
mistake of thinking that this is the solu- 
tion to our need for a global library. 


W Why is the library so important? 
@ A library is an ideal model for infor- 
mation distribution. It is free but not 
radically free. It is open but reasonable. 
It is ordered, organised, imperfect but 
essential. We make a big mistake if we 
thinkthat we can use information that is 
as wild as the ocean. Information is only 
useful if we can make sense of it, if we 
can order it, and if we can choose what 
to use and what not to use. 

If you look at the worldwide web, 
it's too diffused, too chaotic to be a lib- 
rary just now. To some extent, Google 


| isorganising the Web, but it is still not 


a library. 





For the full text of the interview 
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Pills, oils and hair clinics. You've tried them all. But with little or no success. Heres something that will put an end to your hai 
loss woes. Himalaya Hair Loss Cream. What makes it so different? To begin with, it is the first hair loss remedy that has been| 
proven to reduce hair fall by at least 20%, in just 2 weeks and by 70% in six months*. It has also been clinically tested 
by leading dermatologists at reputed hospitals. In keeping with the 75 year old heritage of 'Himalaya Science’, the cream i 
safe, effective and natural. This unique formulation of palasha and palashabheda (US patent 
pending), ensures positive results without side-effects. It also helps in associated symptoms 
of hair loss like dandruff, itching, dryness and redness of scalp. For best results, gently massage 
Himalaya Hair Loss Cream into the scalp and leave it on overnight. And in two weeks you'll see a 
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i Here's how Himalaya Hair Loss Cream works. 







‘Active phase’ of the multiplication of density and improves ` 
hair growth cycle. hair fiber cells. tensile strength of hair. 
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‘India can 
most 
definitely 
replicate 
the China 


experience’ 


Over the last 10 years, China has 
progressively opened up its 
retailing industry to foreign direct 
investments. Thirty-five of the 
world’s top 50 retailers have 
already opened stores there. And 
the largest of them all — Wal-Mart 
— has been particularly successful 
with its sourcing operations. Joe 
Hatfield, the president and CEO of 
Wal-Mart Asia, has spent over a 
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decade in China. In an email 
interview with M. Anand, he 
talks about the transfor- 
mation of China’s retail 
sector and the lessons that 
India could learn. Excerpts: 


W What changes do you see in the 
retailing sector in China? 

Bi There has been a tremendous 
change in Chinas retail sector in 
the past nine years. First, it has be- 
come much more competitive 
than before. When we opened our 
first Wal-Mart store in Shenzhen 
in 1996, there were only four or 
five local competitors. Today, 
there are more than 100 competi- 
tors in the city. Second, the range 
of products available has expanded dra- 
matically, offering consumers better 
products and a wider choice at much 
more competitive prices. 


IB During his visit to India, John Menzer 
said he believed small businesses can 
grow and prosper with Wal-Mart. Has 
this been the case in China too? 

lll Definitely. We see that with all our lo- 
cations in China. Our stores often are lo- 
cated in new shopping malls. As the an- 
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4 Joe Hatfield (R) 
poses with shoppers 
in a Wal-mart store in 
China. The global 
retailer's next bet is 
on India 


chor store, we are sur- 
rounded by many 
small shops carrying a 
wide range of mer- 
chandise. These shops 
benefit from our cus- 
tomer traffic, and we 
benefit from theirs. Be- 
sides, the small opera- 
tions are very price- 
competitive. 


E Could you share 
some of Wal-Mart’ ex- 
periences in working 
with farmers in China? 
W Before we open a 
store in a new city, we 
begin working with lo- 

cal growers some nine 

months in advance to 
develop products and conduct quality 
performance reviews. We will conduct a 
market survey to find out what kinds of 
vegetables, fruits and crops are in de- 
mand.We meet with the growers to con- 
vey our expectations in pricing, packag- 
ing, delivery, and our integrity policy. We 
tell them how to improve on these areas 

and provide volume forecasts to enable 

easy planning of production. 


B How has Wal-Mart helped the agri- 
cultural supply chain in China? 
E We begin by building a reliable local 
food supply chain for a store. If the farm- 
ers have problems getting the food from 
the farm to our stores, we assist them 
with transportation. Ifa farmer or a food 
processor has a product that we feel will 
appeal to customers in other areas of 
the country, we work with them to ex- 
pand the distribution nationwide. 
Forexample, in April 2005, Wal-Mart 
went to Hainan Province, famous for 
fruit production, to meet with some 20 
local farmers, the local Independent 
Growers' Association (IGA), and the 
Hainan Agriculture Bureau. We worked 
with the growers, offering reasonable 
market prices for their crops, providing 
assistance with transportation, and 
making payments on time. We also 
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- made sure that all crops met national | 
_ food standards stich as ‘Green Food’ 
- and ‘No Harm certificates from the Chi- 
;nese Ministry of Agriculture. In Hainan, 
Wal-Mart organised a series of training 
ourses on organic food to benefit local 
_ farmers. Wal-Mart's order contracts 
_ have stimulated local farmers and 
| growers’ associations to improve qual- 
| ity. The association is broadening the 
.. distribution of their high quality tropical 
_. fruits to a larger geographic area, and 
abolishing previous storage and trans- 
portation obstacles. 















W Mr Menzer, during his visit to India, | 
sensed opportunities in the cold 
chain... in the distribution of fruits 
= and vegetables. What can India 
“learn from the Chinese experience 
. inthefarming sector? 
: Mü Cold chain is anew concept for 
most Chinese growers. We are 
_ striving to promote cold chain 
‘Management among food sup- 
< pliers in China and show them 
. how cold chain is an investment, 
- instead of a cost; how it ensures 
. their products’ freshness, pro- 
- longs its life and reduces loss. The 
.... relationships that our local store 
:- buyers have with the growers are 
` important in building this part- 
nership. 


| How would you describe the 

- progress of Wal-Mart's sourcing 
from China? I gather that Wal- 
mart. sources over $15 billion 
worth of goods from China. Do 
.. you have any estimates on how much 
- Wal-Mart's sourcing from China could 
_ grow in the future? 

-W Wal-Mart has been sourcing mer- 
* . chandise from China for its stores in the 
-0 USandother parts of the world for more 
than 20 years. We have a base of about 

.05,000 export-oriented factories that 

supply their products to us and we an- 
'ticipate that our purchases will con- 

_. tinue. At the same time, we are looking 

'- to increase our sourcing from India at an 
even faster pace. Wal-Mart stores in 
Mexico, for example, are seeing a rapid 
increase in imports from India. 








COM T understand that Chinas exports to 
` global retailers increased substantially 


| 
i 
| 
| 
| 
| 
only after it allowed FDI in the retail sec- | 


tor? Did Wal-Mart discover the full po- | Mart’s sourcing operations? Examples of 
tential of sourcing from China only after | how their sales and profits have grown 


it started setting up stores in China? 

Bf Yes, that is the case. Prior to expand- 
ing our store presence, our supplier 
base in China was limited to the export- 
oriented suppliers operating in the spe- 
cial export processing zones. Our sup- 
plier base has expanded exponentially 
as we have opened 49 stores in 23 cities. 
We have nearly 20,000 Chinese suppli- 
ers and more than 90 per cent of these 
suppliers are small and medium sized 
enterprises that have grown from tradi- 
tional ‘mom and pop’ businesses to 
modern manufacturers with advanced 


made of milk and egg 
yolks. Today, the vendor is 
a national brand. Wal- 
Mart's distribution 
network has given it a 
countrywide access.’ 


manufacturing capabilities. 
Wal-Mart also provides a platform 


for local suppliers to explore the inter- | 
| national market. Wal-Mart sensitises 
i them to the latest trends and modern 


and scientific management systems, 
helping them optimise their produc- 
tion, improve quality and packaging, 
cut costs and improve their marketing 


strategies. For example, last October, ` 


Wal-Mart China recommended a local 
apparel vendor to Wal-Mart Korea and 
Seiyu stores in Japan to supply private 
brand merchandise. The vendor re- 
ceived orders from Korea and Japan for 
150,000 units two months later. 


B Could you share some stories of how 
your suppliers have benefited from Wal- 
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“Chinese usually have eggs 
and milk for breakfast. 
Wal-Mart communicated 
this discovery to a local 
vendor, and encouraged 
them to invent a drink 





would be interesting. 

W The Chinese usually have eggs and 
milk for breakfast. Wal-Mart communi- 
cated this discovery to Weijiasi Food & 
Beverage Co., a Shenzhen-based ven- 
dor, and encouraged them to invent a 
drink made of milk and egg yolks. The 
factory began supplying Wal-Mart 
stores in Shenzhen with the new prod- 
uct, delivering 25,000 units the first 
month. It proved popular. Now the ven- 
dor supplies not only yolk milk, but also 
other products like breakfast milk and 
yogurt in all our stores in China. It has 
become a national brand. Wal- 
Mart's distribution network has 
given the vendor access to cus- 
tomers around the country. 


B Till a few years ago, China's re- 
tail was dominated by old-style, 
open-air markets; antiquated 
wholesale and logistics systems; 
multiple layers of small brokers, 
wholesalers, distributors and gov- 
ernment-licensed importers. The 
entry of large global retailers is 
transforming this into a vibrant 
and modern system. India pre- 
sents a similar picture. Do you be- 
lieve China's benefits could be 
replicated in India? 

Wi Most definitely. 


B What impact have global re- 
tailers had on their Chinese peers? 
Wi The Chinese government's 
policy of opening up the retailing 
sector to all companies increased com- 
petition, and this has had a very positive 
impact on all retailers. And most impor- 
tantly, it has been very good for our cus- 
tomers. The competitive environment 
that China' s policymakers introduced 
has made all of us — Wal-Mart, Shang- 
hai Brilliance, and Beijing Hualian — 
want to operate attractive stores, pay at- 
tention to costs, and be as efficient and 
productive as possible. Competition 
has motivated us to pass our savings on 
to our customers in the form of lower 
prices. The customers have been the 
real winners. 





For the full text of the interview 
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The biggest IT event in the 
country with the biggest 
names in the industry. 
| 1,50,000 sq. ft. of fully air-conditioned halls. 
Broadband Internet connectivity. This is 
what Infocom 2005 is about. It is the best 


opportunity ever to talk shop, network and 





Stall size: 3m x 3m or 6m x 5m and multiples 





Book your space at INFOCOM 2005 
- the country's biggest IT event - and reap great rewards. 


Conference & Exhibition 
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reach out tó your future 
prospects. Simply put, this 
is your chance to make your 
name, advertise your wares and start 
growing. All at one go and at one place. 
Come book your space. Because if you've 


got anything to do with IT, Infocom is it. 


Contact: Rudrashis Nag (Calcutta): 098313. 10118, Anita Mazumdar (Delhi): 098103 31309, 
Anusuya Roy (Mumbai): 098209 99280, Raja Mitra (Bangalore): 098860 19111, 

Rajib Reddy (Chennai): 098410. 33442 

E-mail: infocom2005@abpmail.com Website: www.indiainfocom.com 


Conference: Hyatt Regency, Calcutta. 
Exhibition: Salt Lake Stadium Grounds, Calcutta. 
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Invariably, a day or two before the policy state- 


: ment, the finance minister muses about how 
= Jowinflationisandhow sustainable that low in- 


flation is. Around the same time, a few public 
sector bankers, who have all along acted ex- 


>| tremely coy about being quoted in the press, 


suddenly become extraordinarily vocal about 
interest rates, protesting loudly that there's ab- 
solutely no need to raise rates. Coincidentally, 
there is always a marked similarity of their 
views with those of the finance minister. 


The Policy Statement 
Here is the gist of the governor's statement, 
translated from his native centralbankspeak: 
As you all know, the economy is going great 
guns, we're all tremendously optimistic, indus- 
try is growing handsomely and so is bank lend- 
ing, prices haven't risen all that much, which is 
absolutely fantastic and everything is hunky- 
dory. NFEA (Net foreign exchange assets), LAE 
(liquidity adjustment facility) and MSS (market 


stabilisation scheme) are ADF (all doing fine), | 


thank you. 
What's more, all this has happened in spite 


. of higher oil prices. We Indians have become 
more competitive, our exports are booming | 


and foreign money is pouring into the country. 

However, you never can tell when disaster 
may strike, you know. All those loans, for in- 
stance, could go bad — all sorts of fly-by-night 
operators are just waiting to dip their sticky fin- 
gers in the till. And although the stock market 
andthe housing market are doing very well, are 
yousure that it's notthe beginning of a bubble? 
Oil prices are bound to go up and remain high, 
and the government will be forced to raise 
petrol and diesel prices, which will push all 
pricesup across the board. That would be really 
bad for the economy. Next, we're importing far 
more than we're exporting, the current account 
deficit is rising, and while its manageable at the 
moment, you never can tell about these things. 
Have you thought about what that could do to 





inflows of foreign funds will continue? 
Ohmigod, imagine the carnage in our markets. 
Even if things turn out OK within the coun- 
try, what about global risks? The combination 
of asset bubbles, borrowing binges, and global 
imbalances could make things turn really 
nasty. I shudder to think where it's all going to 


Jead to. Did you know that prices have started 


rising everywhere in Asia? Or that Mars has 
moved into the house of Saturn? The more I 
think about these things, the more petrified I 
get, andall those yield curvesturn into dragons, 
out to devour the economy. I'm unsure whether. 
to call it Armageddon or the Apocalypse. 

So what do we do? Well, we've been “moni- 
toring the unfolding constellation of uncertain- 
ties, especially in the global arena" (translation: 
we've no clue what to do). “The state of flux 
characterising global macroeconomic and fi- 
nancial conditions has confronted the conduct 
of monetary policy in various parts of the world 
with a similar spectrum of uncertainties and 
shifts therein" 
bankers also don't know their elbows from ` 
other parts of their anatomy). And finally, “the 
choice of instruments and the timing and se- 
quencing of policies are matters of informed 


judgment" (translation: But we've got a vague 


idea of what's best for you yokels). 

Considering the dangerously risky state of 
the global economy, the extremely delicately 
poised domestic economy, the ominous signs 
and portents and the menacing uncertainties 


the rupee? Also, what makes you think that the. 





+ 


(translated: Other. central T à 


looming over us, we feel that we mustsenda — 


strong, compelling, clear-cut, effective, formi- 
dable and convincing signal that we are serious 
about combating the dire threat to our econ- 
omy. We accordingly raise interest rates by a 
quarter ofa percentage point. 


Post-policy 

Publicsector bankers warmly welcome the hike 
in rates, calling ita bold step in the right direc- 
tion (translation: You're the boss, governor). @ 
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' A Madhya Pradesh 


Marches Forward 


Madhya Pradesh, the heart of India, has today 
come of age. Fulfilling the social and human aspirations of the 

people, meeting their essential requirements, raising income 

levels and the quality of life constitute 
n the core of the state's developmental effort. Its central 
location, vast mineral and water resources, sound agriculture 
base, modern communication network, adequate power 
supply, attractive package of concession and facilities with 

modern industrial infrastructure coupled with an 

industrious and dedicated workforce - all make 
Madhya Pradesh a land of industrial opportunities. 





II I T I T T I R II R I I E R T R T I I I T R II I R I I D T T I R RL 


Madhya Pradesh State Feature 


PROMOTIONS 


What steps is Madhya Pradesh taking 
to attract investment and boost 
economic growth? 

Ever since the present government 
took over in December 2003, great 
emphasis has been placed on build- 
ing infrastructure, which is the foun- 
dation for building manufacturing 
base. That is why lots of works have 
been undertaken on building roads, 
boosting power generation and cre- 
ating irrigation facilities. We are con- 
fident that Madhya Pradesh will be- 
come a power surplus state by 2008- 
2009. 

In the last one year itself, we have 
organised more than 30 events for 
attracting investors to the state. 
These include visits by high-level 
delegations to the US, UK, Singapore, 
Malaysia and UAE. Today, Madhya 
Pradesh ranks 3"? among all states 
in terms of projects under execution. 
The project implementation ratio in 
MP is 71.4 per cent against the na- 
tional average of 38.1 per cent. The 


'Building Infrastructure 
Is a Priority Area' 


Recognising the need for faster economic 
development in the state, the Madhya 
Pradesh government is encouraging 
investment by adopting an integrated 
approach to development spanning all 
four engines of growth - agriculture, 
industry, services and infrastructure. 
Unfazed by recent political controversy, 
Chief Minister Babu Lal Gaur outlines his 








gross output to in- 
vestment ratio in 
the State is the 
second highest in 
the country. All 
this indicates the 
effectiveness and 
quality of gover- 
nance in Madhya 
Pradesh. 


Your party won the 
elections on the slogan of Bijli, Sadak, 
and Pani. What is happening on these 
fronts? 

The priority of my government right 
from the beginning has been to re- 
new the electric distribution infra- 
structure and provide connections 
to more people. Our efforts have 
borne fruit. Power cuts in the state 
are now a thing of the past. Madhya 
Pradesh has attained self sufficiency 
in power generation. With the com- 
mencement of generation at the 
Indira Sagar Sarowar Project, an ad- 
ditional 1000 MW of power is now 
available. With regard to roads, we 
have accorded high priority to im- 
prove the road infrastructure in the 
state and have adopted a road 
policy to facilitate private sector 
participation in development of 
roads in the state. We are currently 
upgrading 1800 km of highways 
through the BOT (build, operate and 
transfer) mechanism. 

To ensure water supply through 


70 


government's 
balanced development. 


efforts at achieving 





private partnership, for the first time 
in India, an agreement has been 
signed with a company of Gujarat to 
solve the water supply problem in 
the industrial area at Dewas. Under 
this Rs 80-crore project, 23 million li- 
ters per day treated Narmada wa- 
ter will be supplied. As many as 59 
major and 499 small-scale units in 
this oldest industrial area of the state 
will benefit. Citizens of Dewas town 
will also benefit as the present wa- 
ter supply to the industrial area will 
be diverted to the town. Several simi- 
lar initiatives are underway to solve 
the water problem. 


What incentives are you providing to 
attract manufacturing in the state? 
Several incentives have been an- 
nounced by my Government under 
the Industrial Promotion Policy. All 
of them seek to capitalise on the 
State's inherent advantages with 
regard to cheap land, peaceful 
labour, adequate water and con- 
tinuous power supply. More di- 
rectly, benefits to industry include 
special packages for mega 
projects, exemption of stamp duty, 
exemption from electricity duty for 
first five years on captive power 
generation, partial reimbursement 
of expenditure for quality certifica- 
tion, capital investment subsidy, 
exemption from entry tax for 10 
years and subsidy to industry under 
thrust sectors. 
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Madhya Pradesh State Feature 


What has been the industry's response 
to the State Government's initiatives. 
At present, proposals worth more 
than Rs 20,000 crore are under con- 
sideration in the manufacturing sec- 
tor. Notable among them are Bina 
Refinery (Rs 9,000 crore), composite 
textile mill by Mahavir Spinning Mills 
(Rs 850 crore), a truck unit by Force 
Motors (Rs 500 crore), a colour moni- 
tor and picture tube unit by the 
Hotline Group (Rs 300 crore) and a 
unit by ACC at Katni (Rs 400 crore). 
We have the first operational Spe- 
cial Economic Zone in the country at 
Pithampur in Indore district, having 
running units of SRF and Flexi Tuff. 
Investment proposals worth another 
Rs 1,500 crore are in the pipeline 
here. 


What initiatives are being taken in the 
field of information technology? Has 
Madhya Pradesh missed the bus? 

A late comer to the Indian informa- 
tion technology revolution, Madhya 
Pradesh has nonetheless made a lot 
of progress. Work on a state-of-the- 
art IT park covering an area of 5 lakh 
sq. feet is nearing completion in 
Indore and it will be the first SEZ for 
IT and IT-enabled services. Another 
Software Technology Park is being 
developed at Gwalior. 

Also on anvil are IT parks at Bhopal 
and Jabalpur. In Jabalpur, the Cen- 
tral Government has already set up 
a deemed university — All India In- 
stitute of Information and Technol- 
ogy Design and Manufacturing —at 
a cost of Rs 200 crore. In addition, a 
National Institute of Information 
Technology has been established at 
Gwalior. To augment the IT culture 
in the State, both the Indore and 
Bhopal airports are being upgraded 
as international airports. 

The state already has an annual IT 
turnover of Rs 100 crore, with exports 
contributing Rs 20 crore. Madhya 
Pradesh aims to become a large 
player in the IT sector targeting a 5- 
10 per cent share of the all India IT 
output by the year 2008. We want to 
extend the benefits of the IT revolu- 
tion to the common man and use IT 
as an accelerator for socio-economic 
development. We have therefore 
recognised IT as a thrust area and a 


growth engine for the State. 


Tourism has emerged as a major eco- 
nomic activity in the state. What is be- 
ing done to further the industry? 
Madhya Pradesh has the advantage 
of having a large number of diverse 
tourist destinations. Tremendous di- 
versity and mystique, the cultural 
heritage, cuisine, festivals and art 
and craft make Madhya Pradesh an 
ideal tourist destination. We have 
identified tourism as one of the 
growth engines. Apart from eco-tour- 
ism and heritage tourism, we have 
drawn up plans to develop religious 
tourism. 

A major focus area within this frame- 
work is the development of the Bud- 
dhist Circuit comprising Sanchi, 
Sathdhara, Sonari, Murulkhurd and 
Andher. The State has already 
emerged as a major centre for Hindu 
religious destinations. Our success 
is evident from record participation 
at the Ujjain Kumbh. We are also 
constructing helipads/ airports for 
connecting these Buddhist sites to 
other important tourist locations 
such as Khajuraho, Mandu, 
Panchmarhi, and the Kanha and 
Pench National Parks. 


The agriculture sector forms the back- 
bone of Madhya Pradesh's economy. 
What measures are being taken to im- 
prove infrastructure and better crop 
yields? 
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The agriculture sector in the State 
has made rapid strides, growing 
much faster than all India average 
of 3.1 per cent. In fact, Hoshangabad 
district has been awarded the best 
district award for better crop produc- 
tion by the National Productivity 
Council. The sector today contrib- 
utes almost one-third of the GSDP 
and provides employment to three- 
fourths of the labour force. To im- 
prove the irrgation potential, efforts 
are being made to obtain funds from 
NABARD, AIBP and also from the ex- 
ternal funding agencies like JBIC (Ja- 
pan Bank), World Bank, etc. In the 
mean time, it is proposed to encour- 
age minor irrigation through water- 
shed development. 

In fact, under the Inter-linking of Riv- 
ers project, we have already begun 
work on the Ken-Betwa. This Rs 4,263 
crore project is the first of its kind. To 
be completed in 8 years, this project 
will irrigate 5.97 lakh hectares of land 
in the Chattarpur and Tikamgarh dis- 
tricts. Similarly, we have reached an 
agreement with the Rajasthan gov- 
ernment on linking Parbati, Kalisindh 
and Chambal rivers. A detailed pro- 
posal on this project, under which 
surplus waters from the Parbati and 
Kalisindh rivers will flow into dams 
along the Chambal river, is currently 
under preparation. When imple- 
mented, it will boost irrigation facili- 
ties in Rajgarh, Guna, Mandsaur, 
Dhar and Ujjain districts. 
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Catalysing an Industrial Transformation 


Investment proposals worth more than Rs 20,000 crore 
are under consideration in the manufacturing sector 


adhya Pradesh is a 
state on the move. 
Ranked 3'* among all 
states in terms of 
projects under execu- 
tion, the state today has a project im- 
plementation ratio of 71.4 per cent 
compared to an all India average of 
38.1 per cent. Similarly, the gross out- 
put to investment ratio of Madhya 
Pradesh is the 2"? highest in the coun- 
try; MP ranks 5" among all states in 
terms of 100 per cent export-oriented 
units with an investment of $2 billion. 
As a result of these initiatives, 
Madhya Pradesh is fast emerging as 
the most favourable investment des- 
tination. A number of industrial units 
which could not start their operations 
due to lack of poor industrial infra- 
structure in the last one decade have 











become operational now. Many 
more sick units have been revived 
and fresh investment proposals for 
mega units have been finalised. The 
State Government has cleared a 
number of industrial projects that 
were hanging in balance. 

The major investments in the state 
include Rs 500 crore by Mahavir Spin- 
ning Mills at Budhani and Mandideep, 
Rs. 450 crore by HEG (an LNG 
Bhilwara Group Company) at 
Mandideep, Rs 400 crore by ACC Ce- 
ments at Kaimore (Katni,) and Rs 850 
crore from the Hotline Group in 
Gwalior to manufacture colour moni- 
tors and picture tubes. Besides, the 
Central Government has okayed the 
Rs 9,000 crore Bina Refinery Project. 
For Pithampur, the Detroit of India, 
the investor-friendly government 
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has also been able to woo substan- 
tial new investment proposals from 
leading auto majors — a move that 
could ease the state's drive on the 
road to high economic growth. These 
include Rs. 300-500 crore investment 
plan by Force Motors for a large truck 
unit at Pithampur; a Rs 325 crore pro- 
posal by Hindustan Motors for car 
engines at Pithampur; the develop- 
ment of a Rs 1000-crore auto testing 
track project and an auto cluster 
project worth Rs 78 crore. 

The Special Economic Zone at 
Pithampur has already started op- 
erations. A number of companies in- 
cluding SRF (investment Rs 200 
crore), Flexituff (Rs 35 crore), and 
Amulya Exports (Rs 25 crore) have 
started operations there. Other big 
corporate houses like IPCA, Emerald 
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For potential Fortune 500 companies, choosing the right location for their new 
project and investment can be tough. Choosing the right location will determine 
the winners of the future. BY RAGHAV CHANDRA. 





Maharashtra 


MP offers the highest return on investments. Tata 
statistical outline of India, 2003-2004, pp146 


adhya Pradesh has never witnessed such 

excitement and enthusiasm before. The 

infrastructure: roads, power, water do not 
pose problems to industry any more. The New Industrial 
Policy has rationalized various taxes, created terrific 
incentives and offers sui-generis incentives for mega 
investments. Proposals for investments of more than 
4,000 crores have been cleared by the Apex Committee 
headed by the Chief Minister which has powers of the 
Cabinet Committee on Economic Affairs. Overall 
investment proposals worth more than 25,000 crores are 
in the pipeline for Madhya Pradesh. 

The Special Economic Zone at Indore has about 
2,500 acres of land available. SRF and Flexituff have 
already begun commercial production . Special 
Economic Zone, Indore is an independent power 
supplier, supplying power at a cost of only Rs. 2.85 per 
unit. An Auto-Testing Track and an Auto Cluster are being 
commissioned. 

What makes MP click? 

Says Mallika Srinivasan of TAFE, "the investment 
climate in MP is extremely conducive to productivity `. 
This view is re-echoed by Shri Jai Prakash Gaur, Shri O.P 
Lohia and Shri Raghupati Singhania. 

The time to plug into Madhya Pradesh is now 
Later may be too late. 


For details contact: Ashish Shrivastava, MD MPAKVN/SEZ Ltd. Indore 
Tel.: +91-731-5070976, 2557363, E-mail: md@sezindore.com, Website: www.sezindore.com 
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The Madhya Pradesh government's strategy for encouraging invest- 


ment and achieving higher levels of growth hinges on the following: 
Economic development across all sectors: Thrust is being placed on an 
integrated approach to development spanning all four engines of growth 
- agriculture, industry, services and infrastructure. 

Achieve balance in both economic and social spheres: It endeavours to 
combine high growth strategies with poverty reducing and equity en- 
hancing policies. It seeks balanced development so that acute regional 
disparities are eliminated. 

Focus on connectivity, viz, physical connectivity, virtual connectivity and 
social connectivity: Access to infrastructure, information, resources, mar- 
kets and suppliers, as well as opportunities are the key elements of the 


state's development initiative. 


Focus on industries through aggressive policies and incentives: It seeks to 
5 oo 

leverage the abundant natural resources such as cement, minerals, agro- 

produce, textiles, and also others such as pharmaceuticals and automo- 


biles. 


Development of industrial infrastructure: To provide quality infrastruc- 


ture in the form of industrial growth centres, industry sf 


cific clusters, 


food parks and integrated infrastructure development centres. 


Tobacco and Nicholas Piramal have 
also proposed to set up their units in 
the SEZ. 

The State government's other ma- 
jor initiatives include an apparel and 
jewellery park at Indore. The jewel- 
lery park will offer facilities of cut- 
ting, polishing, marketing of orna- 
ments and gems and other techni- 
cal facilities at one place and it is 
being developed at a cost of Rs 85.57 
crore. The apparel park is being de- 
veloped with an investment of Rs 17 
crore with the State and Central Gov- 
ernment sharing the costs equally. 
For this park, the Audyogik Kendra 
Vikas Nigam and the Apparel Export 

Promotion Council have signed a 
memorandum of understanding for 
setting up an apparel and dressing 
centre. The apparel park will have 
five large units, 13 medium units, 26 
small units, 45 ancillaries and facto- 
ries. Apart from a training and de- 
sign centre, the park will also have a 
quality control laboratory, an exhibi- 
tion and display hall, a business cen- 
tre, warehouse, health clinics, com- 
mercial blocks and other facilities. 
The apparel park will generate a to- 
tal employment for 2,000 people, 
Similarly, to promote food process- 
ing industries, the State Government 
is developing food parks at six places: 
Jagakhadi (Mandsaur), Nimrani 
(Khargone), Boregaon and Manni 
(Chhindwara), Malanpur (Bhind) and 
Babai-Pipaia (Hoshangabad). With a 





view to encouraging the food- 
processing industry, the government 
has ruled that reimbursement of up 
to Rs 1 lakh or 10 percent of actual 
expenditure made for obtaining qual- 
ity certification and research work will 
be allowed. For import of agri cultural 
produce as raw material, the food 
processing industry will not be 
charged Mandi Tax. 

Encouraged by the State Govern- 
ment's moves, northern India's lead- 
ing biscuit maker Surya Food & Agro 
Ltd, has decided invest Rs 10 crore in 
the state in a biscuit manufacturing 
unit and a food-processing unit at 
Boregaon Food Park in Chhindwara 
district. Similarly, PBG International 
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will invest Rs. 2 crore in the Boregaon 
Food Park. PBG International will also 
set up rice processing unit, a wheat 
flourmill and frozen peas processing 
unit. Few more companies from 
Orissa and Andhra Pradesh have 
evinced interest in the park. The state 
government has invested Rs 3 crore 
in the Boregaon Food Park for 
processing of fruit like orange, pa- 
paya, mango, guava and grains like 
wheat, maize, grams, and oil seeds 
like soyabean and groundnut. 

In an effort aimed at encouraging re- 
vival of sick units, the State Govern- 
ment has given new life to the Udyog 
Mitra Yojana launched in 2004. This 
scheme has already benefited 897 
small-scale units. Special packages 
for acquisition of shut sick industries 
has also been approved. 





SONI ISPAT 


After the execution and completion 
of the current projects, the GDP of 
the state is likely to double by the 
year 2009-2010. 
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Madhya Pradesh. The very Heartof India. Steeped in history. Blessed by nature. Sanctified by faith. Alive with wildlife. MADHYA PRADESH 
Dotted with fascinating destinations. Khajuraho, Gwalior, Shivpuri, Chanderi, Orchha, Chitrakoot, Bandhavgarh, K 
Kanha, Marble Rocks (Bhedaghat), Pench, Amarkantak, Pachmarhi, Sanchi, Bhopal, Bhojpur, Bhimbetka, Ujjain, 
Omkareshwar, Maheshwar and Mandu, to name only a few. Each a gold nugget waiting to be discovered. Far from 
the maddening crowd. Yet within easy reach. Discover the secrets of the Heart. Have the holiday of your life, without 
going North, South, East or West. Make it Madhya Pradesh this time. . — 

“ep FUN NOT PACKAG 
£ e t SON ; j Incredible!ndia 
UA. Our all-taken-care-of package tours organise everthing, so you don't have to do anything. Except 
| y V M enjoy yourself. Hurry, make your booking now, and get ready to lose your heart in the heart of India! 
PNE For more information and bookings contact 


Madhya Pradesh State Tourism Development Corporation Ltd. 


On, BHOPAL: Tel: 0755-2778383 E-mail: info@mptourism.com AGRA: Tel : 0562-2227646, 3957615 E-mail: mpt_agra@sanchamet.in 
S sub % AHMEDABAD: Tel: 079-26580449, 30939000 E-mail: mptahd@sancharnet.in / mptahd@icenet.co.in HYDERABAD: Tel: 040-30939000 
"i E-mail: mpthhyderabad@sancharnet.in KOLKATA: Tel : 033-22833526, 30979000 E-mail : mptour@cal2.vsni.net.in MUMBAI: Tel: 022-22187603 
Se Ty 39539000 E-mail: tourmp_mumbai@hathway.com NAGPUR: Tel: 0712-3959000 E-mail: mptourism@eth.net NEW DELHI: Tel: 011 - 23366528 
Ë 39599000, 23341187 E-mail: mpstdc@vsnl.com 


Í PROMOTIONS 








he economy of Madhya 
Pradesh is largely natural 
resource driven, leverag 
ing the state’s advantage in 
agriculture and mineral re- 
sources. The key industries and sec- 
tors where Madhya Pradesh has 
competitive strength include cement, 
textiles, mining and food-processing. 
But it is mining where the state is 
endowed with significant resources. 
It is the sole producer of diamonds 
in the country, and its proven re- 
serves account for 99 per cent of to- 
tal reserves in India. 
[t also leads the country in the pro- 
duction of copper ore, slate, 
pyrophylite, diaspore, and is second 
in production of rock phosphate, 
clay and laterite. The state has 
the country's largest open cast cop- 
per mine at Balaghat and the thick- 
est coal seam of Asia at Singrauli 





The focus is on environmental conservation and 


scientific exploration. 





coalfield in Sidhi district. 

The rich mineral wealth provides 
ample scope for the development 
of the mineral-based industry in the 
State. To facilitate faster exploitation 
of such resources, the state mining 
policy provides the framework for 
granting mining rights to private in- 
vestors. The focus is on environmen- 
tal conservation and scientific explo- 
ration of minerals. The state re- 
ceived Rs 733 crore revenue in the 
last financial year from the mining 
sector. 

Companies like De-Beers India, 
ACC Reo Tinto Exploration, Geo 
Mysore Services India and BHP Min- 
erals are exploring possibilities in 
various minerals like diamond, gold, 
zinc, copper and lead. Kimberlites 
have been found in Chhattarpur 
dis- trict and a land survey for dia- 
monds is likely to begin soon. Other 


Madhya Pradesh - Production of key minerals, 2003-04 


Fuel Minerals 
Coal 

Metallic Minerals 
Copper Ore 
Manganese Ore 
Non-Metallic Minerals 
Barium Carbonate 
Diamonds 
Diaspore 

Fire Clay 
Limestone 

Other clays 
Pyrophylite 


prominent mining organisations op- 
erating in the State include the Na- 
tional Mineral Development Corpo- 
ration, Coal India and Hindustan 
Copper Ltd. 

A stone park is being developed at 
Hardua village near Katni. As many 
as 10 entrepreneurs have so far been 
associated with marble industry near 
Katni. In fact, as part of its Rs 25-crore 
capacity expansion plan, Rajasthan- 
based RK Marble Group is setting up 
a processing unit near its Majoli mines 
site in Jabalpur district. The group is 
already excavating coloured marble 
rocks from Majoli mines, and is gear- 
ing up to take on Italian marble. The 
new unit will enhance the capacity of 
the group by another 25-lakh sq. ft. a 
year. The company has plans to in- 
stall two gang saws in the new unit 
with Italian technical tie-ups for pol- 
ish, resins and treatment plant. 


Unit Production % share -All India 
‘000 tonnes 45414 14 
‘000 tonnes 2101 81 
Tonnes 329265 21 
Tonnes 142285 23 
Carats 62071 100 
Tonnes 7847 59 
Tonnes 58105 12 
“000 tonnes 21512 16 
Tonnes 164617 31 
Tonnes 94351 63 


Source: Review of Madhya Pradesh Economy, CMIE, August 2004 
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Abundance of Mineral Resources , 






Indian Institute of Forest Management 


THE INSTITUTE 





' tanageriz Fais power d pea et of el capacity in th 
and allied sectors. The Institute has pon as an pencational, training caieresoarch, — andis. vins: 
[ nal kaccepfanog: z 


-Sectoral man ement pro 
and functional mana, 
programmes. | Since 
programmes are of short di 
sponsoring organisations can eas- 
ily spare their personnel. 
RESEARCH & CONSULTANCY 
; Research is one of the key activities 
gem nt (MRM). This of the institute. As a management 
| kind in Asia. It... institute in forestry. sector, the insti- uino uui | 

so has been accorded recognition tute mainly focuses on research ac- Within its various  acac e 
by AIU as equivalent to M.Phil. de- tivities that applied in nature. The Programmes in order to seek i 
_ gree offered by Indian Universities. institute is a recognised centre of the EBration among environmen 
` TRAINING Forest Research Institute (deemed agement, forestry managem 

Through the MDPs, IIFM caters to University) for pursuing research and concerns of livelihood. The in 
the training needs of personnel from leading to Ph.D. degree. IIFM also stitute is fast acquiring competenc 
government departments, NGOs, in- undertakes consultancy-assign- in such integrated managemen 
dustry, academic institutions and ments for a number of national and through national and internationa 
other rofessionals. The institute | _international organisations. samasaa salsa I 


_ INDIAN INSTITUTE OF FOREST MANAGEMENT, 
. BHOPAL 


7 i autonomous Institute under the Ministry of Environment & Forests, Gol.established in 1982 with an objective to fulfill the growing nee 
for anagerial human power and development of managerial capacity in the forestry & allied sectors. As a sectoral management institution 
endeavoring to evolve a body of knowledge useful for the Resource Managers and Administrators through its academic activit 
education,training,research and consultancy. 


| ‘The institute announces the following. Management Development Programmes(short term trainings) during November, 05 - : March,06 
| S.No. Name of the Course Duration 



















































01 Marketing of Forestry Products in the Changing Market Scenario Nov. 14-18, 2005 

02 Sustainable NTFP Management for Rural Livelihood Generation Nov. 14-18, 2005 

03 Gender Biodiversity and Livelihood Nov. 21-25, 2005 

04 Environmental. Auditing Nov. 28-Dec.2, 2005 
|j 05 Value Added Products from NTFP & Micro-Enterprises Dec. 12-16, 2005 
1:06 Participatory Project Planning and Resource Mobilization Dec. 12-16, 2005 
i0 Managing Green Consumerism Dec. 19-21, 2005 
| 08 Forest Fire Management ` 
t0 Agro-Forestry for Rural Income Generation 
1 10 Financial Management for Forest Managers 
iom" Approaches for Participatory tribal Development 

12 Cultivation, Conservation and Marketing of Medicinal Plants 

13 Introduction to Digital Remote Sensing & Geographic Information System 

14 Gender Role in Sustainable NTFP Management -. 

15 Watershed Management and its Economic/Policy Issues 

16 Project Management for Natural Resource Managers . 0 } 

17 Wildlife management-Issues and Concems Feb.13-17, 2006 

Project Formulation & Financing for Forestry Programmes Feb. 20-24, 2006 


.19 Enhancing Leadership Competencies and Team Management Skills 
š “Extension and Marketing Strategies for NTFP Mar.06-10, 2006 
program: fee for five day program is Rs.8000/- and: for three days programme: is Rs.5500/-. 

rther details please write to the Chairperson-MDP, IFM, Post Box No.357, Bhopal 462 003, Tel. 0755-27757 16/2773799/2765125 or visit our 
website httpwww.iifm.ac. Pape email en -inkuria @ilmac-in. 
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— “contributed to the World 
Investment Report 2004. 
; 2 Hecan be contacted at 


c atra2] 12Gcolumbia. edu 


In the 

. financial 
services 

- sector, has 
_ offshoring 
-lived 

up to its 


speeding 
up proces 


x while 
keeping 


cited in the US and India. 
He also contributed to the 


y harpreet khurana & rohit arora — 


ixed bag for BPO: 
a Columbia study 


2 Harpreet Khurana is an 
MBA from Columbia 
Business School. His 

| research on outsourcing has 
been featured in the Wall 
«Street Journal, and he has 





khurana05@ 
b.columbia.edu 


‘Rohit Arora isagraduateof | 

umibia University. His | 
-research on global services 
sourcing has been widely | 


- World Investment Report 
004. He can be contacted 





promise of | 


innovation 


costs low? 


FFSHORING in financial ser- 
vices has entered a rapid growth 
phase. The US retail banking se- 
gment is dealing with the twin 
challenges of low margins and 
increasingly large-scale operations. It has a lot 
to gain from the small improvements in operat- 
ing costs that offshoring can provide. Beyond 
Cost Reduction: The Risks And Rewards Of 
Global Services Sourcing, a study conducted at 


| Columbia Business School, looks at this trend. 


The study examines the financial services sec- 
tor and the dynamics of three offshoring seg- 
ments: venture capital and private equity, retail 
banking, and institutional banking. It also out- 
lines the two biggest drivers that are leading to 
the rapid adoption of the offshore delivery 
model by the retail banking segment. 


The first driver involved in movingfinancial | 


services offshore is the opportunity to scale up 
operations quickly, with relatively little invest- 
ment. The retail financíal services business, de- 
spite frequent product innovations, is firmly in 
the commodity category. This squeezes mar- 
gins. Companies are seeking to bolster margins 
by engaging in process innovations, such as 
providing better and longer hours of service to 
clients, cutting down processing time, and pro- 
viding customers with customised products 
based on buying patterns and demographics. 


This requires significant investment, which | 


can especially drag down publicly-listed com- 
panies. A large retail financial services player in 
the US estimated that it needed an investment 


| ofabout $100 million for an onshore call centre | 
expansion to support its growing customer ser- | 


vice needs. Since the company operated partly 
at the low-end, low-margin end of the market, it 
had relatively low average customer margins 
| and revenue streams. Offshoring helped the 
| company scale up its customer service opera- 
tions in line with its business expansion and 


t 


| 


i 








evenly spread out cyclical operations. The retail 
financial services industry operates on cycles, 
and companies in this sector are often caught 
between having too much or too little capacity. 
This is particularly true in the mortgage pro- 
cessing industry, where the interest rates affect 
the market and there are sharp peaks and 
troughs. Companies need the flexibility which 
offshoring to third-party centres can provide. 
The Report Card: Has offshoring lived up to its 
promise of speeding up process innovation 
while keeping costs low? Our findings indicate 
that it has, to date, delivered a mixed bag of re- 
sults. For one, call centre transaction quality is 
generally not up to US standards. Inbound calls 
are the hardest to match to US quality levels, In 
one case, the quality level (measured in terms 
of customer satisfaction scores) was down 12- 
14 per cent from average US levels. Quality 
tends to deteriorate when a call centre opera- 
tion rapidly evolves from pilot to full-scale. An- 
other challenge in maintaining quality is the 
high attrition rate. When experienced team 
leaders leave, itinevitably leads to a perceptible 
drop in service quality and turnaround time. 
For back office operations — especially in 
mortgage processing, credit card billing and 
collections — offshore locations have attained 
quality levels comparable to the US. This has 


led mortgage banks and administratorsto send à 


end-to-end work to them. The specialised ser- 
vice providers have developed technology plat- 
forms which cut processing time. 

Our study finds that the heated debate on 
offshoring's effects on US employment and 
customer service has forced the high 'customer 
touch’ retail banking business to take alow pro- 
file approach to exploring and adopting off- 
shoring. As a result, the cross-organisational 
understanding of best practices is limited, 


slowing the pace at which the industry can | 


improve its offshoring programmes. 


provide faster turnaround times — all this | mmnm 


while reducing the upfront investment. 
The second driver lies in the opportunity to 





Download the full paper frorn www. colum- 
bia.edu/cu/ciber/research/pubs papers.html. 
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Do you have a passion for 


















| A Fortune 500 Company is looking for a dynamic 
| professional to head their State-of-the-Art Learning 
| Centre located at Mumbai. The Company has been 
adjudged as one of the Great Places to Work in a 
- gurvey conducted by the Great Place to Work 

Institute Inc., of the US and the Business World 
Magazine. The Company also features in the Top 
. 25 Employers in India in a survey conducted by 
Hewitt Associates, a global human resource 
| outsourcing and consulting firm, in association with 
Business Today. 


You will be placed in the Sr. Management cadre 
and your remuneration package will be 
commensurate with your qualifications and 
experience. In addition, you will be given in-campus 
company accommodation, medical facilities, LTC 
for self and dependents and other liberal benefits. 


You should be an MBA from a reputed institute. You 
should have around 15+ years experience in 
various HR functions including OD Interventions, 
Organizing customized training programmes for 
 Managerial staff (functional and behavioural), 
Conducting training programmes, Competency 
mapping, Organizing / Conducting Assessment 
Centres, Coaching, E-Learning initiatives and 
- Change Management. Overall awareness of 
Business imperatives and the external competitive 
.| ` environment is essential. 
| Inaddition, membership of professional bodies like, 
ISABS, ISISD, etc. Certification in Psychometric 
testing / Assessment / NLP etc., would be an added 
advantage. 


— 














Tf yes, we have the perfect opportunity for you 


developing 


You should: 

* Be able to independently conceptualize and 
implement training / OD Interventions; 

* Have excellent customer satisfaction skills; 

* Have knowledge of training methodologies and 

training product development; 

Have high level of self confidence and 

communication skills; 

Have high degree of conceptual ability and 

ability to work under pressure; 

* Be self motivated with high energy levels and a 
strong desire to excel. 

Your main job responsibilities will be as under: 

* Organize training / OD Interventions suitable to 

the Organizational requirements; 

Continuously align the strategy and orientation of 

the Learning Centre to the changing needs of 

internal customers and the training requirements of 
the Company in general; 

Establish / Implement Training volume and 

budget plans for the Centre; 

Customize Training Course portfolio based on 

feedback obtained from various Business Units. 

Manage / Operate the Learning Centre ensuring 

efficient utilization of assets and resources; 

Network with professionals in the field of 

Training & Development; 

* Create a brand for the Company as forerunners 
in development of people, whereby the best of 
professionals get attracted to associate 
themselves with the Learning Centre. 


*. 


You would be having about 15 staff reporting to you and you will be 


responsible for managing the Learning Centre with all its assets. 

If this is the opportunity you have been waiting for, send in your 
resume along with a photograph within 15 days (with full details of 
qualifications and work experience along with two references) to 
Box No. 51405, Businessworld, 14 Madan Street, Kolkata - 700072 


` A 


“Every day | me 
decision maker. Me.” 


A Vidyavathsal, Director(Operations), Degrémont Ltd 





Vidyavathsal joined Degrémont in 2000 as General Manager-Operations. Moving, in a short span, to become 
Vice President and then Director-Operations. His success bears testimony to the open work environment in 


the organisation. Says Vidya, "At Degrémont, your biggest critic is often yourself". 


Anand Automotive Systems is driven by its commitment to The Group requires a General Manager-Operations for its 
4. partnerships. Be it with its 10 international Partners, its company, Degrémont Ltd, a JV with Degrémont of France, world 


Customers or its 6000 People. No wonder Anand has been rated leader in water and waste water technologies and part of the Euro 


among the top 25 ‘Great Places to Work’ in India for two 43 billion Suez Group. The applicant should possess a degree in 
consecutive years. Civil/Mechanical engineering, preferably with an MBA. Strong 
Anand is committed to nurturing its people. And firmly project management capabilities in water or infrastructure fields 
believes in providing them with the best opportunities — with proven skills in financial planning and budgeting will be key. 
international exposure with its global partners or further learning He should be a business visionary with the ability to assess and 
at its corporate university, Anand-U. In fact, after joining Anand manage risks along with strong negotiation skills. Age should be 
s*PPople rarely opt for a career change. between 35 and 40 years with 12-15 years of work experience. 


Forward your cv and a photograph within 15 days to g.nanda@anandgroupindia.com 


To know Anang better, log on to: wiwanandgroupindia. com 


10 JV Partners * 17 Companies ° 37 Plants in 8 States * Sales: Rs.20 billion plus * 6000 Peopl& 





Capital / Anand / 007 











Mobile Services 





Join Airtel for c 


Driven by the passion to create world-class solutions, Airtel has ame: 
environment that fosters learning, innovation, growth, excellence and a 
culture that is focused towards achieving customer delight. Adjudged one 
of the best employers as per the Hewitt survey, Airtel invites dynamic, 


EI 


ewarding life. 


lution-oriented individuals for positions in Finance, Sales, Marketing, HR, 
etwork Technology, i in Eastern india. If you wish to be a part of one 
of the r nost dynamic organisations in the world and have 5-15 years of 
relevant experience, post your resumes at http://www.airtel.in/careers 
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PUBLISHING 








mogul 


ASHISH SAHI 


HE monk may have sold his Fer- 
rari, but he surely got a helluva 
lot in return. Not wisdom. Not 
nirvana. He got a whole publish- 
ing and merchandising empire. 

At the centre of the empire is a pub- 
lishing phenomenon titled The Monk 
Who Sold His Ferrari. 

It has sold more than 1.5 million 
copies in over 20 languages in more 
than 30 countries. Now its extensions 
have arrived. A sequel, more transla- 
tions, a television show, podcasts, desk- 


top applications, a thriving business in | 


dispensing worldly and otherworldly 
wisdom, a clothing line, and a movie 
based on the book. 

Robin Sharma, the author who 
reigns over this empire, has not only 
lived the life of his 53-year-old protago- 
nist in parts, he even looks the part. This 
41-year-old with a monkish bald pate 


gave up his legal practice to search for | 


inner peace, much like Julian Mantle 
did in the book. What he learned on that 
inward journey, he later packed into a 


200-page fable (Julian dispenses it to | 


his protégé, Dar Sanderson, in the se- 
quel). And the rest, as the cliché runs, is 
publishing history. 

The book has attracted endorse- 
ments from a host of international stars 
of varying luminosities — from Holly- 
wood star Michelle Yeoh, to pop star 
Ricky Martin, rock star Jon Bon Jovi, 


|, The man behind the 
| phenomenon titled 
The Monk Who 

| Sold His Ferrari, 
and the empire 

he has spawned 


Major League baseball star Carlos Del- 
gado, to Nobel Prize winner Shimon 
Peres. A number of corporate captains 
— from Exide chairman S.B. Ganguly to 
PVR managing director Ajjay Bijli — 
have told Businessworld that it has been 
their favourite read in recent times. 

Now, the lawyer-turned-bestselling- 
| author is turning yogi — for the cellu- 
loid. No, he's not going to don Julian's 
mantle; he is going to star as Yogi Raman 
from Sivana in the Himalayas (spare the 
map — it's a fictitious place), Julian's 
mystical guru. The grapevine has it that 
the empire is talking to a major Holly- 
| wood star for Julian's role and to Sudhir 
| Mishra for directing the movie. But 
Robin isn't divulging anymore about the 
project, except that it's going to hit the 
screens sometime in 2007. 

The wellness merchant has truly 
travelled long to reach this exalted sta- 
tus. Born to Indian parents in small- 
town Canada, Robin first trained in law 
at the Dalhousie School in Halifax. As 
his success with his practice grew, so did 
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P ou. 
ROBINS BANDE The author gave up his legal practice, undertook a $piritualyour- 
ney; ard then wrote a bestseller on his experiences. Now come thé extensions... 


his despondence over draining emo- 
tional and physical energy. Then, the 
single parent of two kids undertook the 
journey that changed his life. 

His first seminar reportedly had all 
of 23 attendees, 21 of who were his fam- 
ily members. Today, Robin, CEO of 
Sharma Leadership International, con- 
ducts Webinars (you got it: they're semi- 
nars on the Web) and motivates execu- 
tives at multinationals like Nike, 
Microsoft and FedEx. He is also reported 
to have done some work with Nasa and 
the Israeli Air Force. He has shared podi- 
ums with the likes of Bill Clinton, Jack 
Welch and Deepak Chopra. 

In India, he has worked with Dell, 
Air-India, IBM and Wipro in the recent 
past. No, he doesn't drive a Ferrari; but 
Businessworld learns that he does drive 
asports utility vehicle. 

He was in India recently to launch 
the Hindi and Marathi translations of 
his book. Jaico, the Indian publisher, 
says the first 3,000 prints of the Hindi 
version sold out in a month. The original 
version has already sold some 1,75,000 
copies in the country. In the offing are 
editions in Tamil, Telegu and Bengali. 

His India launch tour took him to 
scores of readings in five cities over 10 
days. All through the whirl, Robin was 
tapping away blog entries on his Black- 
berry. Has success turned the monk into 
a Julian yet again? No, don't expect a se- 
quel to this story. The empire will get in 
touch with you. E 
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The Advertising Standard Council of India 





The watchdog of Indian adve 





















































BROWSING 
Gautam Thakar 


Country manager 
eBay India Marketplace 


Iam reading THEWORLD IS FLAT by 
Thomas Friedman. It's a fascinating 
book. My boss recommended it. 
Friedmans perspective on globalisa- 
tion is particularly relevant for India. 
Companies and individuals can now 
easily source the knowledge, produc- 
tion, innovation, research, or advice 
they need either from the company 
next door or a country that is located 
1,000 miles away, and yet feels like it's 
right next door. I hope the book in- 
spires Indians to embrace and seize 
the opportunity that this ‘flattening’ 
brings for all of us. 

Ihave recently read Larry Boss- 
idy's EXECUTION. It's a reminder, 
simply told, ofthe most obvious yet 
difficult thing to do while running a 
business: execute with excellence. B 


ALERT 
Tin Fish 


By Sudeep Chakravarti 
(Penguin Books) 





FINALLY, a book on 
the public school ex- 
perience in India. 
Journalist Sudeep 
Chakravarti draws on 
his own experiences 
in Mayo, and the re- 
sult is this coming-of- 
age novel. However, 
the story of Barun Ray, a.k.a 
Brandy, and his schoolmates Fish, 
PT Shoe and Porridge is not just 
another boarding school romp. It 
also captures the milieu of India 
of the 1970s. 











DILIP RAOTE 





VER the entrance to the tem- 
ple of Apollo at Delphi in an- 
cient Greece was this inscrip- 
tion: 'Gnothi seauton' (Know 
thyself). When that path of in- 
trospection was pursued, it 
could lead to the Vedantic conclusion: 
‘Tat twamasi’ (Thouartthat). One 
is not only part of the 
whole, one is the whole. 
While learning this, one ex- 
periences the awe of the 
universe and humility, 
which are well-expressed 
by genius physicist Richard 
Feynman in a poem titled 
'Standing alone at the 
seashore, and thinking’: “I/ 
a universe of atoms/ an 
atom in the universe.” 

Management education has been 
about the focused pursuit of goals and 
upward mobility. It has been about 
‘doing’, not about ‘being’. How many ex- 
ecutives have experienced standing 
alone at the seashore and thinking? Why 
are management books devoid of hu- 
mour?A sense of humouris the first step 
towards knowing. 

Modern management education 





SELECTION 


Managing 
multiple titles 


HE ace actor who played The Joker 
T: Batman recently said: “Don't 

ever give anybody your best advice 
because they're not going to follow it.” 
Ominous as it sounds, the words are 
quite true in the fast food times we live 
in. Yet Dr Y.C. Halan bravely soldiers on 
and offers us his best advice in the 
MANAGEMENT SERIES of four books 
(New Dawn Press). 

Thankfully, Halan does not cite stud- 

ies or resort to Excel sheet findings or 
PowerPoint presentations to validate 


—s 
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ecome the 


has remained largely unchanged since 
the industrial age began, though the 
teaching technologies are different. It is 
stillabout training people to crack the 
whip down the organisational pyramid 
and make each level produce more. 
Managers are as insecure today as they 
were in feudal times. But as there are 
now more managers, sycophancy has 
increased. An inde- 


PRESENCE 


By Peter Senge, 

C. Otto Scharmer, 
Joseph Jaworski & 
Jetty Sue Flowers 


Nicholas Brealey 


pendent-thinking, irreverent individual 
isa bother and is quickly got rid of. Irrev- 
erence, questioning and risk-taking . 
should be the characteristics of young- 
sters. But the young are meek sheep 
within organisations and compensate 
by being loud tigers outside. Ifthe young 
are cowed, the future is worrying. 

Over the past few decades there has 
been a growing protest against linear 


his observations on managing time, 
people, sales and leadership. In a tone 
that is warmly paternal, Halan runs us 
through adages and small changes in 
our daily life that can make a difference 
— whether it is about being gracious to 
employees or something as perceptibly 
inane as maintaining a clean desk. In 





BOOKMARK 





, change you seek 





management think- 
ing which pursues 
power and profit, and 
to hell with any side- 
effects on society 
and the environment. 
People have been opt- 
ing out of corporate 
jobs to work for com- 





PETER SENGE is a senior lecturer 
at the Massachusetts Institute of 
Technology. He is also founding 
chair of the Society for Organiza- 
tional Learning, a global community 
of corporations, researchers and 
consultants. He is the author of 
several books, including The Fifth 
Discipline: The Art And Practice Of 
The Learning Organization 





munity welfare and 

have formed what Peter Drucker called 
the 'third sector' of non-profit organisa- 
tions. The hope was that the third sector 
would influence society to produce 
Robert Greenleaf's and Gandhi's ser- 
vant-leaders. Servant-leaders are still 
rare and accidental. 

However, in quick succession came 
the tsunami, floods and Katrina and 
Rita hurricanes. They will be the turning 
points in management thinking. Global 
warming has moved out of science jour- 
nals into public space. Fears are being 
voiced about melting polar ice-caps and 
climate change. Holland's dikes are the 
latest study fads of disaster manage- 
ment teams. Economic growth is be- 
coming as unpredictable as the 
weather. The CEO with his global em- 
pire is as vulnerable as a slum-dweller. 
Suddenly, concerns are not about com- 
munity, state or nation; they are about 


doing so, he delves into home truths 
that have been forgotten and, as the ac- 
tor noted, fall on deaf ears these days. 

The four books will be particularly 
useful to many who are coming to terms 
with managerial responsibilities. The 
books on managing people and sales, 
especially, are written from an organisa- 
tional standpoint, as opposed to the 
neutral perspective most business 
books indulge in. So how will this help 
the reader find his feet in a work envi- 
ronment? The content is narrated in a 
language that is simple — apt coming 
from a man who has been the editor of 
several leading newspapers. 


, Allthis is a welcome change from 


` culling business lessons from the con- 


a 
KUNAL N. TALGERI 


quests of Napolean and Alexander. 





Thieves on 
the seas 


the whole planet. Thoreau, nature poets 
and Gandhi are being revived in the 
West. “Parts are in danger if the whole is 


ignored” is the new mantra. If execu- | 
tives do not turn to nature worship, as | 


scientists have, systems are doomed. 


Presence is a step in that direction. It | 


relates parts and wholes and urges new 


ways of thinking. It presents the ‘You’ | 
learning process. At the left top of the U | 


curve is sensing (“Observe, observe, ob- 
serve — become one with the world”). 
The well of the curve represents pres- 
encing (“Retreat and reflect — allow in- 
ner knowledge to emerge”). At the right 
top of the curve is realising (“Act swiftly 
with a natural flow”). Or, to put it more 
simply: learn, think, act. Well, what's so 
profound about that? It's a natural learn- 
ing process and everyone undergoes it, 
with or without method. 

Senge and his team haven't com- 


CADEMIC Peter Earle 
A= a great job. He gets 
1 to research everybody's 
favourite drinking, wenching 
and treaure-loving rogues: 
pirates. In a 10-year old boy's 
dream come true, Earle has done a lot 
to flesh out and dispel the myths sur- 
rounding the sea mauraders. 

THE PIRATE WARS (Thomas Dunne) 
tells the truth behind the origin of 
pirates. Besides the fun tidbits about 
all-female ships and crews of renegade 
slaves, it turns out that most of the pri- 
ates were originally trained by govern- 
ments to target rival countries' shipping 
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pleted the process, which would be rep- 
resented by a circle that encloses the U. 
This is the enlightened stage which goes 
beyond specialisations and encom- 
passes everything. It is rarely achieved, 
but when it does it produces the benign, 
smiling, wise and compassionate su- 
per-boss: the ultimate Servant-Leader. 
Presence is the product of a commit- 
tee of four writers: three academics and 
a consultant. Its relentless chatter has 
quotes and comments from nearly 150 
people. The book is loaded with man- 
agement jargon and heavy sentences. It 
will make good workshop material. 
| Several questions arise. Why are 
management books not written in sim- 
ple language? Why are executives al- 
ways in search of business bestsellers, 
like children going for simplified guide- 
books? Why are we so dependent on 
western ideas of management? Globali- 
sation and nature' deadly wrath should 
provoke a radically different approach 
which incorporates concepts from qua- 
ntum physics, relativity and biology for 
a holistic view. From the idiocy of social 
darwinism, which only elevates noses, 
management must move towards hum- 
bling evolution. Nature Inc. is billions of 
years old and still evolving. There are 
lots of management lessons in it. ik 


routes. Eventually, they went 
rogue, and the very same 
f 





rulers who created them had 
to go to war to exterminate 
the menace. Sound familiar? 

Yet, if pirates were the 
olden-day equivalent of ter- 
rorists, why are they so well- 
loved today? While this book 
sticks to well-researched his- 
tory and exciting battles, the 
question is worth examining. 

Besides teaching lessons of morality 
and history, this excellent book goes 
into economics too. The author, a for- 
mer professor at the London School of 
Economics, presents a fair account of 
shipping economies in the 16th century 
= 


ERICA LEE NELSON 


and squabbling export merchants. 














2: 21 pini dlon 


LTHOUGH the Central government has 
carried out many important reforms in the 
past 14 years, fundamental fiscal reform 
has evaded it. As finance minister, Manmo- 
> han Singh allowed the fiscal deficit to zoom 
— initially because the economy he took over needed 
stimulation, and later because his political colleagues 
loved public expenditure. Yashwant Sinha was even more 
profligate. Then some prudence set in: the Fiscal Res- 





';ponsibility Act was put in place, and the government 
-restrained the fiscal deficit as a 


proportion of GDP. 
That prudence was largely wasted. For the new govern- 
ment, headed by a responsible economist and a finance 


minister who does not hesitate to take unpleasant deci- | 


sions, has been lackadaisical 
about fiscal correction. It post- 
^ poned the Fiscal Responsibil- 
ity timeline, and has, in fact, 
shown no signs of fiscal re- 
sponsibility till now. 

Over in Bombay, the Na- 
tional Stock Exchange (NSE), 
set up by the financial institu- 

_-stions, created a seamless elec- 
<= tronic stock market ten years 
ago. It began to trade govern- 
_ ment securities soon after. But 
"this market has remained 
~ small and inactive because the 
"Reserve Bank sabotaged it. The 
Reserve Bank operated its own 
primitive market for securities 
in the form of its Securities 
General Ledger (SGL), an ac- 
count book which listed all the government bond hold- 
ings of banks and government financial institutions. 
Deals amongst them were made over the telephone 
through a cabal of brokers, and had to be reported to the 
Reserve Bank for entry into the Ledger. Although the elec- 
tronic market operated by the NSE was far more efficient, 
the Reserve Bank did not allow banks and financial insti- 
tutions to trade on it; so it remained small. 
Although the Reserve Bank's insistence on protecting 


an exclusive, inefficient bond market of its own seemed | 


perverse, it was not entirely devoid of logic. For the Re- 
serve Bank is the government's treasurer. At a time when 
the government ran huge deficits, the Reserve Bank saw it 


as its duty to park government loans in an orderly man- | 
ner. Till 1993, the task was made easy by statutory liquidity | 
^. fatio (SLR) of 38.5 per cent. After Central government | 

*« bonds were taken out of SLR in 1993, the Reserve Bank 


had to persuade banks to hold such bonds. That was not 
difficult since most of the banks are owned by the govern- 


As state finances strengthen and 
RBI’s electronic SGL takes off, 
the time is ripe for creation of an 
open market in securities 












ment; but the need to okeepi interest rates down for the gov- 
ernment led the Reserv Bank to ain the non-trans- 

















value-added taxin state government revenues; as a result, 

the borrowings of both have declined. Further, the Re- 
| serve Bank launched a computerised version ofits securi- 
ties ledger a couple of months ago. It comes close to an 
electronic securities market. So in effect, the Reserve Bank 
has built an alternative digital platform to the National 
Stock Exchange. The only reason for the continued exis- 
tence of the latter now is that the former is not open to 
those that do not belong to the 
government family. 

Having come this far, the 
Reserve Bank should consider 
the next step of creating a sin- 
gle market in government se- 
curities, open to all Indian per- 
sons and institutions. It does 
not matter whether the market 
is run under the aegis of the Re- 
serve Bank or the National 
Stock Exchange; and given the 
ownership of the latter, there 
should be no difficulty in unify- 
ing the two. 

The major advantage of do- 
ing so would be to mobilise the 
enormous hunger of Indians 
for government debt. Most 
savers are extremely risk- 
| averse. Despite its stellar performance, the stock market 
i has drawn very little savings and raised little capital. There 
was a time when savers were enamoured of the govern- 
ment Big Three development finance institutions (DFIs): 
UTI, IDBI and ICICI. Now they are pale shadows of them- 
selves. The common saver has not taken to mutual funds 
in a big way. As a result, banks have made hay; they have 
got cheap deposits from the public — and invested them 
partly in government securities. 

There is no reason for this arbitrage to continue — no 
reason to deprive savers of direct access to government 
securities. Looking for new business, post offices are sell- 
| ing DFI loan instruments; they could equally sell govern- 
ment loans. But if this is to happen, there should be no re- 
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| market-determined. The broader the market, the stabler 
| it will be, and the more money it will raise for govern- 
| ments. Hence, the next step for the Reserve Bank must be 
| tothrowits securities market open to the public. a 
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turn to administered interest rates. Bond prices shouldbe? ^. 


NO RETAKES, NO HICCUPS... 
a JUST A CLEAN, SPOTLESS 
PERFORMANCE. 





Videocon - 

A global player 

in the world of 
colour televisions. 


Bravo. 


With the completion of acquisition 

of Thomson's colour picture tubes 
business in France, Italy, Poland, 
Mexico and China, Videocon will have 
access to state-of-the-art manufacturing 


and R & D facilities across the world. 


All these give Videocon global scale 
and efficiency. And for you, the 
reassurance of knowing that the 
best brains in the world are behind 
the TV you buy. 


You'll agree, it's time to welcome 


crystal-clear viewing that's easy on 


your pocket into your living room. 


VIDEOCON 


THE INDIAN MULTINATIONAL 











I Bu Sinesswoi 


hae Tl. 


-Autopart makersinthe USare looking to selloi 
—This-could-be the break — —— 


ME sis mcum 


indian t firms. are- Jooking-for P A 
pide e 


u 





INDIA'S LARGEST 
om BUSINESS MA( 


5— S € 


L.J 





hidesign.com 


TIME WAITS FOR NO ONE 
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When you choose LG CAC, you have time on your side. You can be assured of a faster response to your queries 
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But that's not all. We bring our global expertise in implementing world class cooling solutions to your project 
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Q I work in promotions and 
events. Of all the industries, I 
find that telecom has the 
most cutting-edge practices 
of brand and product 
promotions. However, 
though I agree with the 
general tone of your article, I do 
believe that promotions are still just beginning to 
be discovered. They remain a flash in the pan, used only to create 
PR hype. They should be a full-fledged element of the marketing mix. 
Budgets remain extremely low for this area, and senior managers 
usually aren't open to innovations. Advertising agencies also do not $ 
recommend this route, as they view it as more of a threat to their 
business than a weapon. The few who end up embracing events and 
promotions will stand out in the crowd, no matter what they do. 


Maneet Jolly, posted on BW website 


————————— ái 


BRINGING UP MANAGERS | 





HPCL RESPONDS 


Iam a mother of two-year old child. Your article, 'Danger In The Air' (BW, 
After reading ‘The Birth OfA Manager | 29 August), contained the following 
case study (BW, 25 September), I statement regarding HPCL: “Three 
thought about what kind of school I months later in foggy December, a 
should seek to admit my daughter in. Hindustan Petroleum tanker entered 
The high-flying MBA colleges just the runway at a spot where aircraft + 
make sure that their students achieve | usually vacate the runway. Luckily, 
the best marks. But are they seriously | operations at that time were closed 
absorbing anything? Are they learning | due to low runway visual image 
any ethics or other life-lessons? (RVR). The incident was logged as a 
Parents should ask this question to | runway incursion.” 
all the big-name schools: “What do you We wish to inform you that the 
do besides teaching the syllabus?” To statement is factually incorrect. There 
make children into good managers was no violation record against HPCL. 
later in life, parents have to demand | This has caused immense damage to 
more from schools. our corporation's image. 
Shweta Gupta Jain, Delhi | LM. Motwani, chief manager (public 
relations and corporate communication), b 
Hindustan Petroleum Corporation 
INTERNET COMES OF AGE 
The controversy between IIPM and 
Indian bloggers has proved the power 
of the Internet (‘When The Chickens 
Come Home’, BW, 31 October). 
Individuals now can air their views 
without a newspaper or a loudspeaker, 
and they cannot be suppressed. This is 
real democracy. 
Vishal Wadhwa, via email A 
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Write in at 
editor@bworldmail.com 
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Engines from India: Tata 483 DL (top left), Tata 497 DI (top right), 
Tata 497 SP (lower left), Tata Motors Small Car Petrol Engine 


COVER STORY 32 | 


Shift To 
High Gear 


A number of automotive compo- 

nent companies in the US are in 

distress — and up for sale. This is y 
a great opportunity for Indian 
companies, who can buy them 

cheap and expand globally. 

Given the risks involved, can 

Indian companies seize the day 

and buy smart? 


40 Strategic Buys Indias leap 
in the global auto parts industry will 
have to be made through electronics 
— not just metals and plastics. 


+ 





IN THE NEWS 


s| Squeeze On Banks 


A change in the way the government pays commissions to 
banks for undertaking its transactions is affecting their 
earnings. How long will this business keep its lustre? 





10 Diplomacy could Natwar Singhs alleged links with 
Saddam Hussein queer the pitch for India in the US? 


12 Actis Biologics This US companyis trying outa 
new biopharmaceutical business model in India. 


14 NHDP Anew draft concession agreement plans to 
change the way highway construction deals are done. 


24 Coffee Chains wore global and 





Not Just Craze, Costa, Gloria Jean, 
Mahananda Dairy and Mr Bean Coffee 
Junction — are trying to enter the 
nationwide market. Can they manage 
India's particular quirks and create a 
steaming success? 





Indian players — like CoffeeWorld, Coffee, 








IN DEPTH 





2s! Pie In The Sky 


Air Saharais up for grabs. About eight companies, including 
private equity investors, are bidding for a stake. Sahara is 
keeping its options open. Whichever way it swings, the deal 
could change Indian aviation. 


42 Glenmark In just 
four years of discovery, 
Glenmark has two big- 
ticket licensing deals for its 
asthma drug, and a third 
waiting to happen. Will the 
good times last? 


Glenmark CEO and » 
MD, Glenn Saldanha 





50 Asian Business Private equity bankers fellinlove * Á 


| with South Korea. Butis the gold rush over now? 


56 Software Anew wave of Indian entrepreneurs are 
getting into the profitable software products business. 
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54 Citigroup Asrising 
US rates wean away FIIs, 
Citigroup is betting on the 
potential of India's capital 
markets. An interview. 


William Kennedy, global > 
research head, Citigroup 








70 Bookmark An academic debate about how poverty 


should be measured in India gets an entire book devoted to it. 


Also, a thoughtful new title on consumption and conscience. 





COMMENT 
26 Ashok V. Desai Sebi's servility to 


politicians in power does credit to neither. Every 
i stockmarket downturn is an opportunity. 
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48 | Mahesh Patel Howto get your audit 
reports and Board of directors straightened out 
before the revised Clause 49 comes into effect. 


LOOKING GLASS 


60 Arvind Kala Indiaislosingout on the wealth and 
opportunities which are generated in societies that encour- 
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killing media? Will newspapers die? A short, 
funny online movie looks at a scary tech future. 
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Buying time 
HE Indian auto components industry has 
grown and matured remarkably over the past 
couple of decades. Today, more than a dozen 
firms in the sector can boast of global quality 
standards in manufacturing. And quite a few 
firms have managed to bag orders to supply some parts to 
car companies in the US and Europe. 

Despite those remarkable achievements, the fact 
remains that even the biggest Indian component 
companies are scrabbling at the peripheries of the global 
auto industry. By and large, Indian companies still supply 
fairly low-end, low-priced products in the global market. 
And few have actually 
graduated to the status of large 
Tier I suppliers to the top five 
auto-makers in the world. 

All that could change now, if 
the Indian firms manage to 
play their cards well. A huge 
number of component makers 
in the US are in major trouble 
because of their historical costs. 
Several of them have filed for 
bankruptcy protection. An 
overwhelming majority of them are looking to sell out. 

The companies looking to sell out are no losers. Most of 
them have excellent R&D skills, significant knowledge base 
in manufacturing, and deep relationships with the world's 
top car manufacturers. They are fundamentally good 
companies in financial trouble simply because of historical 
costs. And that is why they are attractive targets for Indian 
companies that are looking at breaking into the world stage 
quickly through the acquisition route. 

"This is a great opportunity for the Indian industry, 
especially as raising money has also got easier. What the 
Indian industry needs to learn is how to identify and pick 
the right target quickly, as this opportunity is unlikely to last 
for ever," says senior editor M. Anand, who wrote our cover 
story this issue. Some of the companies have already 
started snapping up targets, though the deals so far have 
been fairly small. “But a few companies are now thinking of 
the big ones as well," says Anand. 


E qr 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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BANKING 


Government business loses shine . 


New rate of payment scythes through banks' commission earnings 


NE fallout of State Bank of 
Indias (SBI's) disappointing 
financial results for the sec- 


ond quarter of 2005-06 was | 
that it focussed the spotlight on the | 


change in the commission paid to 
banks for conducting government busi- 
ness. SBI reported a 12.3 per cent year- 
on-year growth in reported net profit 
during that period, well below market 
expectations. One of the main reasons 
for the lacklustre results, and the chief 
source of concern to analysts, was the 
9.2 per cent decline in commission and 
exchange income. This decline was at- 
tributed to lower income from govern- 
ment business. 

Thetrouble began when the govern- 
ment changed the commission it pays 
to banks for doing government busi- 
ness. Earlier, the amount paid used to be 
Rs 1.18 per Rs 1,000 of business. From 1 
July therates were changed from ad val- 
orem commission to one based on the 
number of transactions. For govern- 
ment receipts, the bank is now paid 
Rs 45 per transaction, while govern- 
ment payments (other than pension) 
attract Rs 50 per transaction and pen- 








Recent TELECOM 
Month Seller 


Feb 2005 
Mar 200! 


Warburg (in Bharti) 
Warburg (in Bharti) 





Stake sold 





Atte BPL 





MOERS Max (in Hutch) 









Oct 2005 


Warburg, Bharti Ent. RIN 


sion pay Rs 60 per 
transaction. The re- 
sult is that a bank 
would get the same 
commission for re- 
ceiving income tax 
from an individual 
for Rs 5,000 and for 
receiving an excise 
payment of crores 
of rupees from a 
corporate. 

The rationale for the move is simple 
— the government argues that the 
amount of paperwork that the bank has 
to do for receiving a cheque for 
Rs 5,000 is the same as the work it has to 
do to receive a cheque for Rs 5 crore. 
But the new rules have made gov- 
ernment business rather unat- 
tractive for banks, as seen from 
the hit taken by SBI. 

However, there has also 
been an unintended conse- 
quence of the new rules. Ear- 
lier, several private sector banks i, 
had aggressively canvassed for 
government business in an effort to 
boost their fee income. Understand- 


Up to 30 June 


Rs 1.18 per Rs 1,000 


From 1 July 


transaction 
- For pension payments: Rs 60 
transaction 


me Squeeze 


(Commission on government transactions) 





- For receipts: Rs 45/transaction 
- For payments (not pension): Rs 50 





ably, they concen- 
trated on the high 
value receipts and 
payments, be- 
cause, under the 
earlier ad valorem 
commission sys- 
tem, that would 
earn them maxi- 
mum commission 
with minimum 
cost. Public sector 
banks and especially SBI, which had the 
lions share of the business, were losing 
market share to the new banks. A public 
sector banker pointed out that even 
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LITTLE more than two years af- 

ter it pulled the plug on India, 

the world’s largest mobile com- 
pany, Vodafone plc, is back. While Air 
Touch Vodafone had a 21 per cent stake 
in RPG Cellular (Madhya Pradesh) ear- 
lier, thistime round, it has picked up a 10 
per cent stake in Bharti Tele-Ventures, 
Indias largest mobile operator, for 
Rs 6,700 crore. It's by far the biggest deal 
everin the Indian telecom industry. (See 
‘Recent Telecom Deals’) 

The £34-billion, UK-based Voda- 
fone, which has 165 million subscribers 
in 27 countries, has paid Rs 47,652 
($1,083) per Bharti subscriber. That's a 
lot higher than the Rs 16,296 per sub-' 
scriber paid by Essar to pick up BPL and 
the Rs 17,325 per subscriber to pick up 
Max's 3.16 per cent holding in Hutchi- 
son Essar. 


m 
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corporates who had availed credit limits 


from public sector banks chose totum | | 


to private sector banks for their govern- 


was high-cost unremunerative work. 

Now, however, that the rules have 
changed, private sector banks are likely 
to find the business unattractive, and 
the business will come back to the pub- 
lic sector banks. 

Deepankar Choudhury, vice-presi- 
dent at ICICI Securities, says although 
SBI's bottomline has been hit in the sec- 
ond quarter, it should see an increase in 
government business from now on. 


certain. They point out that while col- 
lecting receipts on behalf of the govern- 
ment is still attractive because of the 
float (the money remains with the banks 
for a few days), nobody wants to take on 
the burden of government payments. 
“Earlier, the ad valorem commission 
used to compensate us [banks] for the 
, few days that we were out of 
| pocket as a result of govern- 
! ment payments,” says a pri- 
vate sector banker. 

He adds: "But the new rates 
|: donot compensate [commercial banks] 
_ for that, As a consequence, the govern- 

ment will increasingly find it difficult to 
get its payments done." E 
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ment business. Their concern was that 
soon public sector banks would be left 
with only the pension business, which 


< But private sector bankers are notso | 





— 


GO AIR 


Flying start — 


E fourth low-cost carrier in | 
India, Go Air, took to theair | 


on 4 November. Go Air, pro- 
moted by the Wadia group; will of- 
fer services to Goa, Ahmedabad, 
and Coimbatore from Mumbai. 
Initially, the airline wii commence | 
service with one A320 aircraft with 
| asingleclass, 180-seat configura- | 
| tion, and plans to expand its fleet — | 
to 36 aircraft in three years. | 
Go Air aims to be the least-cost 


airline in India with the lowest 

| fares. Accordingto its plans, the 

| fareswill be 40 per centlower than 

| thatoffull-serviceairlinesand,on | 
an average, 10 per cent higher than | 

air-conditionedfirst-andsecond- | 

class railway fares. This is in kee- | 

ping with the airlines aim ofre- | 

| ducingthe disparity between train | 

| 


and air fares in India. It is consider- 
ing destinations like Bhavnagar, 
Aurangabad, Kolhapur, Rajkot, 
Jammu, Maduraiand Kozhikode. | 
According to company officials, | 


the airline has seen over a million 

hits on its website in less than an 

hourofstartingticketsales. $ 
ANJULI BHARGAVA 














But now, for the first time, Sunil 
Bharti Mittal will have to manage two 
big telecom investors at one time. The 
last time he had two telecom compa- 
nies in Bharti was when Vivendi and 
“Telecom Italia were present. Then 

- Bharti itself was a small company with a 
shade over 2 lakh subscribers. In a way, 
Mittal learnt the ropes of the mobile 
business from these operators. 

Now, as a $15-billion company with 
14.1 million mobile subscribers, Bharti 
isaforceto reckon with. Singapore Tele- 
com, which has a stake in Bharti, has not 
interfered in the running of the com- 
pany. The only time it was very closely 

" involved was when Bharti bid for the 
fourth licence. 

With Vodafone coming on board, 
The Indian telecom major will now have 
to balance both SingTel and Vodafone. 





| SingTel already has a 15.69 per cent 
stake in Bharti Tele- Ventures. It all de- 
pends on whether Vodafone will be 
| happy with just a 10 per cent stake? “We 
are long-term investors, so that is not an 
issue,” says Vodafone chief executive 
Arun Sarin. That's fine. But if one looks 
at Vodafone's track record, it has almost 
100 per cent holding in 18 of the 27 mar- 
kets it operates in. Of the other nine, it 
has a 49 per cent stake in Fiji, 44.4 per 
cent in Verizon (the US), 43.9 per cent in 
France, and 35 per cent in Kenya and 
South Africa. It's only in China (China 
Mobile) that it has a minuscule 3.3 per 
cent stake. Of course, some telecom an- 
alysts feel that the arrangement of three 
heavyweight telecom companies being 
shareholders in Bharti may not con- 
tinue indefinitely. = 
i ANUP JAYARAM 
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' resolution was sponsored by 


DIPLOMACY 


Washington makes up 
its mind about Natwar 


The Indian foreign minister's alleged complicity in Iraq's 
oil-for-food scam may seriously impact India-US ties 


N Washington, K. 
Natwar Singh, India's 
external affairs min- 
ister, is already a 
tainted man. Not be- 
cause anyone has any 
greater evidence than the in- 
dependent investigators (ap- 
pointed by the UN) found 
linking Singh to oil contracts 
doled out by Saddam Hus- 
sein's Baathist regime to its 
favourites. Americans are 
going by circumstantial evi- 
dence against Singh, which 
they feel is overwhelming. 
On 1 November, the UN 
General Assembly passed a 
resolution, declaring 27 Jan- 
uary as Holocaust Memorial 
Day, to be observed world- 
wide from next year. That 


Israel, the US, Australia, 
Canada and Russia. It was 
co-sponsored by 104 other 
countries. India was not among them. 
This was not a run-off-the mill reso- 
lution. It was a resolution about holo- 
caust that killed 6 million people. It was 


— passed by the world body on the 60th 


anniversary of the liberation of Ausch- 
witz. Yet, India decided not to back it. 
For most politicians in America, the 
decision by New Delhi to adopt a hands- 
off policy on this resolution is the latest 
in circumstantial evidence that Singh 
may, after all, have had something to do 
with the despised Saddam regime. Why 


^ else would India, which had a relation- 


n ship with Israel in recent years, border- 


ing on strategic partnership, suddenly 


7 move away from Israel at the UN? That, 


too, on an issue such as the holocaust, 


' on which there cannot be moral, politi- 


SENES 


calor ethical objections. 
For some time now, America's pow- 








erful Jewish lobby had begun harbour- 
ing doubts about the Manmohan Singh 
government. The conviction in Tel Aviv 
in the early months of the UPA govern- 


ment that India's Israel policy would not | 


change because of a change in govern- 
ment in New Delhi has lately given way 
to anxiety that India is a fair weather 
friend of Israel. That change in Israeli as- 
sessment of the UPA government, 
which has begun to be reflected in the 


attitude ofthe American Jewish lobby, is | 


casting a shadow on India-US relations. 
Two hearings have taken place on Capi- 
tol Hill about the India-US nuclear 
agreement, which Prime Minister Man- 
mohan Singh and president George W. 
Bush announced at the White House on 
July 18. These hearings are the first steps 
towards amending US laws which pro- 
hibit nuclear co-operation with any 
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state that is not a signatory to the Nu- 
clear Non-Proliferation Treaty and has 
tested a nuclear device. 

At these hearings, opinion has been 
growing against the 18 July agreement. 
At the first hearing, Natwar Singh was 
called a "Stalinist" and described in very 
uncomplimentary terms. The second 
hearing proved that opposition to the 
deal was becoming consolidated and 
organised. India’s harshest critic at the 
first hearing was Tom Lan- 
tos, the seniormost Democ- 
rat on the House of Repre- 
sentatives’ International 
Relations Committee and a 
Congressman with a reputa- 
tion of being India-friendly. 

In the wake of the second 
hearing, none other than the 
co-chair of the Congres- 
sional Caucus on India and 
Indian Americans, Gary 
Ackerman, has dropped 
broad hints that approval of 
the Indo-US nuclear deal 
could be delayed by as much 
as a decade! Both Lantos 
and Ackerman are Jews, and 
are leading supporters of Is- 
raeli causes in America. For 
men like them, the mention 
of Natwar Singh in the Vol- 
cker Commission report on 
the oil-for-food programme 
for Baathist Iraq is sympto- 
matic of the fundamental 
differences they have with 
India's external affairs minister. From 
the point of view of the Jewish lobby in 
the US, this puts Singh in the company 
ofthose who they believe are among the 
worst enemies of Israel: extremist or- 
ganisations, Palestinian or otherwise, 
which seek the destruction of Israel. 

Many American Jews, who are polit- 
ically and otherwise crucial to India-US 
engagement, will see in New Delhi's lat- 
est refusal to co-sponsor the Holocaust 
Memorial Day resolution an extension 
of the same policies which once 
brought Natwar Singh close to Saddam 
Hussein. That bodes ill for India-US re- 
lations, for the bilateral nuclear agree- 


ment and for Manmohan Singhs efforts ' 


to deal with India's energy problem by 
opening up the nuclear option. m 

K.P. NAYAR in New York 
The author is diplomatic editor, The Telegraph 
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ERE'Saninteresting experiment 
that — if it succeeds — could 
provide a viable model to help 
build India into a biotech hub. 
The key actor is Actis Biologics, a two-year- 
Old, California-based biotech company, that 
is scouring India for partners. 

... Actis does not do any drug discovery. In- 
stead, it licences promising drugs that have 
cleared early stages of human trials from ei- 
ther universities or biopharmaceutical firms 
in the US after a due diligence by its own sci- 
entific team. What Actis wants are partners in 
ia that would be interested in helping it 
take these products through clinical trials in 
exchange for marketing rights in emerging 

iarkets and global manufacturing rights. 

Actis expects that the capital will be put 
| y the Indian partner while Actis brings 
the clinical and manufacturing expertise 
needed for a completely new biotech prod- 
‘uct. Why would anyone be interested in part- 
nering with an unknown company and 
bankrolling its trials? For breakthrough new 
products, says Sanjeev Saxena, CEO, Actis. 

_ Saxena points out that Indian companies 
with biotech aspirations have no original 
products in advanced trials. As a result, there 
_ is no venture capital chasing them. Their fo- 
* eus today is almost entirely on biogenerics — 


, copies of biotech drugs discovered in the | 
5 West. "This cannot make India a leader in | 


7 biotech," he says. Saxena reckons that only 5 
. percentofthe 110 Indian biotech companies 
; 


- Who could interest Actis 
Large biogenerics firms, 
contract research & manu- 
facturing companies that 
have money and want to 


break into the drug disco- 
very business 


Companies already doing 
drug discovery, but want 
products that are closer 
to market 


-Big groups, high net worth 
- individuals interested in 
entering biotech 





ACTIS BIOLOGICS 


The new biotech trial 





NEERAJ TIWARI 


| will have marketing rights to emerging 
| economies, including India and China. 


| worth watching closely. = 





= Fücussed on 
agriculture 


Pure drug 
* discovery in | 
biopharmaceuticals 


Biogenerics, contract | 
research and | 
manufacturing 


THE SPLIT 
(110 companies) 


Source: š Bw asa, l 








3 dae. So there i is no 
do original research in biopharma. 2 need to borrow forthe 
The value proposition, however, changes — je 
with an original product or two. A company 
can be created around this product. Actis can 
hold a stake with the Indian partner. Saxena 
thinks this model can help seed Indian bio- 
tech companies that can do contract re- 





project so far. nr 


search and clinical development in the short Dus 
term even as they build around their own .. Jeong said thatthe 
proprietary products. The Indian connection feasibility study for the ` 
will help in conducting trials far faster, and steel plant is likely to be 
cheaperthanin the US. complete by the end of .. ` 
Since trials account for 70 percent of the 2006. Meanwhile, the 
cost of taking a drug to market, Actis saves a company has paid close 
lot of money. "This business strategy would — . to $150 million to begin 
help keep cost down for the company, butin- ^ the process of acquiring 


crease its intrinsic value quite dramatically,” 
says Saxena. Also, since early trials have been 
completed on the products, these are just 20 
months away from the market if successful, 
he says. “Their [Indian companies'] own ori- 
ginal products could be as many as six years 
away," he says. If successful, this company 


andi in the Jagatsinghpur 









Actis is free to sell marketing rights to the 
developed markets to the best bidder, but 
manufacturing will be centralised in the In- 
dian company. Saxena is currently talking to 
drug companies, diversified groups and high 
networth individuals interested in biotech. It 
isearly days yet and his success, to a large ex- 
tent, would depend on the products that he 
brings to the table. (Actis owns licences to 
products and technology platforms primar- 
ily in the area of cancer.) Also, to make a real 
difference, there will have to be a critical 
mass of this kind of activity. 

This is one experiment that would be 


E | Posco has also bought ue 
_ $150,000 of technical _ e 
& data from the Geological. 











-vicin venture for LG's 
` Pune plant. it will bean 
E independent operation. @ 
: -PALLAVI ROY 
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HE National Highways Au- 
thority of India (NHAI) is ex- 
pected to come up with a 
model concession agree- 
ment that will mark a signif- 
icant departure from the current deals. 
' It has already been discussed by the 
Committee on Infrastructure and will 
.. go to the Committee of Secretaries for 
more discussion before being finalised. 
.. Overthe last year, NHAI has moved 
from awarding contracts under the EPC 

: (engineering- procurement-con- 
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NATIONAL HIGHWAY DEVELOPMENT PROGRAMME 


Gradient changed forspeed . 


m New concession incorporates 
&smm significant deviations from past 


Already Completed 
Under "Implementation 














the Rajko; 
X corridor die. bn DE KOLKATA bi 
* awarded under BOT, up PORBANDARS .— Haldia Port 
from 800 km the year before. Paradip Port 
BOT is now the pre- MUMBAI n Bhubaneswar 
ferred way for awarding JNPT. : ously, the 
` contracts all over India except in the "me VishakhapatnamPort — traffic risk was 
tates of Jammu & Kashmir, — ishakhapatnam borne by the 
Bihar and Assam. That is ARABIAN SEA —— concessionaire. In 
argely because there has Mormugoa many cases the actual traffic num- 
-y been little resistance by users to pay bers failed to live up to the projec- 
"tolls. This confidence has, in turn, New Mormugoa -~ By" ChemmaiPot — tions. For example, on the Delhi- 
£4. rubbed off on contractors, who now Wem )~cuennar Noida toll road, the initial numbers 
.. see the BOT route as a viable way for- < were 22,000 vehicles daily instead of 
- ward. The changes to the concession KERALA gr > the projected 97,000. (It is not an NHAI 
: B ç Thrissu J TAMILNAD' A Pn ] 
— agreement are being made mainly be- vi Oy TAM project). Realising this, NHAI has agreed 
"cause of this development. aia on to share the traffic risk with the contrac- 
4| ^, The model concession agreement Cochin Pore gr Tuticorin Port  tOTS. In case traffic numbers fail to mate- 
., makes four significant changes. Previ- KANNIAKUMARI rialise, the term of the concession would 
a be extended. For better-than-expected 
*: Status of NHDP on 30 FOD Oman 2005 traffic numbers, the term of the conces- 
t aa TOTAL sion would be reduced. 














59 730 
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Totai length (km) 
> Completed total till date (km) _ 
` -Under implementation 
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7. Length (km.) . B46 1688 2,534 
No. of contracts : 46. TS 45 94 
; “sa a et issued/ agreement signed ` ` i 
Deneth kn ee 2003 
No. of contracts — — — — — — BR NEINIEMKTS —w—— 59 


» Total 
Length (km.) 
No. of contracts MCI 

Financial (Rs crore) 

iwarded cost of contracts under implementation 
ure till date (including completed stretches) ` 


846 3691 4537 
OI 153 


10,669 18,176 ss 
S CREN 25,871.11 


2,122 2,122 


Golden Quadrilateral NS&EW: NS&EW Corridor 
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The second change is about land ac- 
quisition. There is also the problem of 
environmental clearances and the shift- 
ing of utilities. Now NHAI has agreed to 
pay a penalty if 80 per cent of the land is 
not available by the time the project 
achieves financial closure. 

The impact of shifting tax rates has 
also been taken care of. Hits of over Rs 1 
crore would be compensated by NHAI. 


Finally, a measure that should help : 


commuters, the new agreement caps 
the hike in toll rates at 40 per cent of the 
rise in the wholesale price index. m 

SAMAR SRIVASTAVA 
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INFRASTRUCTURE FINANCE 


Money goes 
under the hammer 


Hemant Kanoria's Srei Infrastructure Finance 
has found a novel way of pulling in the business 


HE Kolkata-based Srei Infra- 
structure Finance, has, for 
the first time anywhere in 
the world, started reverse 
auctions of interest rates for 


_ loans on infrastructure equipment. 


The company has been in the infra- 
structure finance business for a while 
now. What itis looking for now is big vol- 


' umes. Srei has flamboyantly dubbed 


this initiative ‘Paison ki Nilami’ (PKN), 
or ‘auction of money’. The company’s 


; vice-chairman and managing director 


Hemant Kanoria puts forward his ratio- 
nale: “PKN is nota revenue earner for us. 


. Itsaplatform where we can have access 


to a large turnover of business in one 
day. It is more like the means to the end 
of attracting business." 

Over the years, Srei Infrastructure 


. hasbuilt up strong relationships with a 


number of companies making infra- 
structure equipment like tipper trucks 
and loaders. Companies that use such 
equipment usually pay for them 


3 through a loan from a bank or a financ- 


s 


ing company. Through Paison Ki Nil- 
ami, while the product is being sold at 
the price determined by the manufac- 





turer, Srei gets exclusive rights to finance 
the sale. What is determined in the re- 
verse auction is the interest rate the 
buyer and borrower will pay on the loan 
he will finance the purchase with. 

For starters, the reverse auction 
starts with a rate of around 9 per cent 
per annum. 
Thereafter, the 
rate keeps falling 
till a buyer bids for 
it. In most cases, a 
reserve interest 
rate is set, below 
which a deal is not 
struck. However, 
on three occa- 
sions in Hyder- 
abad, the rate on a 
product has fallen 
to zero per cent. 
Kanoria says that 
in this case the in- 
terest was built 


Equipment like 
earthmovers (R) 
calls for big 
financing deals 
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into the deal. However, those are excep- 
tions. Most of the loans go at anywhere 
between 3 percent and 9 per cent. 

And the dynamics seem to be work- 
ing for him. The total amount of busi- 
ness transacted during the three auc- 
tions at Kolkata, Bhubaneshwar and 
Hyderabad was Rs 350 crore, in a total 
span of just seven hours. Srei Infrastruc- 
ture's total business volume last year 
was Rs 1,600 crore. In an industry like in- 
frastructure equipment, which is much 
more specialised and smaller in terms of 
volume than, say, passenger cars, get- 
ting so much business in such a short 
time is not common. 

To determine the floor on every 
piece of equipment for which interest 
rates are on auction, the Srei team takes 
into account a large number of vari- 
ables. These would include the manu- 
facturer, the end use of the equipment, 
and the likely demand for the equip- 
ment and then build it into the system 
so that Srei does not take a hit. More- 
over, when a deal is struck at alow rate of 
interest, it signifies there is not much of 
a demand for it. So Paison Ki Nilami is a 
good method of getting slow-moving 
inventory out of stock. 

But any lending is a risky game, 
more so when interest rates are nego- 
tiable. But Srei keeps its back covered by 
ensuring the creditworthiness of each 
registered bidder before the auction 
commences. Most of the bidders hap- 
pen to be customers of Srei to whom the 
company has lent 
money. This 
means it has ac- 
cess to their bal- 
ance sheets. 

Srei Infrastruc- 
ture also sets a 
ceiling on how 
much it will lend a 
particular bidder. 
It also does the 
same exercise be- 
fore registering 
bidders who are 
not its clients. 

The equip- 
ment is usually 


panies like Tata 


Motors, Volvo 
and JCB. B 
PALLAVI ROY 
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Delhi blasts 
dampen fervour 


AYS before the two major 

religious festivals, Diwali 
for Hindus and Id for Muslims, 
New Delhi was rocked by a 
series of three blasts that left 
around 70 people dead and 
numerous injured. The blasts 
around 5:30 p.m. on 29 
October, occurred in the 
crowded areas of Paharganj, 
Govindpuri and Sarojini Nagar. 
The last was market crowded 
with shoppers rounding off 
their festival shopping, 
accounted for most of the 
casualties. While arrests have 
been made no insurgent group 
has claimed responsibility for 

& the attack on civilians yet. IN 














BSNL, MTNL & DOT 


Whose staff is it anyway? 


VER the last week, the top 
managers at the headquar- 
ters of Mahanagar Telepho- 
ne Nigam (MTNL) in New 
Delhi's Connaught Place have been 
locked out of office. The situation at the 
Bharat Sanchar Nigam (BSNL) head of- 
» fice close by isn't much better. Officials 
are being allowed to enter their offices, 
but not much else. Most of the top brass 
are not attending as their official vehi- 
cles have been withdrawn. 

If the communications ministry 
does not swing into action, then the en- 
' tire decision-making process in the two 
, State-owned telecom service compa- 
nies will grind to a halt. BSNL has nei- 
; ther finalised its 60-million-line GSM 
tender, nor issued any purchase order 
' since 19 October. That could mean a 
. slowdown in its expansion of mobile 
- services. The company also runs the risk 
of losing out on some of the corporate 
deals that were close to being sealed. 
BSNL officials point out that already the 

. broadband users are getting affected. 
This is the fallout of the battle be- 


tween the civil services and the rest. 
Around 2,200 Indian Telecommunica- 
tions Service (ITS) officers were deemed 
deputed to MTNL and BSNL when it 
was set up on 1 October 2000. The Cabi- 


| net had permitted deemed deputation 


from the Department of Telecom (DoT) 
for Group A officers for five years. Now, 


| DoT has offered to take them back. 
| However, it has put 1,300 of them in the 


surplus cell. The ITS Association (ITSA) 
has rejected the package. 
Among other things, the ITSA is de- 


| manding pension benefits from the 


Consolidated Fund of India. That's be- 
cause the officers fear that both BSNL 
and MTNL may be privatised over the 
next five years. They are also opposed to 
any lateral appointments at any level so 
that their seniority is maintained. 

But the ministry does not seem to be 
quite open to the idea. The principal 
bench ofthe Central Administrative Tri- 


| bunalhas given ITSA till 30 November to 
| opt for the state-owned telcos. Says ITSA 


| president S.S. Sirohi: “It depends on 


what the government offers. We are still 
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IN THE EYE OF STORM 


Not absorbed: 

Group A officers in MTNL 
Group A officers in BSNL _ 
ITS officers in surplus cell 


Absorbed Earlier: 
Group B, C, D staff 
BNINE SED 
Group B, C, D staff 

in BSNL 





300 
600 
1,300 





debating on whether to approach a 
higher court or not." 

Not surprisingly, the big gainers in 
this battle are private operators like 
Bharti, Reliance Infocomm, Tata Tele- 
services and Hutchison. Over the past 
few months, BSNL and MTNL have 
been adding well over 6 lakh mobile 
subscribers a month. Only Bharti has 
kept pace. This lull could be a great time 
for the other private players to ramp up 
when the state-owned outfits are virtu- 
ally immobile. But, like in everything 
else, it will be the subscriber who loses 
out. Then it will hit everyone, not just 
the subscribers ofBSNLand MTNL. Bi 
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;DOEACC Society is an autonomous 
` body of the Department of Informa- 
tion Technology, Ministry of Com- 
munication & Information Technol- 
-ogy, Govt. of India. It was created 
-with a vision to carve a niche in the 
fast emerging field of information, 
electronics and communications 
technology. The vision — to be the 
leader in the development of indus- 
try oriented quality education and 
aining.in state-of-the-art-areas, 

iblish standards and be the 
ountry's premier institution for ex- 
ation and certification in the 
ield of Information, Electronics and 
ommunications Technology 
(ECT). The Society was formed on 
the 9" of November 1994 and regis- 
‘tered under the Societies Registra- 
tion Act, 1860. The management and 
administration of the Society is over- 
Seen by a Governing Council. The 
chairmanship of which is the Minis- 
r of State, Communications & In- 
formation Technology, Government 
of India. The members of council 
st. of eminent academia from 
Universities etc and profession- 
s from the industry. 



















All of this gives the Society an edge 
in the conduct of various courses, 
designing new ones, innovating and 
re-designing, keeping in mind the 
changing industrial requirement. 
The Society is implementing a joint 
Scheme of All India Council for Tech- 
nical Education and Department of 
Information Technology. The objec- 
of the Scheme: to develop 
iéd manpower in IT by utiliz- 
e expertise available with the 








— Society 





charting a success story 


non-formal computer training insti- 
tutes. Computer training institutes/ 
organizations in the non-formal 
sector provided they meet well 
defined norms and criteria, are 
granted accreditation for conduct- 
ing specified Levels of courses 
ranging from ‘0’, Level Foundation 
level, ‘A’ Level an Advanced Di- 
ploma, ‘B’ Level an MCA and to ‘C’ 
Level and M.Tech Level in comput- 
ers. The courses follow the pre- 
scribed syllabus for each Level. 
Students from accredited institutes 
as well as working professionals are 
eligible to appear for the examina- 
tions at these Levels. conducted by 
the DOEACC Society, if they fulfill 
the prescribed eligibility criteria. 


DOEACC Society has its headquar- 
ters at New Delhi. and 9 other cen- 
ters spread throughout the country. 
These are located at Aurangabad, 
Aizwal,. Calicut, Gorakhpur, 
Guwahati / Tezpur, Imphal, Kolkata, 
Srinagar / Jammu and Chandigah 


(Branch offices at Delhi, Shimla & ; 
Lucknow ). The Centres are engaged 


in Human Resource Development 
activities in their own specialized ar- 


eas of Electronic Design, Manufac- - 


turing Technology, Maintenance 
Engineering. Information Technol- 
ogy and Entrepreneurship develop- 
ment with emphasis to create em- 


ployment generators rather than . 


mere employment seekers. They also 


play a vital role in upgradation of ^. 
ware technologies. M 
Technology - CAD a 


knowledge and knowledge based 


skills of professionals in Electron- 


ies, IT and allied industries. At 
Kohima, Nagaland "Regional Insti- 
tute of E-learning and Information 
Technology ( RIELIT ) * has been 
established in 2004 under the aegis 
of DOEACC Society for Capacity 
building of industry employable 
Human Resources in IECT. 


- production & 


tion, Process Control e 
The courses cover the entire spec- 


The activities of the Society include: 
Accreditation Schemes, Short term 
training programmes. (awareness 
programmes, corporate training 
programmes, certificate / diploma 
courses), long term courses (AICTE 
approved) like M.E/M.Tech in Elec- 
tronics Design Technology, MCA 
and M.Tech in Embedded Systems, 
Continuing Education Programmes, 
Training the trainers programmes, 
development of learning materials 
and projects & consultancy services 
under IECT. The long term courses 
offered include; M E / M Tech in Elec- 
tronics Design Technology - 
(Aurangabad, Gorakhpur, Calicut), 
MCA (Calicut), M Tech in Embed- 
ded Systems to be launched shortly 
at Calicut. Three year diploma 
(AICTE approved) in electronics 
maintenance 
(Aurangabad), Electronics Engineer- 
ing (Imphal) and Computer Science 


| & Engineering (Imphal). 


Courses are offered in computers, 


bio-informatics and hardware. Short 
term courses offered include under 
Electronics. Design Technology — 
Embedded system, VLSI Design, 
PCB Design and Fabrication, Surface 


. Mounted Device Technologies, Fi- 
-ber Optics, Power electronics, pro- 


cess control and automation. Infor- 
mation. Technology — Computer Sci- 


ence and applications, Computer 
Hardware & Networking, Multime- 


dia, Open Source Technologies, Soft- 
facturin g 








ling, CAM / CAE Tool , Mainte- 
nance Engineering — Consumer elec- 





y> 


% 


tronics, Telecom & ffice Automa-, . & 


. and EDPs. 





trum of requirements for this sunrise 
sector - Information; Electronics and 
Communications. Technology. 
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Is your refrigerator 
cooler than mine? 


Energy efficiency labelling is set to debut in December 














What the label means 


Stars(1-5) display the rela- 
tive efficiency of the product 


; Daily/annual power con- 

sumption used to compare 
` the actual energy use 
between different models 


Product specifications like 
brand, model type capaci- 
ty, and energy efficiency 


A 














OES refrigerator A work 
smarter than refrigerator 
B? Does it do the job using 


jent? Or, for that matter, is there, say, 
“an air-conditioner that is of compara- 


much will you have to shell out for 


~ Jess power; is it more effi- | 


ble efficiency as a refrigerator? How | 


/ power if you are running an air-condi- | 


` tioner in summer? Come December, 
answers to such questions will be read- 










making their purchase. 
Based on the recommendations of 


decided to introduce comparative en- 





Finally, 


ily available to buyers when they are | 


the Standing Committee of Parliament | 
on Energy, the Government of India has | 


i 
l 
i 
i 
i 


something to 
fight hair loss. 


Himalaya Hair Loss Cream. 
Reduces hair fail by 2096 in just 2 weeks* 


or mare information please write to: Corporate Communications, The Himalaya Drug Company, Makali. Bangaiore-562123. Tel: 080-237 14444. E-mail 





ergy labelling as the first step towards 


creating a standard. Under this pro- | 
gramme, refrigerators and air-condi- | 
tioners (AC) will carry labels describing | 
the product's energy performance (con- | 
sumption, efficiency, etc). The stan- | 


dards are being developed by the Bu- 


reau of Energy Efficiency (BEE) and the | 


Bureau of Indian Standards (BIS). 


| While the products will be certified | 
| by the manufacturers on a five-point | 
star rating system, they will be moni- | 
|! onthe need for better regulation and 
| duction in energy consumption whi 


tored by the government. Unlike BIS, 
which certifies products for the ISI 


mark, no certification will be done by | 
BEE. During the year, the BEE will pick | 
| up random samples from factories as | 











































well as shops and test them in laborato- 
ries it has set up in Delhi, Vadodara and 
Bangalore. There will be penalties for in- 
correct certification, the name of th 
product and its manufacturer will b 
published in newspapers, and the right 
to use the label would be withdrawn. 
Energy efficiency standards are ex 

pected to give the impetus for reducing 
theenergy consumption ofhome appli- 
ances. After refrigerators and air-condi 
tioners, there will be fluorescent lamps, 
pumps & motors, and distri 
transformers. BEE plans to get the fi 
phase roiling on 14 December. The next 
phase would begin in mid-2006 and in- 
clude consumer electronics, tube light 
ballasts and chokes, CFL bulbs, geysers, 
washing machines, ceiling fans and ` 
agricultural pump sets. For the first six 
months, this programme will be volun- 
tary. Tanmay Tathagat, senior programs 
me manager (energy efficiency), Inter- 
national Institute for Energy Conserva- 
tion (IIEC), which is developing th 
project, says that in six months, it will 
become mandatory for manufacturers. 

According to some estimates, thi 
standards and labelling exercise in the 
US resulted in savings of $33 billion-4 
billion. Refrigerators sold there now use 
a quarter of the power they díd in the 
1970s, when the programme was imple- 
mented. Similar measures in China, 
Australia and South Korea, too, have 
shown substantial savings. 

Some manufacturers are upbeat o 
this new regulation. Say: 
managing director, Tecumseh m 
“These standards will help draw focus 











will, to an extent, help offset the current 
imbalance in power use." m 
NANDINI VAISH 
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INTERVIEW/DANIEL BOREL 


‘Low-cost vendors 
wont affect Logitech’ 


THE $1.48-billion Logitech, 
founded in 1981 in Switzer- 
land, has been a name in com- 
puter peripherals for almost a 
quarter century now. During 
that time the global informa- 
tion technology landscape has 
undergone a sea change. And 
Logitech has been on top of it, 
creating products that allow 
peopleto put computers as well 
as the whole range of other dig- 
ital devices to diverse use. To- 
day, it has broadened its range 
even to personal peripherals. 
Logitech co-founder and chair- 
man Daniel Borel talks with 
BW's Namitha Jagadeesh on 
the effect of low-cost handsets 
and PCson peripherals and the 
way forward for the company. 
Excerpts. 


m What has been the effect 
of low-cost computers and mobile de- 
vices on peripherals? 


Yes, there is a market for low-cost de- | 


vices just as there is a market for the lat- 
est high-end devices. There have always 
been Asian vendors who have sold pe- 
ripherals at low cost. So I do not see that 
it will make so a difference to us now. 


In countries like the US, people are | 


spending more time on the Internet. So 
they are willing to spend more on better 
peripherals. For instance, they're down- 
loading more music and video content. 
They would like to have high-quality 
speakers and headsets, even if it costs a 
little more. So, while there is a volume 
market for low-end devices, there is also 
agrowing market for high-end devices. 


m What is Logitech's strategy in view 
of the falling prices of PCs? 

We believe that the brand is very impor- 
tant and Logitech is known for its cut- 


ting-edge technology products, which | 


will not be priced at thelow range. We do 
have PC peripherals starting from as low 





as $19. We have special pricing in India, 
where one can get a Logitech mouse 
and keyboard starting $8. 


E: How important is the Indian market? 

Although it is not very significant now, 
we see great potential for growth. For 
the first time, we have a country man- 
ager for India. There are no plans to be- 
gin manufacturing or R&D in India. We 
make 50 per cent of our products in our 
facilities, while the rest is outsourced, 
mostly to China. 


m What are your focus areas now? 
Logitech is no longer a mouse and key- 
board company. Other than the desktop 
peripherals, we will continue focus on 
cordless and corded headsets for mo- 
bile phone users. 

Thanks to the gaming boom, joy- 
sticks and other peripherals is also an 
important market for us. We already of- 
fer products for the PlayStation and 
Xbox. We will also focus on accessories 
for iPods and MP3 players. a 
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INDIA'S NEW CONSUMERS A recent study published by in- 
ternational strategic marketing consultancy, Henley Centre, 
and Indian Market Research Bureau (IMRB) International, has 
hinted at the emergence of an "individualistic, indulgence- 
happy and confident" Indian consumer who enjoys spending on 
personal needs and entertainment. But it also shows that he is 
prudent enough to save and spend on his family. The findings 
mark a clear shift from the traditionally thrifty mindset in India. 
Says Rima Gupta, country head, Henley Centre: “Most house- 
holds spend the largest share of their money on daily pur- 
chases like groceries (32 per cent of monthly income), utilities 
like electricity, fuel, laundry, house help, etc.(13 per cent). But 
interestingly, personal grooming and entertainment accounted 
for 17 per cent of average consumers spending. 

Refuting common belief, the study shows the North leading 
the way with investments, at an average of 15 per cent. The 
South and the West save the least, at about 8 per cent. 

People in the South and the West of India are the biggest 
spenders on entertainment, whereas North and the West Indi- 
ans are more willing to spend on personal grooming. Among 
major cities, Mumbai and Bangalore are the biggest spenders 
on entertainment, while Chennai and Kolkata spend most on 
children and groceries, respectively. As per savings, Delhi leads 
with 21 per cent, while Chennai saves the least (5 per cent). 

Sian Davies, CEO, Henley Centre, says: “As markets mature, 
consumers move beyond materialistic products and actually 
look at money to buy enriching experiences. We are seeing the 
beginning of this change in India as well." 

The research identified five key resources — information, 
time, energy, money and space (ITEMS) — that consumers 
choose to spend or withhold when transacting with a company. 

Adds Davies: "Analysing these five resources can help [mar- 
keters] to make sense of the seemingly irrational behaviours of 
consumers. For that, it is crucial to understand consumer atti- 
tudes to these resources: which they value more, which they lack 
and which they would like you to help them with." 

For this study, 12,180 homes across 67 towns were sam- 
pled. Housewives handed out most of the information, while 
husbands chipped in with financial details. Bi 

ROHIT VISWANATH 
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Business brews . 


for coffee chains 


T'S goingto be stimulating days ahead for coffee chains. 


Even as established brands like Café Coffee Day (CCD) 
and Barista are in expansion mode, a horde of new en- 


trants like CoffeeWorld, Coffee — Not Just Craze, Gloria 
Jean, Mahananda Dairy and Mr Bean Coffee Junction are 


planning to stir up the action across retail counters in India. 


So, is the Indian market ready for another influx of coffee 
chains? Can the Rs 250-crore organised coffee retailing in- 
dustry accommodate the new players? Some ofthe new play- 
ers admit that itis goingto be tough. However, they reckon it's 
less about drinking habits than about the experience. Which 


is why, the newer entrants are trying to differentiate them- 


selves from the youth-hangout image that CCD and Barista 
have. Says CoffeeWorld India CEO Anoop Sequeira: “We want 


to be an alternative between the current choices and the 5- 
star hotels, where the coffee experience is mediocre.” 


Barista and CCD have quickly followed suit, opening a 
few outlets under their ‘Barista Creme’ and ‘Café Coffee Day 
lounge’ brands, respectively. But what are the chances that 
they will survive? Barista and CCD, among others, routinely 
use advertising to de-risk revenues, just like film theatres or 
shopping malls. From Star World table mats, to MTV coasters, 
to charging magazine companies for placing their products 
in the store, coffee chains now get anything from 10-15 per 
cent of their revenues from promotions. But, not all new play- 
ers are comfortable with the idea of co-branding. Says Virag 


Joshi, Costa Indias CEO: “We will not consider promotions as 
revenue streams, [as it may] dilute our core brand identity." 


However, given the peculiarities of this market, the MNC 


é 


x 





E has been the 

Malayalam broad- 
caster Asianet' face for six 
years now. On 6 October 
2005, Mohan Nair moved 
further South, to Sri Lanka. 
He took over as CEO of MTV 
Channel (not the Viacom 
MTV), one of the largest 
media groups in Sri Lanka. It 
is part of the Colombo- 
based Maharaja Group. Its 
other businesses include 
bottling and chemicals. 

Nair's briefis to take the 

broadcaster to the ‘next 
level.’ That should not be dif- 
ficult considering that cur- 
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rently the biggest hit on Sir- 
asa, the group’s Sinhalese 
channel, is a dubbed version 
of the Star Plus blockbuster 
Kyunkii Saas Bhi Kabhi 
Bahu Thi, followed by 
Kasautii Zindagi Kii, again in 
dubbed form. The way for- 
ward is clear enough. “It (Sri 
Lanka) operates very much 
like a regional market in In- 
dia,” thinks Nair. The steps 
that Maharaja, a terrestrial 


network with three channels * 


— Shakthi (Tamil), Sirasa 
(Sinhalese) and MTV (Eng- 
lish) — could take will be 
similar to what Asianet did. 


- 


* 










m Barista 


Quickys ; 


AROUND | 










is seen as a food & beverage item; in India it is more in the 
:. lifestyle and entertainment category.” For coffee chains in the 
. West, breakfast accounts for a huge portion of total sales. Wait 


. agapthatindiansoapsare — | 
- fulfilling currently. These 


¿could bein Tamil, where the | 
company could tap into pro- | 
duction houses like Chen- 
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50 (March-07) | Delhi, Kanpur Lucknow, etc. 
25 (March-07) 








| | Delhi, ( Chandigarh, Ludhiana, 
| Amritsar, etc. 


4 30 (Dec. -07) | Karnataka & Tamil Nadu 


2 500 (Dec-08) 


30 (Dec. -07) 


is Um Mn S 





i 60 cities including metros, Pune, 
| | Hygerapad and Bangalore. 





180 (Dec. 07) | | Targetting a pan-India presence 
| Will expand in Surat, Goa and 
| Bhubaneshwar, etc. 


E-—————Ó— d. M i PE 
58 (Dec.-07) | Currently in Chennai, Hyderabad, | 


| Bangalore, Mumbai & Pune. Focus 
| on Delhi and Kolkata 


x 45 (00-07) Currently in Delhi, Mumbai, mE 
| Ahmedabad & Hyderabad. Target: 

















L j 





players will need to adapt to new revenue streams and cost 
structures. India is a market with high rental values and low 
transaction values. The reverse is true for mature markets. 
Also, as Tony White, regional operations manager, Gloria 
Jean International, points out: "In developed markets, coffee 


then for them to learn the India lesson, the way durable and ‘ 
FMCG marketers did. Till then, enjoy the coffee. m 
ADITYA KHANNA & NANDINI VAISH 





Nair sees a lot of potential to 
develop strong daily shows, 


| nai-based Radaan. Alter- 
| nately, these could be in Sin- 
halese from local studios. 
The other way to expand 
is by targeting markets over- 
seas, Just like Malayalees, 
i there are alot of Sinhalese 
working in the Gulf 
countries. It isa 
market that Asianet 
too targeted suc- 
cessfully. Thesetwo  : 
steps, should widen : 
the gap with the š 
numbertwo chan- 
nel, Rupavahini, 
hopes Nair. = 


| to me is the way this and the Intemet have become cozy 


: ations. This while television, print or films, essentially mass 





- minds. Consider the television business. It is roughly one- 
_ fourth the size of the telecom business. Both do essentially 
` the same thing — sell something over their network or plat 
_ form. But the valuation a telecom firm gets for selling a plai 
| vanilla product like voice is much higher than what a broad 
* casting company of similar size selling far more valuable 


. restrial, satellite, cable, DTH or any other form — it stillis ` 
, treated as old-media, not as a new technology business. 


1 sell content — either on mobile phones through ringtones, 
. film clippings, live broadcasts, or through IPTV on wireline 


; usually very little discussion on how many cable points are 
| Jaipur Pune, indore, etc. i 

. digital theatres scale up faster. Any discussion on the Net ` 
. andtelecom, invariably veers towards the routers, the band- ` 
| width, and so on. If telecom will become an industry that 
. Bets a bulk of its revenues from selling television signals in 
* the future, should it be treated as a technology business? 
_ The answer could be that telecom as well as television 


: ter they are up and running. While 
telecom is treated that way, 


| tries are not. 


| owner, Groupe Marie Claire, and the Outlook 


_ lisher Maheshwer Peri. in March 2006, Outlook will also be 
* launching its business magazine. Another launch, and its 
* portfolio will have 10 titles. Though Peri rules out raising 


_ for several magazines, one of them a business title. The ad 
: market has been buoyant in 2005 and it looks like another 
* good year for publishers. B 








































MEDIA ROOM 


N the course of doing some research on the telecommu- 
nications business, the one thing that kept coming back 


parts of the technology business, gaining in sheen and valu- 


media, have remained stuck in another groove in investors 


software would. It doesn't matter how it distributes — ter- 
If the future of telecom companies lies in their ability to : Ñ 


phones — then what can possibly explain this bias? There is 


needed per head end, or the kind of technology that will help 


should be treated as technology and infrastructure till the 
networks are built. And media, af- ; 


television and other media indus- 


HE magazine market will see 
some more action in the 
coming months. The Outlook 
Group will be launching the In- 
dian edition of Marie Claire, a 
popular international 
women's magazine brand, in 
India, in the first half of 
2006. The latter's French 


Group have arrived at an agreement on this, confirms pub- 


money, the expansion will make the group an attractive in- 
vestor target. Then there is The Indian Express Group's plans 


VANITA KOHLI-KHANDEKAR 
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The author is consultant 
editor of The Telegraph 


Sebi's 
servility to 
politicians 
in power 


does credit | 


to neither. 


Every stock 


market 
downturn 
is an op- 
portunity 
— even for 
politicians 
if only they 
knew how 
to use it 


y ashok ™. desai 





Impossible and 
unreasonable 


faster they rise, the greater the 


spectre of the Congress returning 
to power on Leftists' shoulders reared its head 


Punaraagaman Divas, or CPD), the stock mar- 
ket collapsed. It was a golden opportunity. 
Many investors and institutions took it. 

Sebi held an enquiry, in course of which it 
asked brokers for whom they had sold on CPD. 
| Indian brokers know better than to fight Sebi; 


ments kennels. Just recall how it closed down 
| Shankar Sharma’s businesses and imprisoned 
him for having financed Tehelka, which filmed 
UPA leaders taking bribes. 
| But foreign brokers are not always so wise. 
UBSactually lost Rs 170 million on spot sales 
on CPD. But it had substantial uncovered short 
| forward sales. When prices fell, UBS could 
| Square them off. It made a profit of Rs 590 mil- 
lion on covering. This was a sin according to 
Sebi. Itasked on whose behalf UBS sinned. 
| UBS told Sebi who its clients were. But then 
Sebi asked who the clients' clients were. Twelve 
clients told Sebi to go and jump in the lake. Sebi 
was offended, so on 17 May 2005 — precisely a 
year after the market was rude to the new rulers 
— it banned UBS from issuing or rolling over 


tificates to foreign investors that it held securi- 


| ties on their account— for a year. 


| should think seriously before it does so. For the 
| 
| 
powers that Sebi claims. Sebi cannot afford to 
| take the risk of an end to its arbitrariness. 

But more than Sebi, it is its masters in the fi- 
! nance ministry who should reflect. There are 





probability of their falling. As the | 


on 17 May 2004 (which we shall call Congress | 


they know the bloodhounds in the govern- | 


Offshore Derivative Instruments — that is, cer- | 


Supreme Court is bound to place restrictions, | 
based on its view of equity, on the sweeping | 


HE faster prices fall, the higherthe | 
likelihood of their rising again; the | 








three basic issues in this contretemps. First, the 
reason for seeking the ultimate client. Second, 
the reason for seeking Indians, NRIs, PIOs and 
OCBs amongst those clients. And finally, the 
reason for launching these enquiries when the 
political masters are embarrassed. 

When the capital market was opened to 
portfolio investment in 1992, the entry was re- 
stricted to FIIs because they would be regulated 
in their home countries, and because they 
would be more ‘responsible’ than individual in- 
vestors. Both reasons are invalid. By our inter- 
ventionist standards, regulation is pretty lax in 
countries with fully convertible currencies. And 
CPD is convincing evidence against the sup- 
posed ‘responsibility’ of FIIs as against individ- 
uals. FIIs are just fronting for rich foreigners. 
Hence, in my view, the concept of an FII has 
outlived its utility. Portfolio investment should 
be opened up to everybody abroad. 

The second reason relates to suspected 
round-tripping by Indians. Rather than look for 
Indian needles in the foreign investors’ 
haystack, the government should seek and ad- 
dress the reasons for round-tripping. If it is that 
profits on foreign portfolio investment are tax- 
free, the solution lies in either abolishing what 
remains of capital gains tax, or in taxing for- 
eigners' profits made in Indian markets. If it is 
that promoters are making benami invest- 
ments in their companies' shares, Sebi should 
rethink its ownership restrictions. It should 
look for market makers to ensure market liq- 


| uidity instead of restricting promoters' stake. 

On 9 September, the Securities Appellate | 
Tribunal (SAT) overturned Sebi's punishment | 
| of UBS. That has incensed Sebi, which is | 
| preparing to appeal to the Supreme Court. Sebi | 


Finally, these witch-hunts when the market 
panics at the sight of the goings-on in Delhi. 
Every panic creates an opportunity to make a 
killing for anyone with moderately strong 
nerves. Anyone could profit from it — even 
politicians. They prefer to invest in land and 
real estate which give more scope for conceal-, 
ment of wealth and tax evasion. If they paid 


| taxesliketherestofus,theywouldnottakeum- 


brage at a market collapse, for every downturn 
is a harbinger of an upturn. m 
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"NE HINGS have been get- 
* ting tougher for Air Sa- 
hara in recent months. 
Soon after it was allowed 
to fly international 

«xw» routes, several low-cost 
airlines launched operations. At the 








game time, old ones like Air Deccan 
grew its fleet and operations. That led to 


more intense competition and a down- 


ward pressure on fares. To top it all, Air | 


<< Sahara operations were thrown out of 


_ gear by the rampant poaching of pilots 
5. that followed the low-cost boom. Asa | 


“result, its losses have mounted and 
market share has fallen. 

The new Air Sahara CEO, Rono J. 
Dutta, has found it difficult to change 
the culture in a company that has been 
‘used to working in its own unique style. 
Still, during the year he has been in 
_. charge, Dutta has done a lot. He has in- 

- creased flight frequencies, inducted 


_ . new people, started operations at the 


.. Hyderabad hub, tied up marketing 
arrangements with British Airways and 


` American Airlines to use their interna- 


i+, tional rights. But despite all this, Sahara 
: has been unable to loosen Jet Airways’ 


<- Bip on corporate travel and Indian Air- 
- lines’ monopoly on government travel. | 


__ Ergo, Sahara has remained a poor third 
.. amongthe domestic airlines. 

s When he took over, Dutta was well 
`. aware of the need to totally revamp the 


image ofthe airline. A small example of | 
the bizarre branding of Air Sahara was | 


` its tag line, ‘Emotionally yours. Many in 


Sahara wondered what emotions, put | 
as such, had to do with transporting | 


.. people. Yet the tag line remains. Kapil 
Kaul, former marketing head at Sahara 


-and now CEO (Indian subcontinent | 


U and the Middle East) at the Centre for 


_ Asia Pacific Aviation, says: "Very little 


_ actual change has taken place in the 
« way things run at Sahara." 
_ Some numbers though, have 


changed for the worse. Air Sahara's 
losses for the first six months of the cur- 
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And the airl 


rent fiscal have crossed Rs 60 crore. | leased fleet. Sò we decided to raise some 


Though airline officials claim this would 
change in the second half of the year, it's 
not clear to what extent the losses can be 


wiped out. The airline’s market share, | 
too, has shrunk from around 18 per cent | 
| offering (IPO) would train searchlights 


last year to 12-13 per cent at present. 

It's not just the airline that's facing 
troubles — the whole Sahara group is 
having a tough time. A major share of 
the group's revenues comes from its 


para-banking operations. Industry | 
sources reveal that the Reserve Bank of | 


India has now directed the group to in- 
vest more of the money mopped up 
through its para-banking operations in 


| government securities. 


"By April 2006, the group will be re- 
quired to invest most of its investible 
surplus in government securities," says 
one person who knows the group well. 
Company officials confirm that there 
has been pressure from the government 
to reduce the groups exposure in avia- 


tion and stick to the primary business of | 


finance. Sources also say the closeness 
that Sahara chief Subroto Roy enjoys 
with UP chief minister Mulayam Singh 


| 
I 
| 
| 
| 
| 
| 








Yadav is not winning him friends in the | 
Congress-led government at the Centre. | 
Faced with such a grim perspective, | 


Air Sahara took a fresh look at its busi- 
ness model a few months ago and re- 
alised that, in orderto survive, it needed 
to grow. A document put up by the 
company during this exercise states: 
"The current business model is not vi- 
able, and with existing losses and his- 
tory of poor performance, is the only 
deterrent towards attracting suitable 
investors." Elsewhere, the document 
points out: "Sahara Pariwar's risk ap- 
petite may be low; the Pariwar may 
need cash nowrather than later." 

The review resulted in a five-year 
business plan based on routes. The vi- 
sion is to grow to 65 airplanes by 2010. 


Says Dutta: "The whole of our current | government travel 


fleet is leased. We don't think it sensible 
to go up to 65 airplanes on a 100 percent 
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money and order some planes.” 

Why not go to the stockmarkets? 
Dutta believes that wouldn't be prudent 
at this time — at least till the airline im- 
proves its brand image. An initial public 


on past performance, which may not 
be as pretty a picture as the markets 
want. That's why the decision to go for 
private equity. An IPO can come later, 
when some better results have been 
posted. Getting an investor as partner 
and then improving performance with 
a larger fleet would better the valuation. 
And that would be the time to hit the 
markets, the company decided. 

Ernst & Young (E&Y) was appointed 


| the financial adviser. Dutta claims that 


E&Y, based on the airline's present assets 
and future prospects, has valued it be- 
tween $750 million and $1 billion. He 
says the initial plan was to talk to a few 
private investors for raising $100 mil- 
lion-150 million “quietly”. But before he 
knew it, many investors outside Sahara's 
initial list began to call up. Dutta would- 
n't say, but others confirm that both Jet 
and Kingfisher went directly to Lucknow 
to express their interest in the stake sale. 
At the right price (read $750 million 


Why sell Air 


€ Competition from low-cost 
carriers is “one of the most 
imminent risks", according to 
Sahara's own study of its 
business model 


€ Losses have been mounting 
and market share has been 


| falling of late 


€ Sahara remains a distant 
third among full-service 
carriers, unable to break either 
Jet's grip on corporate travel 
or Indian Airlines' monopoly on 


€ Air Sahara's top 


r3 
Lu. 


X 


"s 


to $1 billion), Sahara is now willing to 
even exit the business. It is open to sell- 
ing a majority stake, or even the whole 
equity, if another investor is willing to 
cough up the entire sum and take 


| aJet-Sahara combine is likely to be well 


charge. The Sahara management, in | 


fact, sees industry consolidation as in- 
evitable and even healthy. Dutta, for 
himself, is convinced that there are al- 
ready too many players and too much 
capacity coming in. 

If Sahara is sold to either Jet or King- 
fisher, the shake-up promises to change 
the game for the entire industry. With no 
competition law or guidelines in place, 
Jet could well take over Sahara and have 
a massive fleet of around 77 aircraft and 
a market share of over 50 per cent, virtu- 
ally wiping out the government-owned 


management feels that its 
survival depends on ç 
The new business model needs 
fresh funds, which the parent 
company may not be willing or 
able to cough up 


€ RBI's regulation on the 
industry requires 
the Sahara group to invest a 
larger portion of its money in 
government securities 


`e Though its punctuality and 


services have improved, an 
overhaul of the carrier's 

, long overdue, is yet to 
take place in real earnest 


| cross Rs 5,000 crore.) That would 


| Jet and Sahara are the only two private 
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Indian Airlines. The 2005-06 turnover of 


over Rs 7,000 crore. (Sahara's expected 
turnover this year is close to Rs 2,250 
and Jets — going by its first-half 
turnover of Rs 2,669 crore — is certain to 


sharply increase Jet's lead over No. 2 
player Indian Airlines, which enjoys a 
market share of 35-38 per cent and ex- 
pects to post a turnover of around 
Rs 5,000 crore this fiscal. 

There are other benefits, too. Since 


carriers at present with international 
rights, Jet would get an almost exclusive 


's Sahara group may not 
have the money or the willingness 
to invest in the airline right now 
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Naresh Goyal’s Jet 
ward off any challenge 


control of these rights, 
adding massive value 
to such a deal. Com- 
bining the fleets would 
be relatively easy, too, 
since both Jet and Sa- 
hara primarily fly Boe- 
ing aircraft. Jet would 
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Four pies 


in the sky 






1. A 10% stake sold 
to private investors: 
With it, Sahara can 
fund its fleet expan- 
sion and maybe over- 
take Indian Airlines, if 





also get a good market position in Delhi | not Jet, in the near future 


and Hyderabad, thus consolidating its 
national presence. 

“The question here is whether Jet 
wants to get diverted from its one big 


challenge — international operations | retaining exclusive rights on 


— and take on all the headaches the 
new entity will import from Sahara,” 
says Kaul. Several other industry people 
agree with this view. An aviation min- 
istry official believes that the consolida- 
tion of the international rights would be 
the only major gain for Jet — the rest, he 
thinks, would actually dilute Jet's brand 
appeal and bring more headaches. 
There's a counterpoint to this view. 
More than gaining operationally, Jet 
may be keen to prevent Kingfisher from 
acquiring Sahara because it expects 
much of the next phase of competition 
to come from that corner of the sky. 
Says an industry source: “Is Jet will- 
ing to let Kingfisher acquire Sahara and 
become a serious competitor? King- 
fisher offers a product quite unlike the 
other low-cost players. A rapid growth 
through Sahara could seriously dent 
Jets share." Sources say Jet's offer is 
larger than Kingfisher's, but there is no 
confirmation about the bid amounts 
available from any of the players. (They 
are reportedly in the $550 million-625 
million range for the entire stake.) The 
Jet management has officially denied 
reports of being interested in the Sahara 
stake, but sources confirm that it is very 
much a part ofthe negotiations. 
Whatever be Jet's principal motive, 
theres no denying that if it does acquire 
Sahara, the combine can deal a lethal 
blow to Indian Airlines' stuttering plans. 
The government-owned airline's accu- 
mulated losses have run to almost 
Rs 900 crore, its market share has been 
slipping, and its fleet expansion plan is 
yet to get off the ground. Though this is 
likely to be the carrier's third successive 
year out of the red, it plans to go for an 





| cost carrier may be a 


2. Majority stake or 10096 sold 
to Jet: The combine could vir- 
tually wipe out all competition, 
including Indian Airlines, while 


international operations 


| among the private players 


3. Majority stake or 100% sold 
to Kingfisher: It can immedi- 
ately get the status of a large 
airline and look at starting 
international operations 


4. Raise money from 
private investors and 
pick up a stake in 
SpiceJet: Sahara 
feels acquiring a low- 


"strategic impera- 
tive" in the future 


With Sahara, Vijay Mallya's 
Kingfisher can mount a 
serious challenge on Jet 


IPO based on the strength of that record 
(and partly on assets like land, buildings 
and reserves). A shake-up at this hour 
would seriously throw its plans out of 
gear. A senior Indian Airlines official 
agrees: “A combination of the two (Jet 
and Sahara) will certainly mean big 
trouble for Indian Airlines. Unless the 
government intervenes and prevents it 
in the interest of competition." 

Even if Kingfisher raises its bid and 
manages to buy Sahara — a majority 
stake or the whole of it — there will be a 
major shake-up. For one, it will get the 
just-born Kingfisher the status of a large 
airline before it could have ever planned 
for. Its fledgling fleet will grow and it can 
launch international operations right 
away. Its presence in north India will im- 
prove (particularly in Delhi and Luc- 
know), while the Hyderabad and Ban- 
galore markets would also be under the 
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combines grip. Since Kingfisher's prod- 
uct is superior to other low-cost carri- 
ers, it will offer serious competition to 
Jet — especially if it maintains the fares 
slightly lower than Jet's levels. 

A few weeks ago, Air Deccan's new 
CEO Warwick Brady told Businessworld: 
"Kingfisher must be already biting into 
Jet.” (See ‘There Will Be An Almighty War 
On Air Fares’, BW, 17 October 2005.) If 
that's true, think how big a bite it would 
be if Kingfisher were to have Sahara's 
fleet in its fold. The gains for Kingfisher 
would surely be very large, although 
there could be technical and logistical 
problems over different aircraft types 
(Kingfisher flies Airbuses). 

But it's too early in the negotiations 
yet to say which side would win the 
bride. Sahara sources say talks are on 
with all of the interested parties — 
among them Jet, Kingfisher, Temasek 
Holdings, Blackstone Capital and the 
Carlyle group. One ofthe main points in 
the talks with the first two on this list is 
the future of Air Sahara's 
4,200-plus employees. 
Subroto Roy is believed 
to be serious about pro- 
tecting their jobs as far 
as possible. 

The most likely sce- 
nario, say company 
sources, would be to 

| raise $100 million-150 

| million by selling 10-25 

per cent stake to private 

investors and use the money to expand 

the fleet and maybe buy into a low-cost 
player like SpiceJet. 

Sources say that Sahara is already 
weighing the option of buying into 
SpiceJet. Kaul says: "I would be surprised 
if Sahara exited now, when the upside in 
the aviation industry is happening — es- 
pecially after sticking through the tough 
years.” Kaul says the Sahara group has 
well-structured businesses with sepa- 
rate balance sheets, CEOs and strong 
corporate boards. And he thinks that 
with an overhaul, Air Sahara may have a 
very good future under Dutta. 

There are others who say Dutta is on 
his way out — perhaps out of personal 
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E. 


choice — and that he is trying to secure “` 


the best deal for Sahara before his exit. 
Whichever way it happens, ladies and 
gentlemen, fasten your seat belts — this 
story is just taking off. a 
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STORAGE ROOM TRANSFORMED INTO PEDIATRIC CLINIC. Bumrungrad Hospital, Southeast Asia's 
largest healthcare facility, created a kid-friendly pediatric clinic out of a 10,000-square-foot medical 


records unit. How? An ultra-scalable, 4-way Intel’ Xeon processor based system improved data 
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OTOR town Detroit is in big trouble. Toyota has already pulled ahead 
of Ford and may dethrone GM as the world's largest car manufac- 
turer next year. The Koreans are closing in too. The US giants are 
closing plants, losing market share and are running up huge losses. 
(See ‘What Ails The US Auto Sector?’) And they are pulling their sup- 
pliers down with them. At least 35 auto part makers including mar- 
quee names like Delphi, Collins & Aikman, Federal-Mogul, Tower 
Automotive and Oxford Automotive have filed for bankruptcy protection in the past 
18 months. Many more are tottering on the brink. 

A senior executive in the Indian auto industry recently shared the dinner table 
with Robert Miller, CEO of the $28-billion Delphi, at the Frankfurt Motor Show. 
“Miller spent most of the time trying to persuade his customers and all of us that 
Delphi will not collapse,” says the executive. That was not a part of the job profile of 
the CEO ofthe world's largest auto parts firm till recently. 

Hundreds of smaller parts manufacturers that sell to Tier 1 suppliers like Delphi 
and Visteon are also gasping. Global consultants, private equity firms and invest- 
. iment bankers are carrying mandates for hundreds of distress sales. Most are from 
the US, but there are European companies as well. 

This dramatic turn of events has the undivided attention of Indian industry. Says 
^. Hemant Luthra, president, Mahindra Systems & Automotive Tech- 














nologies: "We are getting offers for almost two companies every day. Gl b | tit 
We have turned down 35 deals that had gone past the non-disclosure 0 a appe l e Recent noteworthy 
stage. We have set up a weekly meeting to examine acquisition op- acquisitions of Indian auto component companies 


portunities that are coming up. And the momentum is increasing.” 


He is now implementing a mandate to build a $1-billion auto com- š 


ponent business for the Mahindra group by 2010, and is close to ac- e TATA TECHNOLOGIES 


quiring three firms with sales of $50 million-$100 million each. 

"Thisis the biggest opportunity in the history of Indian manufac- — e AMTEK GROUP 
turing,” says Praveen Kadle, executive director (finance & corporate e AMTEK GROUP 
affairs), Tata Motors. The Tata Group has already made a few global 













hnologies. It, too, hopes to build a $1-billion auto component e BHARAT FORGE 
siness by 2008. 


ufacturing footprint in the next two years. Under this 


customer's geography. Chairman and managing di- 
rector Baba Kalyani calls this dual shoring. ETIN 
Delhi-based Amtek Group has also made seven — & AMTEK GROUP 
acquisitions worth over Rs 550 crore in the last three ^ «assets only 
years. Estimates suggest that Indian companies have 
spent about $500 million in more than a dozen acquisitions since 
January 2004. “In the deals done so far, the capabilities derived have 
been quite good for the kind of money that has been spent,” says Sanjay 
-+ Dawar, partner in consultancy company Accenture. 
Several other pieces are also falling into place. First, valuations are at 
historical lows. “I have only good news for Indian companies,” says the US- 
based Nicholas P. Galambos, vice-president (automotive practice), AT Kearney. 
“It is no secret that asset values have dropped and valuations have been beaten 
down. The EBITA multiples of the deals announced in the last nine months are 
among the lowest." And second, there is easy access to capital. Private equity funds 
and banks are willing to help fund Indian acquisitions. 







qu Indian auto component industry is unfamiliar with this game. The industry 
-Å wasbornin the late 1980s in a risk-free, low competition and assured-return en- 
_ vironment. The only interaction Indian companies had with global auto parts firms 
was to seek technology and equity partnerships. In the mid- to late-1990s, they woke 
E upi to the possibility of exporting to global firms. This was also when global auto 
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acquisitions through Tata Auto Component Systems (Taco) and Tata @ UCAL FUEL SYSTEMS 


Bharat Forge has made five acquisitions worthabout$115  @ SONA KOYO STEERING 
million in the last five years. Ithopes to builda global man- — 1474 ayrocowp SYSTEMS WUNDSCH WEIDINGER, Germany 


plan, 20 per cent of its production willbe done inthe e SUNDRAM FASTENERS 


TARGET 
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ONCE upon a time, Detroit's automotive industry was the face of 

_ Americas industrial prowess. Today, the industry is down on its knees. 

| And it may well come crashing down. 

... Ifthere is one problem that has crippled the ability of the US giants 

| — General Motors, Ford and Chrysler — to compete, it is the massive 

and mounting pension and healthcare liabilities. "General Motors' 

healthcare costs alone are a staggering $1,500 per vehicle sold," says 

|. Nicholas P Galambos of AT Kearney. For Ford and Chrysler, the figures 

| are $1,309 and $1,044 respectively. But Toyota's healthcare costs (in the 

| US) is a mere $201 per vehicle. This obviously puts the US companies at 

: asignificant competitive disadvantage (See 'The Healthcare Factor). 

| | HowareToyotas healthcare costs so much lower? “These are legacy 

| costs,” explains Galambos. Ford and GM have operated in the US alot 

- longer than Toyota. Not only do they have to bear the healthcare costs 

“of their existing employees, but they also pay the medical bills of a huge 

- population of retired employees. For example, out of GM's $1,500 per 

vehicle healthcare bill, only $462 goes to current employees. The 

| remaining $1,038 goes to retired workers. On the other hand, Toyota 

| doesnt pay a single penny to retirees because it does not have many 

—Ç yet. US companies are also at a disadvantage (see “The Healthcare 

| Factor’), compared with manufacturers in Germany and Japan where 

| auto companies are not liable to bear the healthcare costs of retirees. 

; x US companies are also losing market share. Rising oil prices have hit 
some of their best-selling models, primarily in the SUV segment. SUV 

| sales dropped 50 per cent in October. Huge discounts and cheap finan- 

p ing have increased costs, but have not arrested falling sales. This has 

affected profitability even more. They are also struggling with operatio- 

| naland quality issues, even as Toyota is racing ahead in the marketplace. 

| . "Stagnant growth, product proliferation, industry consolidation — 

| all these factors make value creation an elusive goalin the automotive 

| industry. Automotive stocks remain volatile, with returns lagging the 

major market indices. Little shareholder value has been created," 

| observes a recent Accenture report. 

So is this the end of the road? "Detroit is not going to die," 

says Rajeev Gupta, managing director, Carlyle India 

Advisors. "The American society will find a solution." 

After all, didn't the US government guarantee a 
Chrysler bail-out loan not too long ago? There is 
hope still. "It is too early to write off US industry," 
adds Praveen Kadle of Tata Motors. Don't forget, it 

has staged two major turnaround shows in the last 

two decades. Many are hoping there will be a third. 


BUSINESSWORLD 34 14 NOVEMBER 2005 


makers started looking to low-cost 
countries for cheaper components. 

Now, the Indian companies have 
graduated to the next level. “Auto com- 
ponent companies now realise that 
there is alot more to globalisation than 
just exports,” says Sandeep Ghosh, di- 
rector and business manager, Citi- 
groups commercial banking group. 

Initially; Indian auto parts firms 
tested the waters with several small ac- 
quisitions in 2003 and 2004. Bharat 
Forges £3-million acquisition of Kirk- 
stall Forge and Sundram Fasteners' 
$2.6-million acquisition of UK-based 
precision forging outfit Cramlington 
are some examples. The first round of 
deals was largely in the $5 million- 
$10 million range. 

Astheir experience and comfort lev- 
els grew, so did their appetites. Amtek 
paid $37 million for the UK-based GWK 
Group. Chennai-based Ucal Systems 
has picked the US-based Amtec Preci- 
sion Products for $28 million. Omax 
Auto is reported to be close to finalising 
an $18 million deal. A few more deals in 
that bracket are likely to be announced 
soon. These are still small plays in the 
global context. Bigger deals are now 
coming to the table. 

The Mahindras have already refused 
a $1-billion forgings company that 
came their way. A segment of the after- 
market business of global major Arvin 
Meritor valued at $800 million is re- 
ported to be up for sale. Analysts expect 
thatseveral Delphi businesses with total 
revenues of about $8 billion willsoon be 
carved out and sold — a move to im- 
prove the survival chances of the re- 
maining business. The world's second 
largest parts maker, Visteon, is also 
expected to sell chunks of its business. 
In October, Dana Corp announced 
plans to sell three businesses — engine 
hard parts, fluid products and pump 
products. These divisions had a 
turnover of $1.3 billion in 2004 and em- 
ployed close to 10,000 people. 

Alitheseare big, audacious and risky 
deals. But they could catapult local 
companies into the big league. Will In- 
dian firms now make a play? 


"If you can do. them (these deals) ** 


well, you can bea phenomenal success. 
Butif you get them wrong, they will be a 
millstone for the rest of your life,” says V 
Sumantran, a former director of Gen- 
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eral Motors and Tata Motors. 


| DT three years ago, such deals 


ereunthinkable. Butseveralthings | 


have changed since. First is the interest 
that private equity firms have shown in 


sick and ailing auto part makers in the | 


US. The Carlyle Group recently acquired 
AxleTech International; New York in- 
vestor Wilbur Ross has acquired signifi- 
cant positions in at least three firms. 


“Private Equity firms have looked to ac- | 


quire small companies and are trying to 
grow the business through all possible 
means — sourcing from low-cost coun- 
tries, offshoring of back end work, etc.,” 
says Galambos. They also buy a few sim- 
ilar firms and roll them all into one com- 
pany with a much larger scale and a 
global manufacturing footprint. 

In 2004, private equity investors 








umped in a total of $10.77 
Paea a aaao Sos The healthcare factor me us auo 
And they are beginning to companies are at a competitive disadvantage 
wield considerable influ- coMPANY HEALTHCARE COSTS 
ence in the business. ($ PER CAR) 
“Through buy-and-build 
strategies, some firms are = | = ($ ren CAN) 
even coming to dominate IN THE US 
specificniches.IntheEuro-  ggyepa moTORS 462 | 1,038 1,500 
pean aluminum automo- 
tive castings sector, for eru 491 818 1,309 
example, only two com- @ DAIMLERCHRYSLER 522 522 1,044 
panies in the Top 10 are — e TOYOTA 201 NIL 201 
non-PE owned." according 
to a recent Pricewater- IN GERMANY 
houseCoopers report. e BMW 449 NIL 449 

Several private equity @ DAIMLERCHRYSLER 419 NIL 419 

firms like Carlyle, CVC and e VOLKSWAGEN 418 NIL 418 


Blackstone are quite active 
in India. And there is a 
strategic fit between global 
private equity investors and Indian 
companies seeking to make global pur- 
chases. Private equity is constantly 
seeking new investment opportunities; 
Indian companies need capital. Private 
equity investors are seeking to cut oper- 
ational costs in the companies they 
have invested in; Indian companies 
provide a low-cost sourcing option. Pri- 
vate equity firms understand the US 
marketplace; Indian companies don't. 
Private equity companies understand 
bankruptcies and union negotiations; 
Indian companies do not. Can the two 
hunt together? 

“We are open to working with pri- 
vate equity for a large, audacious deal. 


But we will want a minimum 51 percent | 


equity in the target firm," says MSAT's 
Luthra. “Private equity firms are our 
competitors and potential partners," 
says Arvind Dham, chairman and man- 
aging director, Amtek Group. After all, 
while these private equity firms are 
competing with Indian companies for 
the same deals, they could also be a risk- 
tolerant funding source. 

Equity is not the only avenue of 
funding, right now. Bank money, too, is 
chasing global M&A deals. Ucal Fuel's 
acquisition of AMTEC Precision Prod- 


“We have turned down 35 
deals" — Hemant Luthra, 
president, Mahendra 
Systems & Automotive 
Technologies 
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ucts was partly funded by Exim Bank 
and SBI. Others like Citigroup and ICICI 
Bank are also quite keen. “Ifthe promot- 
ers can demonstrate competence and 
business integrity, the banking system 
has the liquidity and the appetite to sup- 
port such endeavours,” says Citigroup's 
Ghosh. "Most of the deals in the market 
are for companies with sales of $50 mil- 
lion- $100 million. But I think we will 
start seeing some large deals soon, and 
financing such deals may also be eas- 
ier,” says Ramesh Rajan, partner and au- 
tomotive sector leader, Pricewater- 
houseCoopers. 


UT this is a dangerous game. And 

there is no guarantee of success. Au- 
tomotive floor and acoustics firm 
Collins & Aikman was a sound com- 
pany. General Motors and Daimler- 
Chrysler were its big customers. It had 
good technology, a good product port- 
folio and big market share. But it failed. 
Delphi, Visteon and others are good 
companies too and dominate the mar- 
ket. Yet, they are all failing. Why? 

"The US OEMs (GM, Ford, Daimler- 
Chrysler) are all in such a desperate po- 
sitions themselves that they are willing 
to take the risk ofa supplier failure," says 
Rajeev Gupta, managing director, Car- 
lyle India Advisors. "Perhaps, the US 
OEMs are in a secular decline. Perhaps 
this is the end of the road for them," 
adds a top industry executive. Most dis- 
tressed firms — and most that are up for 
sale — are the ones that rely heavily on 





story 


M the USOEMs. 

Indian acquirers need to 
» hunt carefully (See ‘The Av- 
d enues For India’, page 40). The 


nior partner, Access Interna- 
tional and a former director of 
Rover, has led three car pro- 
jects. This is how he describes + * 


Brave new money! cot» 10 


private equity deals in auto parts sector in 2004 


unsustainable workforce 
costs, a strong union, huge 
pension liabilities and health- 
care costs, and substantial warranties 
and other product-related liabilities. 
Very often, the union will not allow 
plants to be shut down and relocated to 
India. “Such obligations may be too 
much of a burden on Indian compa- 
nies,” says Sumantran. “One has to be 
careful. There are several hidden costs 
in many deals. They may come back to 
bite you,” says UK-based John 
Flintham, CEO of the overseas opera- 
tions of the Amtek Group. 

Indian auto component companies 
don't have experience in turning around 
sick companies. Nor are they familiar 
with protracted negotiations with 
unions or intelligently stripping the as- 
sets of a bankrupt firm. “Large compa- 
nies that are bankrupt may seem like ex- 
citing acquisitions. But Indian 
companies don't have the expertise to 
work in a Chapter 11 environment,” 
says Tata Motors’ Kadle. Perhaps, it is 
best we stay away from this game. 

Then again, acquisitions in the 
Americas need sophisticated M&A 
skills. Indian companies do not have 
them. They are vulnerable to make mis- 
takes. [Log on to www.businessworldin- 
dia.com for an exclusive article on ‘Ten 
M&A Mistakes’ written by Ameek Ashok 
Ponda, a partner in the leading US law 
firm Sullivan & Worcester.] 

And finally, though there are hun- 
dreds of companies in the market, value 
is hard to find. “Most companies that 
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come to us are in auction mode. There is 
very little value left in them. We have to 
prospect really hard for the good deals,” 
says Luthra. 

Prospecting for deals is expensive. It 


could cost about $2 million just to iden- | 


tify a few companies, get engaged and to 
hire corporate, legal and M&A advisers. 
“Companies could end up spending a 
few millions, and have nothing other 
than frequent flyer miles to show for it,” 
says Ghosh. 

Moreover, companies often get car- 
ried away in the flush of excitement. “Ac- 
quisitions are not an end in itself; they 
are only the means to an end,” asserts 
Amit Kalyani, executive director, Bharat 
Forge. “This (an acquisition strategy) is 
not a one-step game. This 
is a 10-year strategy. Ac- 
quire companies, develop 
adjacencies, grow the 
business... it is a long 
process. One big hit will 
not do. Unfortunately, not 
all companies realise this," 
says Sumantran. Those 
that don't are in danger. All 
this makes deal-making a 
risky proposition. So is ac- 
quiring such ailing com- 
panies worth the trouble? 


UTOMOTIVE devel- 
opment is an intense 
process. Alan Martin, se- 


HEMANT MISHRA 
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4 visibility of the future revenues  PUYER Tino p sees it: “Each project could involve 
of North American compo- — e ove 5 PERMIRA AUTOMOBILE ASSOCIATION, 3,184 — 5000 parts and 1,000 suppli- 
nent vendors is poor. Such ers. It is a 24-hours-a-day, 
companies may have good @ KOHLBERG KARVIS ROBERTS AUTOTEILE UNGER 1,818  seven-days-a-week job. It 
historical revenue flow from its brings the OEM and suppliers 
OEM customers. ButtheOEM ° — COOPER STANNARD MTUIIIVE 3.106 together. At the end of it, the 
may now be working with ven- e CYPRESS GROUP AFTERMARKET GROUP (DANA) — 1,025 supplier could be your best 
dors in Mexico, China oreven — o RIPPLEWOOD HOLDINGS  HONSEL INTERNATIONAL 787 ‘fiend with whom youhavea 
India for its new vehicle plat- beer... 
forms. “There isagreatchance e CANDOVER THULE 695 Simply put, not too many 
of the revenues of such busi-  & ip MORGAN CHASE IMO CAR WASH GROUP egy diam suppliers are yet in 
nesses disappearing in no beer-drinking terms with their 
time," says Galambos. @ MONTAGU PRIVATE EQUITY STABILILUS 616 global customers. Indian ven- 

That's not all. Almost with- e THOMAS H LEE PARTNERS — PROGRESSIVE MOULDED 527 dors are not yet a part of the 
out exception, these compa- global automotive develop- 
nies come with the baggage of e KOHLBERG KARVIS ROBERTS STANADYNE CORP 330 ment cycle. A vast majority of 


them are still fringe players 
who supply the nuts and bolts 
from cheap, distant locations. 


| That is not enough. Indian vendors 
| must engage global customers in main- 
| stream product engineering, and this 
| can be done only with geographical 


proximity. 

A global presence could be built or- 
ganically. This is a low-risk approach 
and this is what Indian companies tried 
through the 1990s. That's also what 
Japan's Denso did. It built $3.5 billion 
business in North America. But the 
trouble was Denso took four-and-a-half 
decades to do so. And it also had the 
support of its customer, Toyota. Indian 
companies have neither the time nor 
any such OEM support. 

But they have a model to emulate — 
that of Lear Corporation, an automotive 
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risked a sup- 
plier failure” 
— Rajeev 
Gupta, 

MD, Carlyle 




















The global manufacturing chain 


MAHINDRA & Mahindra has just cleared a $100-million investment in - v 
a first-of-its-kind Mahindra Research Valley project. It could come upin ` 


interiors company which started out in 
1988. In 17 years, it has built a $17-bil- 
lion business through dozens of strate- 
gic acquisitions and joint ventures. 

So far, Indian companies have fol- 
lowed the Denso approach. But now, 


they havethe first real opportunitytotry | 


the Lear model. At least one group has 
putit to good effect. In 2002, the Amtek 
Group had revenues of Rs 480 crore. 
Since then, it has made seven acquisi- 
tions. These have brought in additional 
revenues of $460 million pushing the 
groups turnover to Rs 3,400 crore. "If we 
~ had sat in India, it would have taken usa 
lifetime to build this kind of business,” 
«says Amtek Groups Dham. But acquisi- 

-tions have meant faster growth. Two 


.. more deals are in the pipeline. Dham 
< believes these will push his global busi- 
` * ness to $700 million and group turnover 


to $1 billion within two years. 
Acquisitions also enable faster cus- 
tomer wins. Sundram Fasteners ac- 
quired Cramlington for its excellent net- 
work of customers. "Before our 
acquisitions, we had 15 global cus- 
tomers. After our acquisitions, we have 
38," says Amit Kalyani. And Bharat 
Forge is engaging many of these cus- 
' tomers in design and product engineer- 
ing. Acquisitions also give companies 
access to technology that is just not 

. available in India. 

“Indian companies will have to take 
some risks. But I hope we don't see the 
manifestation of a herd mentality. Not 
every company that is sick and cheap is 
a good buy,” says Kadle. Many deals will 
be done. Some will work; many may fail. 

But there is another reason why ac- 

_ quisitions may be a necessity. In Octo- 

“ber, soon after filing for bankruptcy, 

:Iphi started its restructuring exercise 

a first lower wage offer to its 


Ae - unionised workers. It offered them $9 


^'perhour— a steep cut from the current 
average of $26 an hour. Unions will not 
accept this offer. 
But the incident should worry In- 
dian companies. In rupee terms, Delphi 
ishopingto slash wages from roughly Rs 


2.24 lakh per worker per month to about | 


.-Rs 80,000. Now, strong Indian compa- 
* nies like Bharat Forge already pay their 


workers Rs30,000amonth andthe wage | 


. billisrising. India's biggest cost advan- 


tage — its low labour costs — will erode | 


over time. Competition from countries 






_ AUTO COMPONENT: 





either Chennai or in the Mumbai-Pune cluster. There will be several 


research centres in this hub — engines, transmission, chassis, body & 


hydraulics, fuel labs, etc. 


The plan is to fill this research hub with 1,500-2,000 automotive 
research professionals and engineers. There will even be efforts to 
attract global automotive research and engineering talent to live and 


work in this valley. 


Hemant Luthra, president, Mahindra Systems & Automotive : 
Technologies, believes this investment is the key towards unlockingthe ` 
full potential of the global acquisitions he plans to make. A bulkofthe ` 
offshorable R&D work in the acquired companies will be moved to the 





research valley. But, the front-end and client interface of the acquired 


companies will remain intact. 


He is following a simple logic: a billion-dollar global auto 
components business (that he hopes to build) will be held together iyi 
cutting-edge research that will be done in the Mahindra Research 
Valley. How well the global acquisitions synergise with the Indian 
research investments may well determine how successful the 


Mahindras are going to be. 


This is a point that is often missed — global acquisitions have to be 
backed by matching investments within India. For every dollar spen 
global acquisitions, Indian companies will probably have to spend at 
least 50 cents in upgrading their capabilities in India. The Mahindras | 
are not the only ones doing that. The Amtek Group has spent over $12 
million in global acquisitions. But it is matching it with a $70-million ` 


investment in its India operations. 


like China will hasten the process. "Even | 
in metals (our core strength), India’s low | 
cost advantage may not last for more | 
| gues Sumantran. Over the last decade, 


than five years," says Kadle. 

The Indian auto industry is already 
competing with more glamorous sec- 
tors like IT for engineering talent. "Low 


cost as a competitive advantage is not | 


sustainable. India has to engage OEMs 
or Tier 1 customers in R&D and design 
for greater competitive advantage," says 
Ghosh. And to be able to do the latter, 
Indian companies have to be geograph- 













not last forever. "There is evidencet 
the pendulum is swinging back. There is 
a power-shift back to the vendors,” ar 


as OEMs have outsourced more and 
more work to vendors, they have faced a 
‘technology erosion’. Today, OEMs like 
Ford and GM may have lost the capabil- 
ity to develop several components. ` 
And after this round of bankrupt 
cies, there will be fewer auto part mak- 
ers in the fray. But they will be fitter and 
stronger. And they may be able to chal- 





lenge the traditional dominance ofthe ^ 
global OEMs, But will Indian companies. 
be among them? It depends on how 
much risk they take now. Bo 


ically close to their customers. Acquisi- 

tions are the quickest way to do that. 
There is yet another reason for ur- 

gency. This season of low valuations will 
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oo ..0N DEMAND BUSINESS 


HERE are plenty of deals available in the market. All kinds of companies 

are up for sale. Valuations are at record lows. Even funds are not hard to 

come by. Yet, there is one question that auto component manufacturers 
are trying to find the answers to: where do we place the bets? 

"Broadly, there are three areas of components — metals, plastics and 
electronics," says the Washington-based Cuneyt L. Oge, director, Pittiglio, 
Rabin, Todd Jr & McGrath (PRTM), a leading process consulting firm. The 
core skills of Indian component companies are in metals — forgings, pre- 
cision engineering, machining, fasteners, etc. That is an obvious avenue to 
invest in. We have some skills in plastics, and acquisitions could bring more 
expertise. The third area, automotive electronics, is unfamiliar terrain. But 
that could be Indias best bet. "Many expect Indias exports to increase from 
$1.4 billion to $20 billion by 2015. This may not happen through only metals 
and plastics. It will have to be through automotive electronics," argues Oge. 

There is an electronics revolution sweeping through the passenger car 
industry. This is best illustrated by a German car manufacturer. It buys three 
different rear-view mirror systems for three of its models. The mirror for the 
first model costs $20; you would find these in several Indian cars. The 
mirror assembly for the second model costs $76, which is available in a few 
models in India. The third mirror is very sophisticated. When the driver 
settles into her seat, it evaluates her physical dimensions and adjusts itself 
accordingly. At night, or in tunnels, it automatically activates an anti-glare 
function. And at sharp bends, it adjusts itself to ensure that the driver has a 
free view. You won't find this mirror system in any car in India. It costs $380. 
Historically, Indian companies have targeted the $20 mirror category of the 
auto components market. But they need to look beyond. 

More fancy electronic components like the $380 mirror are finding their 
way into cars today. At the moment, some 25 per cent of the cost of a car 
built in the US is said to be in its electronics. Significantly, a big chunk of the 
cost of such electronics is in software, not hardware. And India has some of 
the best software skills in the world. 

While India has the skills (code writing), it may lack the competence or 
the contextual knowledge (understanding of how a car drives). Global 
acquisitions and strategic alliances can help provide this. For example, large 
Indian groups like the Tatas, TVS and the Mahindras (that have operations 
in several segments of the component industry) will derive enormous value 
by acquiring an automotive electronics company. Technology from the 
acquired company could be used to inject 'electronic intelligence' in every 
category of components Indian companies manufacture. It could also 
make their products more attractive to global customers. 

Twenty years from now, the Tier 1 supplier may not be a component 
manufacturer. It could be a software company which writes the code that 
controls the functions of components in a car. Several Indian IT companies 
like Wipro and TCS are already doing the spadework. 

This doesn't mean there is no acquisition opportunity in metals or 
plastics. "Indian companies are better off looking at smaller Tier 2 suppliers, 
rather than large Tier 1 companies in this space," says Oge. Acquiring a 
boutique 500-member automotive electronics company for a billion dollars 
could be far more fruitful than acquiring a large Tier 1 component manu- 
facturer with plants and 10,000 employees for the same amount. In this 
round, Indian companies must choose their targets well. 
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Beginner s 


HE Glenmark research 

centre in Mahape is 

housed in a modest- 

looking building. Its 

nowhere near the swank, 

sprawling campuses of 
large Indian drug makers like Ranbaxy, 
Dr Reddy's or Nicholas Piramal. It covers 
just 70,000 sq. ft. Most of the faces 
around it are young and the atmosphere 
is almost collegiate. 

But don't let appearances fool you. 
The research happening in this four- 
year-old building has already earned 
the Rs 612-crore Glenmark some $26 
million (Rs 114 crore) in payments from 
two foreign partners. That's twice as 
much as the company spent on R&D in 
thelast two years. The payments are ini- 
tial instalments for licensing deals that 
Glenmark has sewn up with US-based 
Forest Labs and Japan's Teijin Pharma 
for experimental drug oglemilast, | 
meant to treat asthma and chronic ob- | 





structive pulmonary disease (COPD, 
also known as ‘smoker's lung’). 


The deal with Forest Labs is worth | 


| $190 million (Rs 836 crore) in all, the 


largest by any Indian drug maker — in- 
cluding the biggies in the swanky cam- 
puses. (The largest before this was the 
$65-million partnership between Ran- 


baxy and Bayer for the former's ex- | 


tended release version of Bayer antibi- 
otic Cipro.) Even the deal with Teijin, 
worth $53 million (Rs 233 crore), is sub- 
stantial for a company the size of Glen- 
mark. And a third deal is being negoti- 
ated with a European partner. 

The man who has presided over this 


bonanza is 36-year old Glenn Saldanha, | 
the sharp and affable CEO and manag- | 
ing director of Glenmark. With these | 


deals, Saldanha has turned the Indian 
drug industry's conventional logic — 


using copycat drug exports to bankroll | 


new drug research — on its head. Glen- 
mark's new drug research is generating 
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stand on their feet. 
Is the model too risky? 
By Gauri Kamath 


cash even before its generics exports 
have taken off. “We knew there would be 
a huge mismatch (between generics 
and new research). But our thought was 
that it only takes one strike to be suc- 
cessful... . Oglemilast has become that 
strike," says Saldanha. 

While the size of the deal is impres- 
sive by itself, the circumstances in 
which it was struck are more striking. 
Forest came in even before the drug was 
tested on humans. For Glenmark, it was 
the first molecule to be licensed. Yet, the 
deal dwarfs those struck by bigwigs 


| more than twice Glenmark's size. “For- 


est must have seen something in that 
drug," says an analyst. 

It's too early to write the oglemilast 
story — the drug still has some way to 
go. Forest and Teijin will first take the 
molecule through human trials on their 
own. If it clears them, the two firms will 
have exclusive marketing rights in the 
USand Japan. Glenmark will earn a roy- 


^X 


* 


E 


CEO Glenn Saldanha has pulled off the 
largest licensing deal in indian pharma 
history for his asthma drug oglemilast 


Q alty on sales and periodic milestone 
payments during the trials. 

There is great risk on this path. One 
out of every five drugs that enter trials 
actually reach the market. Even Big 
Pharma, with billions invested in R&D, 
has been unable to change that skew. 
Pharma history is strewn with examples 
of drugs that failed in trials, or cleared 
them but were refused marketing rights 
by the US and Europe regulators. Some 
drugs from Dr Reddy's and Ranbaxy, 
too, have suffered that fate. 

G Yet, everyone at Glenmark is setting 
great store by this one molecule. It will 
play a.major role in its targeted 40 per 

Cent revenue growth and 100 per cent 
net profit jump this year. The contribu- 
tion of research income to the com- 
pany's topline is set to rise from 13 per 
cent last year to 20 per cent this year. One 
leading brokerage has already pegged a 
13 per cent market share and peak sales 


k? 


of $3 billion for oglemilast by 2014. In- 
vestment bank JP Morgan estimated last 
month that $550 million of Glenmark's 
$900-million market capitalisation de- 
pends on this drug making a steady 
progress at the trials. "The downside to 
the share price would be significant if 
-< oglemilast were to face any roadblocks 
_ Or negative news flow,” said a JP Morgan 

-..' analyst in a 10 October note. 
— "Will oglemilast be a flash in the pan 
or will it catapult Glenmark into the big 
league? We will delve into that question 
shortly. But before that, it must be said 
that cynicism from the market isnt new 
for this mid-sized company. In 2000, 
Saldanha hit the stockmarkets with 
Glenmark, a company started by his fa- 
aq. ther Gracias. It then had sales of Rs 140 
**^trore in a Rs 20,000-crore industry. It 
mainly sold copycat drugs in the do- 
mestic market. It was growing fast, but 
was not among the top 20 players ina 
market made up of 250-odd serious 











players. Though the market rewarded 
the domestic growth, not too many re- 
ally believed that it could make a suc- 
cess out of R&D alone. 

“There were many disbelievers in 
the financial community. Our size was 
always against us. Consultants told us 


we were crazy,” says Saldanha. When | 
| Glenmark sought to raise money again 


two years later, “not too many were will- 
ing to write the cheque", recalls Sal- 
danha. (Ultimately, private equity fund 
Actis bought around 14 per cent in 
Glenmark for Rs 50 crore in 2002. It has 
since profitably sold about half that 
stake.) Then, in September 2004, Sal- 
danha surprised even the most opti- 
mistic with his $190-million coup. 
What does oglemilast do to make it 
worth so much? The compound is a 


PDE-4 inhibitor. Simply put, it inhibits | 
the functioning of the PDE-4 enzyme in | 
the lungs that's responsible for inflam- | 


mation. The enyzme breaks down a 
cAMP anaturally occurring substance in 
cells which modulates the inflammatory 
cells. So inhibiting PDE-4 raises the lev- 
els of cAMP and reduces inflammation. 


Currently, inhaled corticosteroids | 


are the most effective treatments for | 


asthma and COPD. Other classes of 
drugs have not worked as effectively, ex- 
cept as additive therapies which are 
mostly dispensed along with steroids. 
But their effect is not very wide-ranging. 

Also, steroids, though generally seen 
assafe, could have long-term side effects 
at higher doses: osteoporosis in adults 
and growth suppression in children. 
There is also a view that steroids don't 


| down and then asked for additional 


work on COPD since they don't attack | 
the kind of inflammation seen in such | 


cases, different from that in asthma. 


| commonly associated with PDE-4s that 
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“PDE-4 inhibitors represent & 
promising class of drugs, exerting 
broad-spectrum anti-inflammatory ef- 
fects that include the ability to target (in- 
flammatory cells) more prevalent it 
COPD,” said professor Peter J. Barnes of 
the departrnent of thoracic medicine 
the Imperial College School of Medi 
in London, at a symposium held 
2003. That's the reason PDE-4 inhibit 
provide a possibly lucrative alternative 
in a market worth $10 billion-12 billion 
inthe US alone. 

PDE-4isaproven target; existin 
entificliteratüre hasidentifieditasac 
prit in inflammation; That makes Glen 
marks job a little easier. 1f the tar 
were not ‘validated’ this way, Gle 
would have to establish that it was no 
barking up the wrong tree, That would | 
have cost time and money. B 

But there are complications, Whil 
number of companies have bee 
searching this area for a decade, i 
longer not a single drug from thi 
has come to the market. Dig Ph 
companies like Merck, GlaxoSmi 
line (GSK) and Pfizer all have PDE- 
programmes, but none has been 
proven all the way. Merck canned à. 
PDE-4 (licensed from US firm Celte: 
two years ago in Phase | trials, and is 
now working on another. GSK took its 
drug cilomilast to the US regulator 
three years ago, only to be first turned 





safety and long-term efficacy data. That 
molecule, too, is yet to be launched. 

That's because such drugs invari- 
ably have side effects — mostly gas- 
trointestinal, and in some cases, cardio- I 
vascular. The one side effect most |. 


OGLEMILAST AND ITS COMPETITORS 


Oglemilast 















Cilomilast 







Arofylline 


Lirimilast 
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Roflumilast : 


X FDA = Food & Drug Administration, US 
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work is severe vomiting or emesis. 
When Glenmark started on the mol- 


ecule four years ago, its work was cut | 


out: to find a compound that's effective 
and doesn't cause emesis. This was eas- 
ier said than done. "No one was quite 
sure why this side effect occurred. There 
was a hell of a lot of confusion," says 
Swaroop Kumar, head of drug discovery 
and clinical development at Glenmark. 

The company decided early on that 
it wouldn't waste resources figuring out 
the cause of emesis. Instead, it focused 
on what seemed to work. There was one 
molecule — German major Altanas rof- 
lumilast, branded as Daxas — that ap- 
peared to have found a window in 
which safety and efficacy could be bal- 
anced well. It had also reached ad- 
vanced trials. 

"We looked critically into what had 
gone into its design. We knew our mole- 
cule had to be close to its characteris- 
tics," says Swaroop Kumar. After screen- 
ing a number of candidates, Glenmark 
came up with GRC 3886. In animal mod- 
els and early safety trials, the compound 
has done better than anyone expected. 
Not only has Glenmark found a dose 
range at which the drug might work well 
without the vomiting, it claims this 
range is far wider than that of Daxas. 

This could be its trump card. For 
one, Daxas works best at a 500-micro- 
gram dose and its studies have mostly 
used this dose. But, says Swaroop Ku- 
mar, to be able to work in a large, mixed 
population, a drug should have 3-4 








doses. "If you have to treat a genetically 
varied population it is very, very difficult 
to play with one dose. If it works in one 
genetic pool, it may not work in an- 
other," he says. The narrow therapeutic 
window — the dose at which the side ef- 
fect occurs divided by the dose at which 
the drug works — is a big concern for 
any company working on PDE-4s. Glen- 
mark says that while that number is 
‘two’ for roflumilast (effective at 0.5 mg, 
toxic at one), Glenmark's window is 
more like 50. 

Add to that the fact that Altana re- 
cently said a one-year Phase III study in 
Europe using the 500-mg dose did not 
show long-term efficacy, though a 
shorter study had done so. (Pfizer dis- 
continued its development agreement 
with Altana for Daxas, reportedly be- 
cause of its unimpressive Phase III re- 
sults. The world No. 1 has an alternative 
in-house compound, an inhaled PDE-4 
inhibitor, in Phase II trials.) 

While Altana says it will continue de- 
veloping the drug by itself, it hasn't said 
when it will file for regulatory approval. 
If it undertakes further studies, Altana 
might take another year or two to com- 
plete. In the meantime, reports have 
suggested that Altanais preparingto put 
its pharma business on the block. Al- 
tanas loss could be Glenmark’ gain. 

But while the initial data augurs well 
for Glenmark, the drug is still way too 
early in the trials process to be consid- 
ered a sure winner. Safety data has been 
studied in all of 100 patients. Phases II 
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Swaroop Kumar, head of drug discovery 
and development, says oglemilast has 
a wider dose range than Altana's Daxas 


and III will look at the drugs effect on a 
larger population of 5,000-10,000. Many 
things can go wrong at these stages. For 
one, the drug may not be as effective on 
the statistically significant population. 
Two, scientific inquiry might throw up 
new facts about PDE-4s that are not ap- 
proving. (Like a report in the Wall Street 
Journal earlier this month, which sug- 
gested that PDE-4s may be associated 
with a higher risk of heart failure.) 

Three, other companies' molecules 
can beat oglemilast to the market (see 
'Oglemilast And Its Competitors' on 
page 43). That risk would be aggravated 
ifthe oglemilast trials face any delay. 

Though some leading analysts have 
given a 30-40 per cent chance of suc- 
cess for oglemilast, there is no certainty. 
But one thing stands out in Glenmark's 
favour. By licensing out the molecule to 
Forest even before it entered Phase I, 
Glenmark has actually transferred most 
of the risk to its licensing partner. The 
Indian firm isn't bankrolling the trials, 
its partners are. And trials constitute 
roughly 70 per cent of the cost of taking 
a drug to market. 

In fact, oglemilast does not need to 
reach the market for Glenmark to get 
rich. It just needs to show promise in the 
clinic for another year and a half. Even 
before this fiscal is out, Saldanha says 
his company will earn $40 million 
(Rs 176 crore) in milestone payments 
from the two partners (of which $6 mil- 
lion, or Rs 26 crore, has come in in the 
first quarter this year). "This is to a large 
extent guaranteed," says Saldanha. If 
the drug continues to perform, Glen- 
mark is assured of another $40 million 
in 2006-07. So, some $100 million of the 
total $243 million payments would 
come in by the end of that financial year. 

Meanwhile, Saldanha says Glen- 
mark can put four more molecules on 
human trials by then. “There is an inher- 
ent risk in drug discovery when you are 
working with just one molecule in devel- 
opment. But the minute the rest of our 
pipeline goes out the door, the whole 


value proposition will automatically ` 


change. Thats what we are banking on," 
he says. A new compound for diabetes 
(again in a class of drugs that is yet to be 
marketed) has just entered Phase I. This 


a 
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The writing is on the wall. 
NDTV 24X7 is No. 


And CNBC-TV18 is India's No. 1 Business and 
English news channel. 


For a quick lesson in maths, refer to the chart below. 


CNBC-TV18, India's No.1 Business news 
channel is bigger than English news 


Market share of English News viewing 
July to September 2005 
41 


38 


CNBC-TV18 NDTV24x7 Headlines BBC World CNN 
Today 


Source: TAM, TG: CS Males SEC AB 25yrs+, All India, Weekdays 7 am to midnight 
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— pois e Dr Reddy's - — are yet to put a new drug x — 
r arket. The one that « came ie closest was Dr Reddy's dis U 


peng it was in a a class of drugs that were yet to 

I arket and its success would have been a sure money ` 
But when it reached Phase Ill, or the final stage of human 

the drug's long-term side-effects showed that it could cause 

ts. The trials were suspended. 

was the second drug to be licensed by Dr Reddy’ sto 

rst, an insulin sensitizer called balagfitazone, 

e Danish major, and is now being co-developed 

` another Danish company, RheoSciences. 

on anbaxy's experimental drug for a prostate condition 

en put on hold for safety reasons by development part- 


n the absence of major successes, Indian pharma i is finding 
asingly difficult to sustain its R&D spends. Off-patent drug ex- 
rts to the West, that have so far been spewing the cash for R&D 
nvestments, are now getting less profitable and calling for larger in- 
vestments. Thinking out of the box has become crucial. 
So, recently, Dr Reddy's spun off four of its early- -stage drugs to a 
joint venture with private equity investors, Citigroup and ICICI Ven- 
Ahmedabad-based Torrent Pharma, which recently saw Swiss ` 
national Novartis discontinue a development deal for a tech- 
on age-related diseases, wants to do something similar. Ran- 
axy has signed up with a public-private partnership, called Medi- 
es for Malaria Venture (MMV), to take an MMV drug through 
; largely funded by MMV. This drug is the one closest 
the market along the Ranbaxy pipeline, having recently com- 
Phase ll studies. It could yet be the first innovator 
y India's largest pharma company. | 






















will be the next licensing candidate. The 
others are also PDE-4 inhibitors being 
researched for use in other inflamma- 
tion-related conditions like Alzheimers 
disease, atopic dermatitis and inflam- 
matory bowel disease. 

That doesn't change the fact that to- 
day, Glenmark’s eggs are pretty much in 
the oglemilast basket. If there is a set- 
back, there will be pressure on Glen- 
marks other growth engine, generics. 

This part of Glenmark’s business is 


yet to gain momentum. This year, the 


1 = company will close with US sales of $15 
^^ million-20 million (Rs 66-88 crore). That 
would be up from zero last year. But Sal- 


i 


| 





danha himself admits that gross mar- 
ginson these will be small, maybe 20-30 
per cent, instead of twice as much on 
discovery. The reason: the company is 
merely sourcing three products from 


US-based players and selling them | 
Glenmark the growth it needs to fulfil in- 
i vestor expectations. If oglemilast fails, it 
| would not only hit investor confidence, 


there. It has no approvals of its own and 
is using these products to establish a re- 
lationship with the trade. Saldanha says 
margins will improve when it starts us- 
ingthe costarbitrage between India and 


| the US, the regular route for Indian 


companies. It has begun filing for regu- 
latory approval for its own made-in-In- 
dia medicines last year. (Generics ap- 
provals in the US take 12-18 months.) 
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| could be alot harder than it sounds. 


__ PHARMACEUTICALS 


But the US market for generics, 
worth some $20 billion, has witnessed a 
bloodbath in recent times. Price wars 
have brought behemoths like Ranbaxy, 
the largest Indian drug maker in the US, 
to its knees. Margins have shrunk 
rapidly. Growth seems to be coming en- 
tirely from the variety of offerings, not 
the success ofa few. “Glenmark does not 
have the scale to support a strong 
pipeline right away — it will take time,” 
points out one investment banker. 

The company has begun exporting 
bulk drugs — the raw materials that 
lend a drug its potency — to various 
generics companies in US and Europe. 
This market is a lot more competitive, 
with Chinese players also gearing up to 
supply to the US. To boost its finished 
product basket, Glenmark has part- 
nered with Chennai-based Shasun 
Drugs for a basket of generics. But its ef- 
fect will be felt only a year from now, 
since filings from this partnership are 
yetto begin. 

Another arrangement, with US- 
based mid-sized generics player KV 
Pharma, is taking time to kick off. KV it- 
self is believed to be on the block. 

"The base business, especially in the 
regulated markets, is still in the invest- 
ment phase and would contribute less 
than 50 per cent to Glenmark's total 
profits over 2005-06 to 2007-08," says a 
Citigroup note dated 10 October. A re- 
port from DSP Merrill Lynch, which is 
otherwise bullish on the company, 
states: "The biggest challenge is to scale 
up to a sizeable $100-million to $120- 
million revenue base." 

The company's other markets — 
Brazil, Africa and Russia among them 
— are growing strongly. Its Indian fin- 
ished medicines business now has a 
broader therapy basket. The Indian 
market itself is showing a revival after 
some brutal price wars and changes in 
the tax regime. 

Yet, these alone cannot guarantee 


itwould also restrict the companys abil- 


| ity to invest in other businesses. 
Saldanha is as buoyant as anyoné ° 


who has just concluded two multi-mil- 
lion-dollar deals would be. "From here 


; on, it's beating the odds," he says. That 


^ 
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E A brand new era of extra Reach and extra Reliability 
is taking shape. 
Are you connected? 
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GAILTEL, RAILTEL and Power Grid have signed an MoU on 28th October, 2005 aiming to offer 
Rie over 60,000 kms of optic fibre backbone network through a single entity. 
GRAILTEL EH 
Serviced by GAIL [India] Limited — 
DANTE! ureref. 
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Manesh Patel is partner 
(risk & business solutions), 
Ernst & Young 


What's 
new in 
the 
revised 
Clause 49 
and how 
compan- 
ies can 
comply 








Making India 
Inc. behave 


ITH less than 50 days to go | 


before Clause 49 of the 
Listing Agreement comes 
into effect (it comes into 
effect on 1 January 2006, 
which means the first compliance report must 
be filed on 31 March 2006), people are still argu- 


ing whether itis good or bad. There has been lit- | 


tle consensus so far on what it means for corpo- 
rate India and its implications from an 


implementation standpoint. There are two | 
main questions which need to be asked. First, | 


what's new in Clause 49? And second, what will 
it take to achieve compliance? 


What’s New In Clause 49? 


The revised Clause 49 has suitably pushed for- 
ward the original intent of protecting the inter- 
est of investors. Specifically, five broad themes 
are prominent: 

E Clarifying and narrowing the independence 
criteria for directors; 

E Enhancing the roles and responsibilities of 
the board; 

B Improving the quality and quantity of dis- 
closures; 

W Consolidating the roles and responsibilities 
of the audit committee in all matters relating 
to internal controls and financial reporting; 


W Enhancing the accountability of top man- | 
| pliance with the companys code of conduct. 


agement — specifically the CEOs and CFOs. 


Within each of these areas, the revised | 


clause manages to push the envelope further 
into the realm of global best practices (and 
sometimes, even beyond). Some illustrations: 

1. Glarifying standards of independence for di- 
rectors: The requirements for independence 
have been made much more onerous. In this 
area, the Indian clause is perhaps the most de- 
manding of any legislation in the world. It re- 





quires a ‘cooling-off period’ from any member | 
ofany advisory firm (not just statutory auditors, | 


but also lawyers, consultants, internal auditors, | 


etc). The cooling-off period, at three years, is 


also the most stringent anywhere. The stan- | 


| 
| 
| 


dard in the western world is generally one year, 
and that too is restricted to statutory audit part- 
ners who have been associated with the com- 
pany. It has been argued that this stringent 
measure is more likely to deprive a company of 
competent independent directors rather than 
enhance independence. 

The requirements relating to the number of 
independent directors remains unchanged 
from the original clause. However, much dis- 
cussion has followed a recent qualification 
from the Securities and Exchange Board of In- 
dia (Sebi) that government nominees on 
boards should not be considered independent. 
This was not explicitly stated previously. 

2. Clarifying and increasing the responsibilities 
of the board of directors: Another recurring 
theme ofthe revised clause is to enhance the re- 
sponsibilities of the board. As a part of (or, per- 
haps, a consequence of) this, a large number of 
matters which were not explicitly part of the 
board's role have now been explicitly included. 
Among them are the following: 

E The companys compliance with all applic- 
able laws; 

E Enhanced oversight of a company's sub- 
sidiaries; 

E The board is now also required to review 
the companys risk management framework; 
W Board members have to sign-off on com- 


3. Improving the quality and quantity of disclo- 
sures: There has been an across-the-board in- 

crease in the number and quality of disclosures 

required, including directors' shareholding, re- 

lated party transactions, use of funds raised 

through public issue, any changes in account- 

ing policies and practices, etc. This has gener- 

ally been accepted by most parties as a step in 
the right direction. 

4. Consolidating the primacy of the audit com- 


mittee in all matters relating to internal con- ` 


trols and financial reporting: Changes in ac- 
counting policies are now required to be 
reviewed by the audit committee, financial 
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statements of subsidiary companies are re- | 
quired to be reviewed by the audit committee, | 
"« andthe management's discussion and analysis | 
^ (MD&A) section of the annual report, which | 
- was previously only a board responsibility, now | 
needs to be reviewed and cleared by the audit | 
... committee before going to the Board, etc. d 
-> 5. Enhancing accountability of the CEO and | 
CFO: This has been done through the | 

| 

| 

i 

| 

| 

I 






'* CEO/CFO certification process (inspired by the 
Sarbannes-Oxley Act ofthe US). The CEO and 
CFO are now required to certify to the board at 

:;.; deast annually on matters relating to accuracy 
> of financial reporting, evaluation of design and 
- operation of internal controls, disclosure of any 
icant changes in internal controls and | 
osures of frauds, etc. 
ost corporate managers and investors 
U nowagree 'that while it could be argued that the 
- requirements involve a significant amount of 
effort, there can be no doubtthattheserequire- | 
ments are an essential step towards bringing - 
` Indian capital markets and governance stan- 
dards in line with the rest of the world. 


What Will it Take To Achieve Compliance? — 


\chieving compliance in many of the areas will 
- be straightforward enough — since many re- 
quirements are of a go/no-go nature (for exam- 
number of independent directors). But | 
e of the other requirements will require sig- 
| ant effort if a company aims to adhere to | 
eee the spiritofthe regulation. 
` 1. Board composition: While the requirements | 
are fairly explicit, given the narrowing ofthe de- 
finition of independence and the clarifications | 
around government nominees, many compa- 
nies will have to quickly re-jig the composition 
-< oftheir boards to meet the deadline. 
. 2. Board procedures: A significant number of | 
responsibilities have been added to the 
functions. Asa result of this, Board | 
agendas will have to be carefully | 
ught through to ensure that all the require- | 
= ments of the clause are covered by the board 
during the course ofthe year. i 
3. Legal compliance: One of the more stringent | 
requirements is for the board to review compli- | 
. ance with all applicable laws. Historically, | 
, Pompini declarations in companies have | 
been high-level affairs with most senior män- | 
i 
| 
| 
| 























kel ‘agement signing off blindly on one-line 'catch- 
all’ declarations. The new requirement has fo- 
.cused the minds of board members to look at 
specific regulations and their requirements. It 
has also called for them to get far more specific | 





statements on compliance. This will, therefore, 


| lead to significant effort in terms of identifying 


all applicable laws, identifying all the compli- 
ances within these laws, reviewing the compli- 
ance status for each identified requirement, 


| and following through with a system to track - 
| this on an ongoing basis. 
4. Risk management: The requirement for 


boards to ensure that all significant risks are 
managed through a well- -defined framework 
will also require a substantial amount of effort. 


` The task is to identify all the risks applicable toa 
| company, cull out the most significant risks, 


and finally, identify owners for these key risks 
and putin place mitigation plans. 

Of course, the company would also need to 
put in place the structural elements of a risk 


| policy (such as building a risk register, a frame- 


work to track progress on mitigation plans) and 
review the risks on a continuous basis, etc. 
5. Internal control evaluation: While internal 


controls are generally in place in all quality or- 
-ganisations, the real effort will be spent in ` 


building the evidence around the evaluation of 
these controls — the specific identification of 
risks and controls within processes, perform- 


| ing walkthroughs to validate design effective- 


ness, and testing to evaluate the operating ef- 
fectiveness of the controls. 

Clearly, at least the companies with ‘best- 
in-class’ governance practices are steeling 
themselves for this process {most have already 
taken the first steps down this path). ` 

And while all of them are concerned about 


| the costs, most are also aware that this isa 


process which yields substantial benefits in the 
long run. (That's what the US experience is be- 
ginning to show). : 
A word of caution though: the Narayana 
Murthy Committee on Corporate Governance, 
whose recommendations form the core of the 
new Clause 49, was specifically setup by Sebi to 
reduce the divergence in reporting and gover- 
nance standards among listed companies. 
While the revised clause touches upon all 
the right issues and aims for enhanced gover- 
nance, in the absence of specific implementa- 
tion guidance from Sebi, most companies are 


interpreting the clause in the way most suitable ` 
to them. This is hardly likely to reduce the di: ` 
vergence in disclosures and governance piac- | 


tices. There is, thus, an urgent need for Sebi to 
issue appropriate implementation-focused 
clarifications to ensure that all companies take 
the exercise seriously and the aim of enhancing 
corporate governance is truly fulfilled. B 
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ASIAN BUSINESS 





Koreas 
Gold Rush 


SAMEERA ANAND from Hong Kong 





| 
RIVATE equity funds and ven- | 
ture capitalists are so activein | 
Asia that it takes the whiff of a 
deal to set their investment | 
radar buzzing. And successful | 
cash-outs are like honey- 
combs that are attracting more bees to 
the region. Nowhere has this been more | 
evident than in South Korea, which was | 
referred to as “the poster child for suc- 
cess following the South Asian crisis”. 
South Korea opened its doors to private 
equity early, and investors rushed in. 
The country’s $680-billion economy 





ccessfully comple 









í Di 


z= 


Private equity 
investors have 
struck lucrative | 
deals. But recent | 
events suggest 
that the good 
times could 
soon be over 
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£ the acquisition of controlling 


7a 
ntérest.im- Korea First Bank was evident, Newbridge 
Capitali elections had to be less public in the 
> Z = nailing ronment eaffíër this year 
"onm | 


places itatthe 1 1th position in the world 
and No.3 in Asia. It began 2005 on a pos- 
itive note: household spending was up, 
and there were chances of improved re- 
lations with the North (resulting largely 
from the North's openness to nuclear 
disarmament). Growth rate estimates 
for 2005 hover around 4 per cent, and 
suggest an increase to 6 per cent for 
2006; current account surplus forecasts 
stand at $20 billion. The numbers are 
not dramatic, but they suggest 
an end to the period of stagna- 
tion. The growth rates are 
higher, anyway, than in many 
developed countries. 

For private equity players, 
these developments are the 
icing on the cake. South Ko- 
rea's appeal lies more in the 
history of private equity firms 
there than in the macro num- 
bers mentioned. The Carlyle 
Group (TCG) created history 
in April 2004 with the single 
largest Asian private equity 
exit at the time. It sold its con- 
trolling interest in KorAm 
Bank to Citigroup for $2.7 bil- 
lion. TCG had originally in- 
vested $350 million and JP 
Morgan Corsair II had inves- 
ted $100 million for a 40.5 per 
cent stake in 2000; the specula- 
tion is that the investors 
earned a profit of close to $1 
billion. 

This is the economy where 
Newbridge Capital multiplied 
its capital through one invest- 
ment when Standard Char- 
tered bought its 48.6 per cent 
stake in Korea First Bank. Hav- 
inglost its KorAm bid to Citigroup, Stan- 
dard Chartered was obviously still hun- 
gry for a piece of the action. The deal 
was so lucrative that Newbridge is loath 


REUTERS 


| todrawtoo much attention to it. Dallas- 
| based Lone Star has allocated $3 billion 


of a $5-billion fund for investment in a 
region comprising Japan and South Ko- 
rea; it already owns 51 per cent of Korea 
Exchange Bank, the country's fifth 


| largest lender. 


a 


ra’ 
However, recent events have made uds 


many wonder if the South Korea gold 


| rush is over — especially for foreign pri- 


vate equity investors. 
Foreign private equity firms in South 
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< Korea now face a hostility which could 

- hamper their investments in future. 

_ Earlier this year, a Bank of Korea report 

. advised banks to avoid selling stakes to 
foreign private equity funds. This was 
rooted in the criticism of funds which 
had realised significant profit when 
cashing out their investments in local 
banks, but were not subjected to tax in 

55^ South Korea. On 30 September this year, 
-= five foreign funds (speculated to be The 
Carlyle Group, Lone Star, AIG and West- 
brook, although neither the country’s 
National Tax Service nor the funds have 
confirmed this) were levied $209-mil- 

.... lion penalties for tax evasion on past 
|| profits booked on deals. It is also ru- 


..- moured that cases could be filed against ; 


specific fund managers. 


The criticism of foreign funds has | 


spawned a new breed of investors en- 


ns . couraged by the government. Last year, | 












itslegislation was amended to allow de- 
velopment of a domestic private equity 


ously find compelling. Dr Byeon Yangho 
‘lefta senior ministry of finance position 
to launch Vogo, a domestic private eq- 
-uity fund. His vision for Vogo is shared 





‘Korean investment banking, and Lee 
Jaewoo, the country head of Lehman 
*; Brothers Holdings, both of whom 
-joined him. With its slogan ‘Truly Ko- 


p rean, Truly Global, Vogo raised | 


-$500 million from 13 local investors. 
Í Michael Kim, TCG's Korea-based 
- :- Asia co-head and son-in-law of the for- 
. mer Korean prime minister had earned 


the nickname 'Goldfinger' for hisability | 


to earn the fund fabulous returns. He re- 
_ signed early this year to set up his own 
_ fund, MBK Partners, which has raised 
: over $1 billion. Speculation is that Kim 
knew the writing on the wall and left be- 
forethe going got tough for foreign firms 
<`: in the country. It is estimated that seven 
: local funds have raised money since the 

» beginning of 2005. 
Domestic funds have mushroomed, 
and more money is being raised by the 


<: entrenched foreign players. There are | 


also new players in the arena, including 
> heavyweights like KKR, which has set up 
offices in Hong Kong and Tokyo. All this 
."hasled to a situation where large capital 
_-- 4s chasing deals at a time when deal 
: © sourcing is getting more difficult. 
The Asian financial crisis created a 


; industry, an opportunity many obvi- | 


‘by Jason Shin, Morgan Stanley's head of | 





Stakes bagged by foreign private equity firms 


Private Asset 


equity firm (88) 
Korea 

| Exchange 
Bank 


Stake Si 





KorAm Bank 





Korea First 
Bank 





Hana Bank 














treasure of opportunities for those will- 
_ ing to put capital at risk. That situation 
| seems well behind South Korea now. 
| “Korean deals are now few and far be- 
tween, and it is almost impossible to 
break into the good ones,” says Arindam 
Bhattacharjee, fund manager, Emerging 
Markets Investments LLC. To get a sense 
of the magnitude of the downturn, take 
a look at Thomson Venture's numbers: 
$222 million was raised in private equity 
in South Korea in the first six months of 
2005, down significantly from $2.8 bil- 
lion for the same period last year. 
Corporates flush with cash are also 


bought by Doosan Heavy at a more ag- 
gressive valuation than that offered by 
the interested private equity players. 

The time and complexity involved in 
closing deals is increasing across Asia, 
including in South Korea. ‘Herd mental- 
ity’ is causing detrimental effects, with 
the usual suspects chasing the same 
deals. The resultant demand-supply 
imbalance could adversely impact due 
diligence and valuations. 

Deals still glimmer on the horizon 
and some investors are undeterred by 
their current lack of popularity. On 4 Oc- 
tober, Goldman Sachs announced the 
| acquisition of a 9.5 per cent stake in 
| Hana Bank, the country’s fourth largest 
lender, for $500 million. Temasek al- 
ready has a 9.8 per cent stake in the 
bank. Goldman Sachs hopes to repeat 
| the success of its 1999 investment in 
| South Korea's Kookmin Bank, on which 
it reportedly doubled its money. Forth- 
coming transactions involving Korea 
| Express, Korea Life, Hyundai Construc- 
tion, Woori Financial and the Daewoo 
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bidding for assets. Daewoo Heavy was | 





1 
affiliates are being eagerly anticipated. ‘ 
Earlier this year, Jinro, the leading 
manufacturer of the country’s tradi- 
tional rice liquor soju, was sold. Jinro is 
seen as a symbol of Korea and all things 
Korean. The sale saw many hiccups en 
route to its successful completion. Its 
history dates back to 1998 when Gold- 
man Sachs started acquiring Jinro 
bonds. Goldman Sachs used its position 
as the largest creditor to force the com- 
pany into bankruptcy and drive the 
M&A process. After the sale, South Ko- 
rea's deputy prime minister and finance 
minister, Han Duck-soo, told the Na- 
tional Assembly: "If they (Goldman 
Sachs) made profits in a lawful way by 
accepting risks in their acquisition, we 
cannot say it is a leak in national 
wealth... . The chance to acquire Jinro 
debts was open to both domestic and 
foreign investors, and the most impor- 
tant standard in taking over the debts 
was the acquirer's willingness to accept 
the risk. If the debts had not been sold to 
Goldman Sachs at that time, Jinro À 
would not be the company it is today." 

Although Han Duck-soos com- 

ments were made with respect to a debt 
portfolio, the argument could be 
stretched to private equity investments.» 
It reflects a level of maturity which ac- 
knowledges that those who take large 
risks should not be criticised when they 
reap larger rewards. 

Atleast, that is what foreign private 
equity investors focused on South Korea 
must be hoping for. Going forward, it * 
will be hard enough for them to sniff out 
profitable opportunities without also 
having to contend with a hostile local 
environment. | 
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‘Risk-appetite is 
diminishing’ 


Smitten by India’s growth story, 
William Kennedy, managing director 
and director, investment research, 
Citigroup Global Markets, recently 
paid a visit to the country. One of his 
objectives was to oversee the 
expansion drive of Citigroup’s 
research operations here. In charge 
of serving Citigroup’s institutional 
and individual investors across the 
world, Kennedy’s team employs 340 
analysts across 22 countries to do 
fundamental research on 2,800 
stocks. Kennedy spoke to BW's 
Manas Chakravarty and Rachna 
Monga on how investment is 
evolving across the world and how 
Citigroup plans to tap the 
opportunity. Excerpts: 


W On theoutlook for emerging markets 

W Our general view is that as the expec- 
tations ofa rise in US interest rates grow, 
we will start to see two trends. First, the 
spread on emerging market debt is ex- 
pected to widen from its historical lows. 








Second, you will see much more volatil- 
ity in both developed and emerging 
markets. We are starting to see more in- 
tra-day volatility. Also the risk-appetite 
of investors is beginning to diminish. In- 
vestors on a global scale are taking a 
more cautious stance. Our global strate- 
gists are recommending an under- 
weight position in the emerging mar- 
kets in Asia as well as Europe. 


B On whether India can bean exception 
W India also will continue to witness in- 
creased volatility. But its long-term eco- 
nomic growth story will continue over 
the next 3-5 years. Our research team is 
going to cover 120 stocks in the Indian 
market over the next 12 months and we 
hope to... help global and local in- 
vestors in India to have a more stock- 
specific approach, since that is going to 
work in future. We will hire more quality 
analysts with sector expertise. 


B On valuations 

W I think they are high, considering 
where the interest rates could be. But 
that said, we haven't seen big opportu- 
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nities in other parts of the world. We ex- 
pect the long-term return from US equi- 
ties to bein the range of 2-7 per cent. So I 
think you have to look at valuations in 
the context of growth opportunities. 


W On ramifications of a rise in US inter- 
est rates 

W We have seen a couple of trends 
among our investors. First, there is un- 
precedented cash flow that has been 
generated across the world. Over the 
last three years, firms have been averse 
to investing and so capital expenditure 
has been small. Therefore, the free cash 
flow generation is at its historical high. 
Also, balance sheets are in better shape 
than ever. So we find more interesting 
opportunities in the developed mar- 
kets. Some investors are making a con- 
scious effort to eliminate 'higher risk- 
higher return’ components of emerging 
markets and going back to the devel- 
oped markets. Within developed mar- 
kets, the mega-caps are trading at cheap 
valuations relative to mid-cap names. 


W On Citigroup's plans for India 

W We started expanding our Indian op- 
erations in middle of 2005 and our team 
ofanalysts has doubled. We are trying to 
leverage our global platform by having 
analysts in China, India, Asia, the US 
and Europe interacting with each other 
and working on key thematic research. 


E On global expansion plans 

Bi We are basically looking at the BRIC 
(Brazil, Russia, India and China] coun- 
tries. In 2005, we had a brand new re- 
search team in Russia. We are looking at 
greater potential in Brazil in 2006. We 
have been in China for a couple of years 
and are now planning to expand our 
coverage. But our developed markets 
coverage is not increasing as much. We 
are trying to include low market-cap 
stocks in our coverage, particularly 
those that are not covered by other re- 
search firms. 


E On the wealth management industry 

W Studies have shown that over the next 
10 years, wealth management will be 
the fastest growing segment within thé 
financial services business. In India, our 
business has been purely institutional 
till now. But we hope to tap the retail 
segment over the next 3-5 years. a 
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The Week grows in ABC. Yet again. 


á The latest ABC is out. So is the good news for media planners. The Week, 
the only GIEM in ABC, registers considerable growth yet again. And the 
circulation leaps to a new high to stand at 2,12,261 copies. Now, don't you l WO: 
have more reasons to put The Week in your media plan? Your weekly newsm 
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Software products 


GUNJAN BAGLA 


ESPITE management chal- 
lenges and market tribula- 
tions, Computer Associates, a 
US software product com- 
pany, has made $3.7 billion in 


annual revenue with just | 


15,600 employees. In contrast, Infosys 


(which has a much higher market capi- | 


talisation) needed 36,800 employees to 
produce $1.7 billion in revenues. 
Among Indian software services com- 
panies (by the metric of revenue per 
employee), Satyam was the top per- 
former, with $83,256 per employee, ac- 
cording to Marketguide.com 

Computer Associates is no fluke, nor 


is it a particularly special case. Oracle, | 


Symantec and Microsoft all exceed 
Computer Associates in revenue per 
employee. Israel-based Checkpoint 
makes more than twice the revenue per 
employee of Satyam. S.A.P. of Germany 


T.M. Ravi, CEO of Mimosa Systems 


A fresh wave of Indian entre- 
 preneurs are trying their hand 


at the software 


does more than three times better. 
What's wrong with this picture? Well, 
it's not really a fair comparison. Satyam, 
and Infosys are in software services. Or- 
acle and Microsoft are product compa- 


| models ensure that product companies 


can boast of few true software product 
firms. But there are signs of change. A 
new breed of entrepreneurs are getting 
into the scene. Here's a look at a few: 





Quiet Revolutionaries 


Mimosa Systems: This start-up has es- 


tablished itself in Pune. Even though its | 
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| nies. The very nature of the business | 


have far more revenues per employee | 
than service companies. So far, India | 


product game 


| headquarters is in California, 30 of its 65 








employees are located in Maharashtra. 
The Pune employees are responsible 


| not just for developing specific software 


features, but also for the technology ar- 
chitecture of the products. T.M. Ravi, 
CEO, says Mimosa has pioneered a new 
approach to distributed product devel- 
opment by leveraging offshore and on- 
shore teams that collaborate everyday. 

The Mimosa team in Pune is in- 
volved in the entire product develop- 
mentlife cycle spanning conception, re- 
search, architecture, development, doc- 
umentation, testing and support. It 
claims success in quickly delivering 
products to market by using round- 
the-clock development across time 
zones. Ravi calls this "chasing the sun". 

Mimosas first solution, NearPoint, 
enables users to archive, backup and re- 
cover email. Anyone who has suffered 
an Outlook corruption or Exchange 
crash can appreciate the value of this. 
"We use unified messaging, where 
email, fax and voicemail are combined 
within Microsoft Exchange. The built-in 
archival tools from Microsoft were not 
robust enough for us," says Bill Bragg, 
director (IT) at Sears Home Improve- 
ment, an early customer. "It is really im- 
pressive that Mimosas integrated solu- 
tion addressed all our email manage- 
ment challenges." Ravi says the prod- 
uct's only real competitor is California- 
based giant Symantec, which now offers 
Enterprise Vault, a similar software. 

Like so many Silicon Valley entrepre- 
neurs, Ravi began his career at Hewlett- 
Packard (HP), a company which is often 


affectionately called the ‘mother hen’ of ^! ` 


start-ups. After leaving HP, he founded 
Media Blitz, which was bought by 
Cheyenne Software. Cheyenne was, in 
turn, swallowed up by Computer Asso- 
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ciates, where Ravi became vice-presi- 
dent (marketing) for Unicenter. His co- 
founder and chief technology officer at 
Mimosa, Roy D'Souza, has previously 
worked for Intel and spent three years 
leading the tech team at start-up Rivio. 
Most recently, he directed systems ar- 
chitecture at Brocade in California. 
NearPoint was released in May. 
According to its lead investor — Sumant 
Mandal of California-based Clearstone 
Venture Partners — Mimosa has picked 
up revenue momentum very quickly. 
Skelta Software: If you visit Koraman- 
gala in Bangalore, you might not even 
notice little Skelta Software on Eighty- 
Feet Road. The area is home to tech 
giants like IBM and Mphasis, each with 
thousands of employees. But Skelta 


CEO Sanjay Shah and his 65-person | 


team are quiet revolutionaries. Like Mi- 
mosa, they too build software products 
in India and sell it to the West. “Sixty five 
per cent of my customers are from 
North America and 25 per cent are from 
Europe. They include Motorola and 
Siemens-Westinghouse,” says Shah. But 
Skelta's products have been entirely de- 
signed and developed in India. 

Shah is a graduate of IIT Bombay 
and Virginia Tech University. After stints 
at Tektronix and Mentor Graphics, Shah 
founded two companies: Accel, a com- 
puter retailer, and iCode, an enterprise 
software developer. 

R&D, training, technical support, 
marketing and international sales are all 
handled from India. Even the marketing 
materials such as brochures and 
demonstration CDs are designed here. 
Conventional wisdom used to dictate 
that marketing and sales need to be lo- 
cated in the market where the product is 
sold. But, to borrow from Thomas Fried- 
man, the world has become flatter. With 
its India-centric approach, Skelta may 
givesome ofthe software blockbusters a 
run for their money soon. 

Skelta's productis a business process 
management (BPM) and workflow au- 
tomation framework. According to the 
Aberdeen Group, a tech research firm, 
the BPM market has been growing at 
over 20 per cent for the last four years. 
Similar growth is expected to continue 
until at least 2009. Skelta's direct com- 
petitor is Captaris, a Nasdaq-traded 
company. Captaris has 400 employees 
and made $86 million in sales in 2005. 





Ultimus, a private, 200-employee firm 
in the US, also offers a similar product. 

Shah says revenues year-on-year 

have grown by more than 100 per cent, 
and will exceed $3 million this year at 
current run rates. 
Centrata: Famous Silicon Valley venture 
capitalist (VC) Vinod Khosla has put his 
money in Centrata, which provides IT 
catalogue management solutions and 
has a heavy footprint in India. Says Cen- 
trata CEO Dave Peranich: "In the con- 
servative business climate of the last 
four years, the only young technology 
companies that survived have been 
those that learned early on to control 
costs and be lean and mean opera- 
tionally. For Centrata, this meant off- 
shoring a significant part of the devel- 
opment team to India." 

Peranich first tried outsourcing to IT 
majors in India, without much success. 
He then set up a wholly-owned sub- 
sidiary. "We were able to ship a new re- 
lease of our core product in record 
time," he says. "However, the link with 
US-based product management is a 
critical Achilles heel that requires signif- 
icant management skills and attention; 
we now supplement US-based product 
management with additional product 
managers in Bangalore." Centrata cur- 
rently has about 40 employees in India 
including developers, quality assurance 
officers and some product managers. 

The Centrata Service Delivery Man- 
agement Suite contains a catalogue of 
basic and enterprise services, a design 
studio and a set of analytics tools to 
measure performance against service 
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Sanjay Shah, CEO of Skelta 
Software, has a small office in 
Bangalore that handles everything 


from product design to marketing, 
R&D and technical support 






level agreements. Peranich reports 
that its typical order size ranges from 
$100,000 for a quick-start project to 
turnkey solutions worth up to 
$500,000. Its only direct competitor 
is California-based newScale. 


Following The Money 


Shah of Skelta says: "Focusing on 
product development has its own set 
of issues such as gestation, rapid 
change in market and technology 
trends, long-term support, and market- 
ing and product management. While 
there are many entrepreneurs who have 
great product ideas, India just does not 
have the breadth in finance options 
that the US has to foster start-ups and 
incubate ideas..." 

That may change soon. California 
VCs such as Deepak Kamra of Canaan 
Partners and Sangam Pant of Evercore 
Ventures are pouring money into firms 
with product development in India. 
Pant invested in StorePerform, whose 
retail software is used by giant US chains 
including Sears and CVS Pharmacies. 

Clearstone Venture Partners, Mi- 
mosas investor, previously funded suc- 
cesses like Paypal (bought by eBay), 
Overture (bought by Yahoo!) and United 
Online. Now Clearstone is coming to In- 
dia formally— partner Sumant Mandal, 
issettingup in Bangalore later this year. 

Mandal is a big believer in real-time 
collaboration. “Our portfolio compa- 
nies often set up a ‘virtual water cooler’ 
for engineers on both continents to in- 
teract. They use tools such as ‘wikis’ [in- 
teractive text postings based on the 
Wikipedia concept] to share informa- 
tion quickly and effectively,” he says. 

These small companies are just a 
few of the dozens, if not hundreds, that 
are striving to build software in India. 
Those that survive will go on to bring 
out Indias own Checkpoint or S.A.P It's 
justa matter of time. 





Theauthor runs Amritt Ventures, a 
fee-based advisory service that helps US 
and Indian companies work together 
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The author is a freelance 
c. journalist which, he says, 
isa euphemism for being 
9". unemployed. 


. We, in 

. India, lose 
. out on 

. the wealth 
. generated 
in 

= societies 

. which 

. encourage 
nightlife 
and 
 entertain- 
ment 














ROMOTING fun is good econom- 
ics. Societies which promote fun 
and entertainment prosper like the 
Christian west of the white man 
and, less so, the Buddhist-Confu- 
cian economies of East and South-east Asia. 
Kill-joy societies languish like the Islamic na- 
tions from Algeria to Pakistan. See-sawing in 
between these examples is India, which unfor- 
tunately displays Islam's repressive traits more 
than those of a carefree western liberalism. So 
welose out on the wealth generated in societies 
which encourage nightlife and entertainment. 


i. Contrast, for example, the attitudes towards 


betting in the West with those in India. 
Western societies realise it's human nature 
to bet. So in Britain, you can bet on anything. 


On what David Beckham will name his kid to. | 
| Gambling Commission. Japan and Thailand¥* 
Harry will finish his military training. This kind | 


who'll be the next James Bond, or if Prince 


of betting is fun, nothing else. In fact, an Eng- 
lishwoman bet 11 years ago that her healthy 
89-year-old mother-in-law would live to be 
100. She won the bet and got £12,500. Taking 
these bets are licensed bookmakers whose 
shares are traded on the stock exchange. 

But in insane India, you can legally bet on 
the performance ofa horse at a race course but 
not on the performance of a cricketer. Even 
Nepal permits online betting on games like 
cricket, football, golf and horse-racing. Sports 
betting on the Net is a whopping £9-billion 
industry worldwide but India criminalises it. 

Prosecuting bettors or gamblers is unheard 
of in western societies. But the Indian state 
arrested a huge 350,649 individuals for gam- 
bling offences in fiscal 2000-2001. And horror of 
horrors, 85 per cent of anti-gambling prosecu- 
tions end in conviction, while the conviction 
rate for murder and kidnapping is 35 per cent 
and 28 per cent respectively. In India, the more 
trivial the ‘offence’, the surer is punishment. 

By equating entertainment with vice, India 
aborts the development of its tourist industry. 
Our politicians dont realise that without enter- 








killjoy cultures 


tainment, tourists won't come. Straight-laced 
Singapore has understood this. It has lifted a 
40-year-old ban on casinos imposed by the leg- 
endary Lee Kuan Yew whose father had 
pawned his wife's jewellery to finance his ad- 
diction to blackjack. The island was losing‘ 
tourists to territories with casinos like Malaysia, 
Macau and Myanmar. Singapore is now build- 
ing two Las Vegas-style casinos at a cost of $3 
billion. (Nepal's casinos also attract tens of 
thousands of Indians seeking recreation.) 

India is actually missing out on the global 
entertainment boom which prompted Britain 
to abolish a 9 per cent tax on betting wins in 
2001. Now Britain has passed a gambling bill 
that will allow 24-hour Las Vegas-style casinos 
with unlimited jackpots from slot machines. 
The bill includes a provision for a regulatory 


are also debating opening casinos, which are 
being viewed as an economic necessity. 
Aself-congratulatory Indian trait prevents 
us from seeing that international tourists see 
India and Islamic nations as kill-joy destina- 
tions. They are right. If Bill Gates wanted a beer 
ata Taj restaurant in Delhiat 1 a.m., he wouldn't 
beserved. The city’s excise rules permita last or- 
der for liquor only till 12.45 a.m. — all this in an 
age when the world has moved to 24/7 enter- 
tainment. If India had nightclubs, casinos and, 
perhaps, a Disneyland, it could blossom as a 
desirable tourist destination. After all, India is 
unique in being the world’s biggest Hindu civil- 
isation, with 95 per cent of the world’s Hindus. 
Indian politicians cannot see that casinos 
can actually regenerate a derelict area. Las Veg- 
ass wealth comes from its gambling and enter- 
tainment industries. Britain is thinking of reviv- 
ing Blackpool, a town fallen on bad days, by 
locating a super casino there to boost tourist 
traffic and local employment. Forget casinos, 
India doesn't even think of getting a Disney? 
land. Tokyo has one, so does Hong Kong, and 
China is thinking of one for Shanghai. Butall we 
have is a pathetic Appu Ghar in Delhi. m 


BUSINESSWORLD 60 14 NOVEMBER 2005 


4 


^ 


BW Management Education 


[ei AN MS Programs 


Distance Education Distance Learning 





š —Highlights 
hd M S (Finance) Duration: Two years for each Program 


Eligibility: Graduates (any discipline) 
@ NM s (Accounting) MS (Finance) leading to the CFA Charter from CCFA 
e MS. (Banking) 


MS (Accounting) leading to the CPA Designation 
e MIS (Insurance)* 


MS (Banking) leading to the CBM Designation 
MS (Insurance) leading to the CRIM Designation 
* Granted accreditation of 8 papers, subject to maximum of 150 credits at 
Advance Diploma level of Chartered Insurance Institute (CII), UK and 


Quality Courseware 

Web Support on 24 x 7 basis 
MS (Insurance) graduates need to complete 5 more papers (140 credits) 
leading to ACII designation, subject to Cll Membership rules. 





Examinations four times a year at 100 Test Centers 
Educational Loans 


DXEGB JB D: O: D. D: gi 





For details and prospectus, please contact : 
ICFAI Center for Distance Education, 
23, Nagarjuna Hills, Punjagutta, Hyderabad 500082. 
Ph:040-23430431-36, Fax: 040-55639711. Email: info @icfai.org 





www.icfai.org 











We help you read the future. 
Here's something to plan it. 


To help you keep track of the coming year, Businessworld brings you a unique leather bound Planner. 
So fill out the form below and mail it to us immediately. After all, it’s best to plan ahead. 


Planner: * Dimensions: 15cm X 20cm * One page per day for better planning * Project Plan Notes * Finance Notes 
* Seperate sections for appointments and addresses * 3 year Calender * Price: Rs. 799/- 


*Till stocks last. 





: 





Read Business. | Businessworld | 


I would like to order a Planner | | Tan Í | Black 


Pin {esser 


Cheque No DD No. (In favour of ABP Pvt Lido: _ pount of 
Rs, 699/- to my credit card. MEDI di [ | Card No. 


Card expiry date TIC] Í ËI CVV N 









Card member's name 












^d (last 3 digits on the signature £ of Card) Signature , soe 
Mail this coupon along with the Cheque/DD for Rs. &99/- H rg. 
New Delhi- 1 10002, Ph: 011-23702 170, e-mait businesswortdsubscription 
For bulk orders and further information. please contact: Delhi: 
Kolkata: Ashish Das Gupta, Tet: 033-22600745; Bangalore: R. Katia, Tel: 080-2558 8127; Chennai: R. Sudhakar, 
Please allow 4-6 weeks for the final 





abprmall. com 
angeeta Biswas, Tel: 011-2370. 2170-79; Mumbat Arvind Patil, Tel: 022-24962387; 
31 7147, 





Tek 044-2813 1278/9; Hyderabad: Suman Sarkar Tel: 040-2331 
delivery of the Planner. 


























Shantum is still denying that | 


his consumer feels. Instead, 
he wonders about pricing 

or packaging elements. 
“Why emotions?" he asks. 


MEERA SETH 





This is the concluding part ofa three-part case study. 


NUJ was exasperated. Until three weeks 
ago, he was grappling with how to make a 
credible TV commercial (TVC) for a staid 
product like nimboo paani. Mercifully for 
him, inspiration had come in the form of 
Ravi Reddy, the emotions analysis man. 
Now, just when life was looking up, his 
boss Shantum Misra was trashing Ravi's theory. 
Anuj bounced the issue off a creative director at his ad 
agency. He said: "Look, what we need now is to create a desire, 


, anaspiration for nimboo paani in the face ofthe colas. So lam 
“also selling health and hygiene. Or maybe we try and reposi- 
- tion nimboo paani in the minds of people as an aspirational, 
desirable, preferred thirst quencher. And then change habit. | 


Cadbury did that way back in the 1990s when they subtly 
changed the chocolate perception in the minds of people as a 
'kids product' to for everyone' Once the perception changed, 
habits changed. That's the mountain we have to cross!" 

The creative man shrugged and said: "It's your call, Shan- 
tums call. You need to juggle these issues. Point is, if you are 
trying to speak to anyone, whether or not you seek to change 
habits, that person has to pay attention to you! This is a very 


a , crucial payoff that you, an advertiser, must get in exchange for 


the Rs 75 lakh you will pump into an ad. If you want attention, 
you have to work at it. The audience is not going to give you 
that attention because your model looks pretty. He will look at 
the model and not the brand. He is not going to give it to you 
because the music score is good. He will listen to the score and 


T 





. CASE STUDY 


not the brand message. They are going to give you the atten- 
tion because you got their attention! It's such a hit-and-miss 
thing. That crucial inch lies where your presentation is able to 
play music on the consumers intellect and emotions." 

At a subconscious level, Anuj felt there was method to 





Ravi's theory. For something as radical as nimboo paani,he = 


needed to scrape emotions and get to the bottom of the cün- 
sumers heart. But then, there was Shantum, who believed ` 
emotions changed like the weather E 
'Really?' Anuj thought, 'Do emotions change as rapidly as 
that? I thought moods change rapidly, whereas emotions are 
quite intrinsic to ones mental make-up. Even if] went with ` 
emotions, do people emote consciously like Shantum im- 
plied, depending on their social, political, economic environ- 
ment? Are people's emotions a function of their aspirations, - 
dreams, world views, ethos and beliefs? That is, are emotions. 
derived from moods or from beliefs? Moods seem to bevery ` 
fluid and transitory. And I can't really imagine someone like ` 
Ravi spending hundreds of thousands of dollars to predict 
something as spiky as moods! Clearly, his work is with emo- 
tions. Surely there is a story there! Good Lord, where have 1 
come to? Should I drop this and follow Shantum like a pet dog? 
Orshould I keep going so I can examine and understand emo- | 
tions? How else will | understand my consumer? j 
Anuj decided this debate was too rich to be arbitrated off- 

line. The best thing to do was to put Shantum and Ravi to- 
gether. When Shantum met Ravi he said most simply: "Look, ` 
finally it is a 60-second TVC — it is not a miracle pouch that — 
will move the bottles from the kirana to my consumer's home. 
For that to happen there are other acts to be done, other ele- 
ments in the marketing mix to be stoked!” 


"| agree,” said Ravi. "but since this is about a TVC and not — 


the whole brand, tell me, where is the emotional content in 
this TVC that will tie everlasting bonds with the consumer?" 
Disagreeing, Shantum said: "Dont you think you are putting 
too much intensity into analysing the TVC? | mean, how 
much can we pack into a 60-second ad? What, exactly, is lack- 
ing in this script? Unless you tell me the story idea is all wrong.” 

Ravi shook his head: “I agree it is a well-crafted story, even 
if there is no real story, but justa slice of life. After all, you have 
to say a lot in 60 seconds. But, let me take you back to 
Munnabhai. Yt is also a story that talks about one youngster 
who wants to make it big and please all and sundry... but he 
gets his act all wrong. 

*Now notice, there is nothing new about that. We have all 
done it at some stage in our life and fallen flat on our silly faces. 
Yet, why did Munnabhai steal hearts? Mind you, if you take the 
broad storyline, there was nothing spectacular about it. Itwas 
as ordinary a tale as me falling in love and losing the girl to an- 


other. But when I scrape and dig and arrest the emotions.at . o 
each stage (and to do that I need to sit in Munna Bhais shoes. ` 
and feel like he does), then I focus more onthe particularemo- 


tions that bite him than the transactions that are taking place. 


“Your story is only showing transactions. It's the same —.- 


transaction, not different emotions leading to same transac- 
tion, see? It is not scraping and pulling out the emotions. You 
need to do that so your audience is glued to emotions and not 
to a granny moving a trolley. So | ask again, where are the emo- 
tions? For example, when the store manager says 'it has the 


BUSINESSWORLD 63 14 NOVEMBER 2005 








pstudy : 


goodness of nature, what do I have there? A string of four or 
five words which will be gone in a flash ofan eye; did it do any- 


im thingforthebrand? But whip it up and scrape out his emotion. 


Find the why and the how of his emotions and place them 
there on top of the words. We need emotions that express ex- 
actly what an obese 48-year old store manager with a receding 
hairline and ill-fitting clothes feels in his situation. 

"There he is, despite his visible unattractiveness, experi- 
encing ‘nature's goodness. Can you scrape out what he has ex- 
perienced as 'nature's goodness, which from his standpoint is 
so awesome? And if he, a store manager, has expressed prefer- 
ence for ‘nature's goodness’ over other inane things like an 
Aamir Khan on a bottle, or Lara Dutta’s pout... he is saying 
something desperately important about Limone which is expe- 
riential and emotional. Can you stand in his shoes for 15 min- 
utes, become that obese, balding, unattractive but ‘realised’ 
human who swears by Limone? If you did, you will be con- 
necting with lakhs of other men like him. 

“So when you have just 60 seconds of which seven seconds 
are devoted to a store manager making a statement, pack it in! 
Pack in his feelings... and tell your story emotionally.” 

Driving home that evening, Shantum was slowly edging 
out of his cynicism towards the light. But he quickly cautioned 
himself. He had seen enough of these passionate messiahs 
who came to his door, told their fantastic tale (‘Sir, this oil actu- 
ally grows hair back in 17 days!) and walked into the sunset. 

Parts of what Ravi said appealed to him. Parts of what he 
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said made him go: “Naah!” Adding fuel to the proverbial 
fire was Anuj, echoing everything Ravi said with a double 
shake of his head. Shantum was getting annoyed. He stood ex- 


actly where Ravi ended and Anuj began, neither optimistic * 


nor enthusiastic. 


HAT night, he watched Vidhu Vinod Chopra's Mun- 
nabhai MBBS again. That he was seeing it for the 
ninth time was a statistic only his son knew. Sud- 
denly, one scene caused him to sit up. The one where 
Munna Bhai meets the girl's dad in the garden with a bouquet. 
Itlasted all offour minutes; but he was spellbound. Dr Astana, 
the dad, and his dislike for a bum who was throwing love lines 
at his dear girl. Astana, the dean, who had to wear his teacher's 
hat and understand the bum before him. He had once been a 
young bum himself and had thrown love lines at every skirt. 
And there was Munna Bhai, sorry that he had been an ass, re- 
pentant yet unable to voice it, fearful that the truth would take 
away theone girl he had been crazy about since the day he saw 
her. Munna Bhai was trying to build bridges with a man in the 
form ofthe father-of-the-girl-I-love, yet seeing in him a father 
like his own, like someone he himself would be someday. 
Shantum thought: “Did the frame speak so many words? 
No. It was four minutes. Four minutes of fumbling, choosing 
the right words, putting on the necessary act of impressing... 
at this point, what did the audience want? Did they want the 
boy to get the girl? Did they want the father to recover his girl? 
Did they want the father to shake hands with the bum? Did 
they want a conclusion? I think not. I think they simply 
wanted the act to continue... the act ofthe bumbling bum, the 


what was happening! The audience loved both of them. 
They had bought the product of those two emotions, 
which is life. The audience was saying: 'Yeah, yeah, 
yeah, we understand this is how life is.' 
“If my TV audience understands the emo- 
tions that beset the store manager, that teen, 
that little boy, that old lady, that young lady 
and any other surprise characters built in, 
they will come to see what causes different 
people with different emotional reasons to 
choose Limone. And in doing so, they will 
see their own leanings, leanings which 
they sometimes tend to mask, ignore, 
deny. That denial leads them to choose the 
wrong brand. But once they accept the 
emotions, they accept the brand. So whatis 
the message in the bottle?’ 
Shantum sang through his shower. He 
now realised that the message is ‘love’ and 'at- 
titude. When they pick our product they pick it 
because of attitude, and they love it! When they 
pick 7-Up or Sprite, they will not think about love 
or attitude; these images that we are going to show 
in the commercial will not come to their mind. Atti- 
tude has a lot of connotations, but we are going after 
healthy as being hip, special, cool... and so he dreamt, pon- 
dered, ideated and sashayed into Cloud Nine. 
When he got to work the next day, he called his ad agency, 






# 
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act of the protective but hugely hilarious father. I know y,* 


and said: “I don't like the name Limone. Is it 
Lim-one or Lim-oonne ? Sounds kind of like 
Limca; not very new, not breathtaking, not 
savoury. Not special. Not leading to the ‘aha’ ef- 
fect. But we are special. We have redefined what 
‘cool’ is. We have to think about the name be- 
cause it is very important, given the diversity of 
India and the many languages. A new name 
needs to be tested with diverse populations. 
“Top of mind, what do I have? I have a ‘mes- 
sage in the bottle’ theme. So how about we call it 
love plus attitude equals Latitude ? How about 
the new name Latitude? ‘Give ‘em some Lati- 
tude’ as a tag line aimed at young adults for love 
and attitude. ‘Latitude, the ‘cool’ drink!’ The 
packaging is hip, totally hip, like the iPod! The 
k^, message is love plus attitude in every bottle of 
Latitude. If village people can say Sprite, I am 
' sure they can say Latitude. 
. “With this in mind, develop anew script. You 
- can still use the old script and modify it, or start 
anew one altogether. Remember, there is no 
need to blatantly sell the product; it has to be 
very subtle, give people credit. They are smart, 
they have seen millions of ads, they will get it. Don't badger the 
them: imply, suggest, nudge, and do this through a subtle 
story line. Tell a story, make people feel special. Sippe India 
cares for consumer health. If we can deliver that and bring in 
drama and heroic movie elements while subtly plugging the 
product... we are there, yes? You with me?" 


z 





E-frames 






self-conscious. Had he spoken like Ravi? Oh 
God. He called Ravi a little later and said: “I am 
going to try out your madcap formula. lam go- 
ing to do a Munnabhai on my nimboo paani. This is reverse 
logic; You know about product placements in movies. Now we 
are talking about movie (story) placements in products! Come 
and see me today, we will talk,” he said finally. Ravi grinned 
into the phone and said: “OK, come right over, 1 am available 
till 2 a.m., thereafter I leave for the airport." 

When Shantum asked the head of beverages, Altaf Chinoy, 
to come along for the meeting with Ravi, Chinoy grinned and 
_ said: “So, another redskin bites the dust, is it?” 

^. “Where am I buying Ravi's theory?" Shantum asked. "I am 















he realised, Shantum was already asking Ravi: "Tell me, if I 


went by your method, then you can even tailor a commercial | 
to have the right emotional elements, is it?" Ravi smiled, a | 
slight sadness to it. “We can suggest a few ideas, but we have | 
| one? Ifitis the wish of the corporation to derive responses in x 


^  no formulas. Human nature is not contrived. It's most natural. 

A dE even organic. To develop ideas in sync with that, I will need 
> Rhe emotional elements that your audience desires, But that 
.. would be so dishonest, no? If tell you what you want to hear 
and not what I feel in my heart, that’s what we call a lie in 
America: I am sure that's what they feel in many parts of the 
; -< world, especially India. Even so, I digress.” 











EN he put the phone down, Shantum felt | 


taking parts that I like.” Altaf realised that Shantum was float- | 
ingin a chasm between Ravi's optimism and Anuj’s enthusi- | 
asm, a chasm of disbelief crafted by his cynicism. And before | 


Emotion-packed ratio is 72%, the 
other 2896 is breathing space. By 
seeing the graph; we can say this 
movie will bé:a hit. It's not just any 
emotion — we have to go further 
into a qualitative analysis of each 
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Emotion packed ratio area graph 
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© Emotions 





8 t 14 17 20 23 25 29 32 35 38 41 44 47 50 59 56 59 
Scenes 


Shantum rephrased his question: “OK, let me put it th 
way, suppose I give you a list of the emotional elements that 
my audience is seeking. Can you match them with the corp 
rate attributes too? Because the brand or TVC cannot deliver 
what the corporate vision cannot, you see. Another way to 
look at this is: ifl want my audience to respond in ‘x’ way, then 
what emotional elements do we need to fuse into the TVC so 
thatthe pattern emergingis in sync with audience emotions?" 

Altaf patted Shantum on the back, in a slow friendly man- 
ner and said grinning: "Shantum, how much do we really 
know the consumers? How much does any company know? 
We know facts, like age profile, SEC classification, gender, edu- 
cation. But then take that granny, the hypothetical granny in 
our script. Do we really know why she likes nimboo paan? We. 
have assumed while profiling that sweet lady that she is oid so 
her bones must be creaking. That she is just the candidate to 
trigger off an aspiration for nimboo paani, because it is befit- 
ting of an old lady to aspire to wholesomeness. If 1 were 
granny, I'd hate that; Fd kill the copywriter!” x 

Ravi smiled, then said: “It will be too difficult tomatch = 
emotions with the corporate attributes; corporate attributes 
may be different from the connecting emotions, how dó we 
know? Attributes and emotions are not one and the same 
thing. Then you say: q want my audience to respond in x way" 
Why? Our aim is to provide good entertainment, and if they. 
experience good emotions and connect, they will recall the 
brand by associative memory. There is no one way — itcould —— 
be anything. There are many ways to God; whichistheright — 


way, then it is too much of a burden on the artist! An artist can. 
tell a story for you, he can modulate the storytelling, but he ` 
doesn't want to change the story itself! Let me also say this, 
since it may be felt that this whole thing is about manipulat- 
ing. Audiences are very sensitive to formulaic movies, and for 


| this reason, independent movies are picking up in the US. The 
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7? independent movie phenomenon is slowly growing. Some 
people now hate Hollywood because they tend to be formu- 
, laic (not all movies, but generally speaking)" 

Then, picking up the old train of thought, he said: "Audi- 
ence emotion is both individual and collective, mind you. Not 
all emotions are the same, not all emotions have the same 


value. Some emotions are connecting and heart-rending, and | 
some are passé. As a director you have to contrast, sequence f 


and make it dramatic. If we just fill the content with high emo- 
tion counts, then it may still fail. It is not the count of emotions 
^. that matters, but the resultant patterns.” 


"Butthen, how do you know that the end tapestry of emo- 


tions is harmonious?" asked Shantum, now completely im- 
mersed in the religion of emotions analysis. "We are emotion 
peddlers," said Ravi. "Just as a seamstress who looks at a small 


patch of embroidery can tell you if the pattern is turning into | 
Something beautiful, we too work with the emerging patterns. | 


Those patterns are what speak to us. For example, take a look 
at this.” Ravi showed Shantum a crazy looking graph which he 
had titled ‘Emotion packed ratio area graph’. (See Box, page 
65) Explaining it, he said: “This is a quantitative graph; it only 
shows the emotion counts per scene. It is not about the quality 
of each emotion or depth of each emotion, it is more of a 
. quantitative analysis. We can look at this now only because 
you have seen the other graphs before. Had I shown you this at 
the start you would have drawn wrong conclusions. Naturally, 
therefore, we should not base all our decisions on this one 
graph alone. We also have to consult other reports and graphs. 
“At a glance, we can find the scenes which are sparsely 
‘populated with emotions and the scenes that are filled with 
emotions. Here we are just counting the emotions. It's a bit like 

an audit to ensure we have balanced the emotions. 
“In comparison with hit movies like Titanic, we see Mun- 








` nabhai has a very high rate of emotions. Based on this we can | 


Í say Munnabhai also has a chance of beingahit. But we cannot 


CU predict it will be a success based on just this graph! We have to | 


` look for the value of each emotion; we have to see how many 
of them are unique and how many of them are just duplicates. 
“This graph is good for a quick look: it means the audience 

will not be disappointed, but we don't know for sure yet. Defi- 
nitely look at other reports for in-depth analysis. In any case, 
72 per cent to 28 per cent looks very promising. We have to be 
careful here. What happens if the whole movie was filled with 


negative emotions? It will fail. For this reason we should not | 


entirely rely on the emotion packed ratio. It is good to know 
the dispersions of the emotions for the entire movie, that's all. 
It helps to know if any scene is likely to not impact or fail. 
“Now why am I telling you all this? So that you know that 
emotions are also scientific. For high emotion movies such as 
Titanic or Munnabhai, there has to be some breathing room 
for the audience, otherwise the mind will not be able to handle 
it. They become dazed and stop following what is happening; 


so breathing space is very important. Good directors and edi- | 


tors know how to sequence these correctly. Some directors use 


a song to break the emotional tension. People go out fora | 


... smoke, take a break and come back. This does not happen 
anymore, as the movie lengths have been reduced from 3.5 

<- hours to 2.5 hours. Even then breathing space is very impor- 
-- tant, as they say, life happens in the gaps. A good director and 











.. CASE STUDY 





editor think about the whole movie; an actor thinks about just 
that one scene and it works out perfectly well." 

Asthey drove home that night, Altafsaid: "Ifthe key to con- 
necting with consumers is in emotions, then don't you think * 
we are already over-intellectualising the marketing and sales 
strategy? Do we need to re-examine what we spend and in- 
crease the skew in favour of consumer research and advertis- 
ing, instead of intellectual areas like pricing and promotions?" 


HANTUM chuckled in the dark: "Look, don't get car- 
ried away by this man's philosophy. My take is still this: 
no product was ever sold on the platform of emotion. 
It sounds very exotic. But face it, this is the real world. 
Consumers are hard-nosed value for money drivers. Try 
telling a consumer: ‘This is just the kind of fragrance that wafts 
in from your childhood’. He will kill you. Right now I am willing 
to play along. I like some of the things Ravi says, the other , + 
stuff I am willing to pass. But yes, the science in his model is 
fascinating, the business of space between emotions, the ratio 
ofaction and feelings... it makes sense. So let's play along, take 
what we like, reject the rest. So to come to your observation, 
I agree about moving pricing to the back-burner. But my take 
is also this: pricing itself will become a non-issue if you 
develop products in sync with consumer needs and commu- 
nicate what the consumer feels, and he hears what you say." 
"And you tell me what the truth is," added Altaf. Shantum 
darted a quick look at him before turning the car into the park- 
ing lot. "What are you trying to say? We don't speak the truth?" 
asked Shantum. Altaf replied: "If you were, Shantum, you 
wouldnt be discounting the special feelings that Munnabhai 
left you with. I know how much energy you put into recalling 9, 
the scene to me this morning. What was going on in your 
mind? Emotions? Shantum, let me say this: you yourself are a 
consumer of emotions, yet you remain in denial. Anyway, let 
me leave that thought there in a quiet sector of your head. 
"To go back to what we were saying, the amount we spend 
clocking TRPs, etc., appears to me now as mere post-mortem 
and is a clear waste of human intelligence. Face it, isn't it just 


Ps 


| anautopsy? The consumer has already quietly gone and died. 


So what are we doing? Instead, build your product near your 
consumer with patience; convert his needs into products. You 
wouldn' care about TRPs then. What's more, you won't even 
care about advertising. And the cue to all that is simple: know 
your consumer, know his emotional cues. I have been saying 
this all my life, but you guys need an American-returned In- 
dian to drive it home. Just as well." 

Anuj, who had been a quiet witness to the whole dialogue 
between Ravi and Shantum, thought: Isn't a consumer known 
best by his or her emotions? Isn't that the whole idea behind 
millions of rupees going into market research, insights and fo- 
cus groups? What's the bottomline for Sippe on nimboo paani, 


A 


| callit Limone or Latitude? It is to be liked by the consumer, 


both in the ad and in the drink. Any way we look at it, it's all 
about the consumer! At the end of the day, we derive our em- 
powerment as marketers from the latitude given to us by con* 
sumers. And what is a consumer, if not a conglomeration of 
feelings and emotions? Therefore, the TVC should entertain 
and lead the consumer to his destination: happiness. Shan- 
tum is already there, but doesn't realise it...’ E 


ne. 
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bstudy analysis 1: Parshu Narayanan 
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Keep it 
simple 


The author left law school to join the 
Reserve Bank of India in 1988. He 
switched to advertising in 1991 and 
has been a creative partner in Capital 
Advertising since 1988. 


ET me describe someone I 
know in two different ways. 
The first way would be like 
this: he is six feet, one-inch 
tall, 38-years old, weighs about 80 kilo- 
grams, earns Rs 32 lakha year, works in a 
stockbroker's firm and lives in a pent- 
house in Khar. The other way would be 
like this: he has a wacky sense of hu- 





mour, loves his wife, cricket and rock 
music, looks after his old mum and flies 
radio-control aero-models every week- 
end with his 11-year old. 

I would imagine that the second is a 
better way of introducing him to 
someone who doesn't know him. It 
would paint a more human image, 
bring down the stranger's de- 
fenses and make him more in- 
clined to smile broadly when they 
shake hands. The analogy I’m try- 
ing to create is for the interaction 
between brand and consumer. 
The rational details of the product, 
notable exceptions aside, are never 
enough to turn it into a brand. The 
product has to be turned into a symbol 
for a set of values and emotions if you 
want to keep the cash counter ticking in 





thelong-term. In other words, it needs a 
face and a reserved parking slot in the 
consumer's mind. 

This is quite well known to large 
marketing companies from Reebok to 
Coke to the sabun-telwallahs. They 
spend huge amounts to strengthen the 
brands they own (on behalf of the con- 
sumer, of course). So, we can all safely 
agree that if Limone is to have any hope 
turning into a brand, it should make an 
emotional connection with the con- 
sumer in every possible way, including 
changing its name if need be. 

While the broad philosophy of 
brand-building Shantum has arrived at 
is wonderful, we get into a trickier area 
when we examine the execution of the 
actual TV commercial. Ravi blithely ad- 
vises us that we should pack the emo- 
tional empathy factor into everything, 
including the imminent mid-life crisis 
of the store manager pushing Limone. 

Assomeone who has been the father 
of a reasonable number of TV commer- 
cials, I can tell you it’s easier to preach 
than to do. Consumers react to and de- 
code advertising in the broadest possi- 
ble strokes. They decode emotions only 
when they have been force-fed in 30 
seconds by clever crafting. 

The few chaps I know in the film in- 
dustry acknowledge this. One director 
told me: “We have all the time we need 
to convey any nuance of emotion — but 
you fellows have to do it in 30 seconds." 

So while the desire to put the 
Munnabhaisort of empathy into acom- 
mercial is laudable, it seems unlikely 
that Shantum, Anuj and Ravi have the 








BUSINESSWORLD 68 14 NOVEMBER 2005 





| skills to crack the time barrier. Remem- 


ber another vital difference: whoever 
watches Munnabhai, in the theatre or 


at home, chooses to do so. Your pitifully = 


small and woefully expensive commer- 
cial is thrust upon the consumer, and 
hasto compete with everything, includ- 
inghis bladder. 

All this leads to one basic issue — 
boiling it down. Ravi's advice about 
squeezing every drop of emotional juice 
out of every character is impractical. I 
don't think the granny script works, and 
I certainly don't want to be forced into 
the shoes of an overweight loser. But if I 
had to go with the script, I would have 
told Shantum just one thing: simplify. 

In this context, the plotting of emo- 
tions and the creation of emotional 
breathing space (does the term comic 
relief ringa bell?) is irrelevant in the case 
of a short-fuse TV commercial. Thirty 
seconds normally leaves you without 
many action sequences. 

The last thing I want to talk about in 
this analysis is the power ofthe commu- 
nicator to manipulate perception. The 
two chief questions are before us. Can it 
be done? And is it acceptable from an 
ethical standpoint? The answer to both 
of these, in my view, is yes and no. 

Can it be done? Of course it can, and 
it is used for lots of things. Blaming Jews 
for the ills of post-war Germany was one 
instance. Convincing people that a par- 
ticular brand of toilet paper was the soft- 
est was another instance. But it’s an er- 
ror transcending arrogance to believe 
that you can do it at will, though I will 
say there are some who have a pretty 
good strike rate. We can also examine 
the ethical question. There were reports 
from the Cannes ad festival that the 

emotional ads got booed while the 
funny ones got cheered. So, evidently, 
some kinds of emotions are more 
equal than others. 
lend this case on a bittersweet 
note. For me, it did not solve the 
question that Altaf was talking 
about: the big idea for the brand 
and the logic driving it. What 
about a piece of intellectual work 
based on deep and meaningful 


outcome — is that all advertisers have to 
realisethereisnosellwithoutsoul W 


^ 


consumer insight? However, what/* = 
this case did emphasise — and this 


was the most positive and important ` 
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certainly 
thinks it 


gripping 


movie put 
«cup by him 

and Matt 

Thompson 





VER since the Internet came along, 
people have been wondering what 
it will do to newspapers. Some are a 
touch surprised to find newspapers 
stillaround. Others, like my parents, 
despite being superglued to the Internet, go 


through every word of six entire newspapers. | 


Their children don't quite have that much 
patience. And as for their grandchildren — who 
knows what their media habits will be! 

But back to Robin Sloan. Hes just a guy, re- 
ally. Except he's well-known the world over for 
what he thinks. In a gripping little movie put up 
by him and Matt Thompson, you can find on 
www.robinsloan.com, you see the history and a 
fascinating scenario of the media unfold. It be- 
gins with the invention of the World Wide Web 
in 1989. Everyone went a little crazy. Of course, 
some were smart as well as crazy, and wound 
up founding Amazon. Others tried copying the 
same model. But there was more. 

In 1998, two Stanford programmers created 


Google. The movie shows the Internet Age get- | 


ting on. TiVo unshackles TV from time — and 
ads. Friendster launches, and people put up 
maps of their lives and social networks online. 


In 2002, Google launches GoogleNews. News | 
organisations cry foul. All the news is scanned | 


from other sources, and edited by computers. 


In 2003, Google buys Blogger. Microsoft | 


buys Friendster. Reason magazine sends sub- 
scribers an issue with a satellite photo of their 
houses on the cover, and information on each 
subscriber inside. So far, so true? Mostly. Google 
launches GMail. Sony makes ePaper cheaper 
than real paper. Microsoft launches Newsbot. 
Google goes public. And it buys up TiVo. 

In 2006, Google combines its services into 
the Google Grid, described in the movie as a 
"universal platform that provides a functionally 
limitless storage space and bandwidth to store 
and share media... . It has never been easier for 
anyone, everyone to create as well as consume 
media." In 2008, there's the granddaddy ofall al- 
liances: Google and Amazon form Googlezon. 





"Together, they use their detailed knowledge of 
every user's social network, demographics, 
consumption habits and interests to provide 
total customisation of content — and advertis- 
ing. The News Wars of 2010 are notable for the 
fact that no news organisations take part." 
Google checkmates Microsoft. In 2011, The 
New York Times (NYT) sues Google. Googlezon 


| wins. NYTgoes offline, turninginto a print-only 


"newsletter for the elite and elderly". 

Finally, it's 2014. Google unleashes Evolving 
Personalised Information Construct (EPIC), 
"by which our sprawling, chaotic mediascapeis 
filtered, ordered and delivered. Everyone con- 
tributes— from blog entries, to phone-cam im- 
ages, to video reports, to full investigations... ." 

Alot of this is happening, and we're possibly 
moving faster today than we will be in 2014. 
Each day brings alliances that redraw the land- 
scape. The media are trying to figure out how to 
make the Internet a significant part of their 
business. Today, many publications find their 
print editions competing with their own web- 
sites. Blogs, podcasts and RSS feeds find them 
caught between the fear of getting left out by gi- 
ant news portals and search engines and aggre- 
gators, and of losing control over their content. 

Yet, none of the doomsday predictions for 
traditional media have come true. Print thrives. 
Yes, each wave of technology has reduced the 
barrier of entry. Desktop publishing made 
everyone a potential editor-publisher; the In- 
ternet dropped the barriers to rapid, global dis- 
tribution. But we didn't see everyone become 
publishers, replacing the Establishment, the 
big newspapers. They are the pros. 

Yes, there are thousands of blogs, but the or- 
ganised media thrives on its ability to inform, 
analyse, filter. And most of all, on its credibility. 

Technology has perhaps impacted and al- 
tered the Fourth Estate more than any other 
domain. Up ahead lies a world where everyone 
can participate, even though everyone will not 
become a publisher, editor or a credible source 
of information, opinion and news. = 
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Mukul Agrawal 
MD, Unisys India 


I've just finished reading GOOD TO 
GREAT by Jim Collins. I picked it up 
because it seemed to be a sequel to 
Collin's last bestseller BUILT TO 
LAST. In this new book, Collins ex- 
plores the way good organisations 
can be turned to ones that produce 
great, sustained results. Being good is 
just not good enough these days. 
What I particularly liked about 
this book is that it challenges many of 
the conventional and romanticised 
notions of corporate success and 
leadership. In his typical no-non- 
sense style, Collins goes to the heart 
of those rare and truly great compa- 
nies. Most of all, it gives clear direc- 
tions on how to build truly great 
practices. You must work from ‘in- 
side-out, as compared to an 'outside- 
in’ approach. I recommend this not 
only for CEOs and start-ups, but also 
for individuals who want to leap from 
being good to great. Mi 


ALERT 
ONE NIGHT @ THE CALL CENTRE 


By Chetan Bhagat 
(Rupa) 


A second book in as 
many years — and, sadly, 
it doesn't live up to the 
promise of the first. 
While the call centre 
theme is new, and the 
characters identifiable, 
the trouble is the corny 
twist to the tale — imagine a call 
from God to sort out all problems. 
That's taking the easy way out just 
for the sake ofa neat ending. E 








AVINASH CELESTINE 


about how to tackle poverty in 
India, a subject which has filled 


about the seemingly more ob- 
scure problem about how to 
measure it. The book is mainly a collec- 





HE ‘debate’ here is notso much | 


several libraries of books, but | 


tion of papers written during the course | 


ofa debate which blew up in 2001 when 


the government released data showing | 
| questions — asking respondents about 


that the proportion of poor people in 


India fell from 36 per cent to 26 per cent | 


between 1994 to 2000. This was proof, 
said the government at the time, that 
the neo-liberal economic reforms be- 
gun in 1991 had benefitted the common 
man. Rubbish, said academics, 
who pointed out that the 
way the data on poverty 
was collected got changed 
in 2000, making it impossi- 
ble to compare with data 
from earlier years. The 
government had effec- 
tively cooked the books, 
they claimed. 

Poverty in India is esti- 
mated through large-scale 
sample surveys conducted 


SELECTION 


Extra money for a * 


portrayed as long-haired, self- 

righteous yuppies with too much 
money. This is somewhat true. How- 
ever, as The Ethical Consumer says, 
there's obviously a larger population 
that is happy to pay extra for a product 
from a company that doesn't enslave 
people in civil-war torn countries or kill 
baby seals. Indeed, in the UK alone, 
there are over 250 'fair-trade' products 
on the market. 

What exactly is fair trade? It basi- 

cally means that the workers who made 
the product weren't exploited in un- 


E^ consumers are usually 


M HM 
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every five years by the National Sample 
Survey Organisation (NSSO). There are 
smaller annual surveys, but most regard 
the data from such sources as too unre- 
liable. People are asked by the surveyors 
about the amount they spent on food, 
clothing, consumer durables and other 
household items over a fixed time pe- 
riod. Traditionally, this time period had 
been 30 days for most items. 

Yet in 2000, the NSSO made a seem- 
ingly innocuous change in its survey 


consumption in the last seven days, and 
also about consumption in the last 30 
days. It was this change, from 30 days to 
seven, which caused the data to become 
'contaminated' and non-comparable 

with earlier trends, 


THE GREAT 
INDIAN 
POVERTY 
DEBATE 


DEBATE 


Edited by Angus 
Deaton & Valerie 
Kozel 


Macmillan India 


Pages: 600; price: Rs 850 


healthy conditions, and were paid a de- 
cent portion of the purchase price. Fair- 
trade coffee, tea and chocolate are 
huge hits in the West — and it is not just 
because of social concern. These prod- 
ucts also taste better, as they are often 
made with better quality ingredients. 
An example of the phenomena: my 
mother, who lives in the US, buys eggs 
laid by chickens that are not kept in 
cages, but allowed to roam around 
and eat decent food. They're called 
free range. She always says: “Eggs just 
taste better when they come from 
happy chickens.” Whether they actually 
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ow (not) to. 
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measure poverty 





> taste better is irrelevant. My mother 









) pounds sterling of assets. In the US, 
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said the critics. Experimental surveysa ANGUS DEATON is professor of econom- most of the papers here are not exa 
couple of years earlier showed that peo- tes and international affairs at Princeton  edge-of-the-seat stuff. They do dwell c 


ple typically seemed to ‘consume more’ University Piden ey à s " Mod — the minutiae of how statisticians c 


when asked to recall consumption for than two decades. He is a fellow of the late milk consumption in India. 
seven days than for 30 days. A wholese- British Academy and the American Acad- however, somewhat scary to know th 
ries of papers in this book try to get emy of Arts and Sciences some of the methods used to calculate 


around this ‘contamination’ and at- different parts of GDP — a piece of 
tempt to make the data comparable VALERIE KOZEL has worked on povertyat — which pundits and columnists use 
with earlier years. The results vary a Hank Tor WOMEN hor career out a second's thought — were la 
; Š : os : led the Bank's work on poverty in in- . dos, 
widely, with the pessimists arguing that gia gor many years, as well as similar vised a few decades ago.) But it hel 
poverty has fallen only marginally dur- — concerns in Asia and Africa that Deaton and Kozel have written an 
ing the 1990s. Even the optimists find 4 excellent introduction, which, by pros 
that poverty has fallen by less than the | claim that national accounts statistics | viding some much-needed context, 
government has claimed. are more reliable and use them to ‘scale | takes the uninformed reader through 
There is another academic debatein | up the average consumption calculated | the debate. In fact, for anyone who's in- o 
these pages. There are really two waysto | through surveys. Most other academics | terested in the debate but intimidated. 
measure average consumption and, | regard this method as highly dubious, | (oruninterested) by the technicalities, 
therefore, poverty. One is to use sample | butitallows Bhalla to argue that poverty | the introduction alone is a must read, 
surveys such the NSSO5. The other way | in India has fallen dramatically — to be- | And as the editors point out, thisis 
is to use national accounts statistics, | low 15 percentin 1999-2000! Bhallahas | one case where a debate — otherwi 
which are used to calculate macroeco- | made a name for himself amongsome | confined to conferences and the page 
nomic data like GDP. The problem in | policy circles by arguing that the prob- | ofthe Economic and Political Weekly — 
India, as in most other countries, is that | lem of global poverty has more or less | does actually have far broader implica- 
there are huge differences between the | been solved, and that itis in the vested | tions. After all, you can hardly design 
data from the two sources, Average con- | interest of the World Bank to overstate | policies to tackle poverty if you can't 
sumption, as calculated from national | the poverty levels around the globe so | even say what poverty levels are or how 
accounts statistics, is sharply higher | thatitstill hasa job. Unfortunately even | they've changed. The debate in these 
than that calculated through sample | those researchers who are sympathetic | pages is justa part, but a very important 
surveys. That difference has widened | totheconceptgently rubbish hisclaims. | one, of the global debates around how 
over the years. Which figure is reliable? It's tempting to dismiss all this as | liberalisation and pro-market reforms 
Some analysts, like Surjit Bhalla, | academic hair-splitting, and indeed, | affectthelivingstandardsofpeople. W 


language, it's a fabulous start for any 
business which is interested in tapp- 
ing responsible consumers. It goes into 
the psychology of ethical purchasing, ` i 
how to create marketing and awareness | 
campaigns, how to conduct focus j 
“groups, etc. It would also be a. great 
read for curious students, 
For instance, should you create a `` 
logo that certifies your product is or- 
ganic/environmentally friendly? If so, l cooperatively-produced papads. We'r 
who will certify you? Will the customers | ati willing to pay a bit more to feel better 
trust the certification? Itali sounds ` | about ourselves. B 
Though this book suffers from | quite complicated, but considering fai- | 
Sage's reliance on heavy, academic | trade’ labels arenearlyunheardofin 31 1 1 5. ,  ERIGA LEE NELSON 


believes so, and she will continue to pay 
almost a dollar more per dozen to go on 
believing it. 

But ethical consumption reaches 
beyond just food. Ed Mayo's superb in- 
troduction relates the story of the first 
ethical unit trust in Britain, called the 
‘Brazil’ model because everyone was 
calling it ‘nuts’, It now has over 4 billion 


thically-screened portfolios now hold 
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Experience the power of IT - Register for Infoco 


Your support, encouragement and active participation have helped Infocom becon 





what it is. Organised by Businessworld, India's largest selling business magazine a! 
Nasscom, the supreme body for IT in India, Infocom 2005 is today the biggest IC 
exposition in the country. Now in our continuing effort to take this event to anoth 


level, we have initiated a never-before endeavour based on your invaluable suggestio! 








Package |: Infocom 2005 Delegate fee for 3 days + 3 nights stay at Oberoi Grand/Taj Bengal/Hyatty y 
Regency + To and fro air travel from Chennai/Bangalore + Free transfers in Calcutta 
A. Individual - Rs. 27,000/- B. 2 or more delegates per company - Rs. 25,000/- pp. 








Package 2: — Same as Package |, but with stay on twin-sharing basis 
A. Individual - Rs. 20,000/- 








Package 3: Infocom 2005 Delegate fee for 3 days + To and fro air travel from Chennai/Bangalore 
* Free transfers in Calcutta 
A. Individual - Rs. | 2,000/- B. 2 or more delegates per company - Rs. 10,000/- pp. 


[ 

| 

Í 

| 
E 
| 
2 
| 

| 

| 











| 
| 
| d . age 
| Conference & Exhibition 
| Businessworld 
| December 7-11, 2005 * Calcutta * India 
| 
| Conference: Hyatt Regency, Calcutta. Exhibition: Salt Lake Stadium Grounds, Calcutta. 
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! 5 and we'll fly you there in a chartered A-320. 


D you pay the delegate fee, we'll fly you in a specially chartered flight to the 
int and back. This flight, which will be exclusively meant for Infocom delegates, 
| count amongst its passengers, many known and reputed industry stalwarts. 
d will be yet another instance, of how we at Infocom 2005 are setting the agenda 


ih in IT and for those who are a part of it. For details, visit www.indiainfocom.com 








KELIGHT DETAILS: 
š Departure from Chennai (with stopover at Bangalore) for Calcutta: Evening of 6th December 2005 
3 Departure from Calcutta (with stopover at Bangalore) for Chennai: Evening of 9th December 2005 
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For more information, contact: 

Bangalore: Raja Mitra, 98860 19111, rajamitra@abpmail.com 

Chennai: Rajiv Reddy 98410 33442, rrsquash@hotmail.com 

Calcutta: Raki Sree Eleperuma, 98305 30852, infocom2005@abpmail.com 
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HE Reserve Bank of India’s (RBI) mid-term re- 
` view of monetary policy has drawn attention 
to the risk that rapid credit growth could result 
in. a deterioration of credit quality. 
The policy statement says: "It would be pru- 
£ dent to recognise the need to ensure credit quality in light 
_ ofthe high expansion of non-food credit, so that a positive 
. investment climate prevails with minimal risks and 
. constraints." It points out that asset prices, especially 
housing prices, have registered a substantial increase, 
and, since "asset price changes can have a powerful effect 
-on investment and/or consumption through a financial 
"accelerator effect... large swings in asset prices continue 
to pose a challenge for monetary policy". The policy 
statement also says that banks' 
loans and advances are pro- 
yclical and, during times of 
ipansion and rapid credit 
growth, there is a tendency to 
‘underestimate the level of risk. 
In order to offset this propen- 
sity, the RBI has proposed to 
increase the general provision- 
ing requirement from 0.25 per 
ent to 0.40 per cent. 
There seem to be different 
elements in the RBI's assess- 
ment of the heightened risks 
that come from a runaway rise 
- in bank credit. First, there's the 
..fear of an asset bubble devel- 
oping in the housing sector, 
and the impact that will have 
on banks. Bank credit for the 
housing sector and real estate development has grown by 
.,96 per cent and 160 per cent, respectively, this year. This 
“set off warning bells at the Central bank. The RBI has been 
aware of the need to curb irrational exuberance in the sec- 
tor. Earlier, it had increased the risk weight of loans for in- 
-dividual housing to 75 per cent and for commercial real 
estate development to 125 per cent. 

The second concern is that the rapid pace of credit 
growth should not result in unbridled capacity expansion 
ofthe sort seen in the mid- 1990s when several steel com- 


around their necks when the cycle turned. 

There's no doubt that the growth of bank credit has 
been unprecedented. Much of the rise in credit has been 
o inretaillending, especially in real estate, housing and per- 
: “sonal loans.-It’s also true that real estate prices have 
“moved up very sharply in recent months — the astro- 
nomical prices paid for development of mill land in 


-Mumbai being a prime example. Further, cases of fraud | 


The RBI's mid-term review has 
called attention to the rapid 
growth in credit. But there is no 
real cause for alarm. 





are increasingly reported in housing loans: . 

Are the worries justified? There's little doubt that much 
of bank lending has actually been to the retail sector. But 
that’s because retail lending has been a recent discovery 
in this country: the base is low and the potential is enor- 
mous. Lending to industry has not picked up so far be- 
cause most companies are sitting on piles of cash (which 
comes from the lack of capacity expansion over the past 
several years, and also because India Inc. has become far 
more efficient in using its cash). Many corporates have 
preferred to take the external commercial borrowing 
route rather than borrow at home. As capacity expansion 





gets under way, we should see a rise in the proportion of * ' 


wholesale credit. 

As far as consumer lending 
is concerned, most of it is on 
account of housing loans, 
where non-performing asset 
(NPA) levels are very low. Yet, 
consider the fact that con- 
sumer lending is only about 
8 per cent of GDP in this coun- 
try — compared with between 
30 per cent and 70 per cent 
in Southeast Asian countries. 
India’s credit card outstand- 
ings are miniscule, and there's 
no danger of the kind of crisis 
that has been seen in Korea. 
» ‘True, critics argue that it's too 
early to say whether the low 
NPA levels will remain, but 
there are powerful psychologi- 
cal factors that ensure the re- 
payment of loans by individuals who have taken out 
mortgages against the houses they live in. And while real 
estate prices have gone up substantially, it's also true that 
it could be a reflection of rising urban income and 
changes in consumer attitudes, whereby young couples 
buy a house early in life. 

Sofar, as commercial real estate is concerned, much of 
the rise in prices comes from the demand for office space 


+ bythe IT and BPO industries and by the mushrooming of 


| shopping malls. But banks have utilised the windfall gains 


panies set up new capacities that proved to be millstones | 


caused by falling interest rates to clean up their balance 
sheets, and they are far better placed to tackle rising NPAs 
than they were in the mid- 19905. 

In short, while the Central bank has done the right 


thing by calling attention to the risks entailed by the rapid" 


growth in credit and by increasing risk weights and provi- 
sions against loans, there is no cause for alarm. The 
growth of consumer credit in India is a welcome develop- 
ment, and needs to be encouraged wholeheartedly. 8E 
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HSBC Investments 











" 
A LITTLE EVERY MONTH GOES A LONG WAY. 
Presenting the HSBC Systematic investment Plan (HSBC SIP) 
which lets you invest as little as Rs1,000/-* each month in our 
mutual fund schemes*. Think of it as a discipline that could help 
you get closer to your dreams, systematically. To know more, call 
us or your investment advisor. 
T. 
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HSBC Mutual Fund 


> sms INVEST to 7333 HSB( I 4 b4 p 
» www.hsbcinvestments.co.in : PN 
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*To know more about which funds T is available rm and its appa Te load structures, kindly contact your nearest investor service centre You can open an 
account by putting in a minimum of 6 monthly cheques of Rs1.000/- or a minimum of 2 Quarterly cheques of Rs3,000/- in advance. Auto debit facility is also 


available in s in select cities. — 


Investors may obtain Offer Documents and Key ‘Information Memorandums along with application forms from the office of HSBC Mutual F ( 
Gandhi Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and C apital 
Markets (India) Private Limited (liability restricted to the corpus of Rs] Lakh). The Sponsor / associates of the Sponsor/ Asset Management Company (AMC) are 
not responsible or liable for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed HSBC Asset 
Management (India) Private Limited as the Investment Manager. Risk Factors: All investments in mutual funds and securities are subject to market risks and the 
Net Asset Value (NAV) of the Scheme(s) may go up or down depending on the factors and forces affecting the securities markets. There can be no assurance that 
the objectives of the Scheme(s) will be achieved. Past performance of the Sponsor, AMC, Mutual Fund or any associates of the Sponsor/AMC does not indicate 
the future performance of the Scheme(s) of the Mutual Fund. Terms of Issue: Units of the Schemets) are being offered m NAV based prices, 
prevailing loads. The AMC calculates and publishes NAVs and offers for sale and redemption, units of the Scheme(s) on all Business Days, at the Applica e 
F NAV. Load Structure for SIP: Where each installment of investment is Rs25 lakhs or below: Entry load of 1% in case of investments into HSBC 3 
* HSBC India Opportunities Fund / HSBC Midcap Equity Fund. Exit load of 1.25% if such amount is redeemed / switched out of the Scheme within 2 s from 
the date of the relevant investment. Where each installment of investment is more than Rs25 lakhs: Entry load of 2.2595 on each investment. Exit load of 1.25% 
if such amount is redeemed / switched out of the Scheme within 2 years -from the date of the relevant investment. Incase of all other ere where SIP is 
applicable: No load (entry/exit) will be charged. Load in case of investments by Fund-of-Funds (FOF) Scheme: No load (entry/exit) will be charged by the 
Schemes of HSBC Mutual Fund under this Offer Document, on the investments made by Fund-of- Funds Schemes launched by mutual funds. The entr 
load set forth above is subject to change at the discretion of the AMC and such changes shall be implemented prospectively. For load structure: 
kindly c contact your nearest Investor Service C entre. Please read the Offer Documents for details and risk factors before investing. CONTRACT 


































Microsoft 


GET THE FACTS p: 


A HEAD-TO-HEAD VERITEST STUDY FOUND THAT 
WINDOWS SERVER SYSTEM GENERATED UP TO 
300% BETTER WEB SERVING PERFORMANCE 
THAN LINUX. 





“Our results clearly show that in all our test 
configurations, Windows Server System* generated 
significantly better Web serving and E-commerce 
throughput and peak performance than Linux á 
for both static and dynamic content" - VeriTest, ^ a 
Microsoft* Windows Server System 2003 with 
Internet Information Services (IIS) 6.0 vs. Linux 
Competitive Web Server Performance Comparison 


For these and other third-party findings, go to 
microsoft.com/india/getthefacts 
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Server System” 
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TCS's CEO 


S. Ramadorai 

is gunning for 
revenues of $10 
billion by 2010. 
Can he do it? 
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With 35 flights weekly from 5 cities in India, British Airways welcomes you to London D 


and 152 destinations worldwide. Connecting you with people, places and opportunities. BRITISH Al RWAYS 





capturing the world in one tiny package. 


Imagine the freedom of a digital camcorder, camera, MP3 player, voice recorder, data 


storage, and web cam, all in one brilliant 6-ounce package. With the Samsung pocket-sized 


camcorder, it's not that hard to imagine. To learn more, visit www.samsung.convindia 
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rinted at Ananda Offset Put, 
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Air Debacles 


Q Your article on real estate 
revenue in greenfield air- 
ports will certainly boost 
their image in the eyes of 
investors. But what about 
other solutions to the basic 
problem: Indias over- 
crowded, crumbling airports? 
Why have civilian flights been discontinued at 
existing military airports in Hyderabad and Bangalore? Sharing 

civilian traffic between existing airports is crucial until new airports are 
built. Even after they are built, surging demand may still require spots 

at military fields. If civilian flights are discontinued at Dabolim in Goa i 
or Lohegaon in Pune (which are controlled by the military), low-cost 
aviation and the tourism industry will suffer. It is high time the military 
built some greenfield airports as well. 


Philip Thomas, posted on BW website 








MIFFED ABOUT MINES | Missed the Boat?’, BW, 24 October). 

Your magazine is not asking the India cant hope of getting there with 

right questions about mining (‘Do We only foreign automakers in the country. 

Need More?, BW 7 November). Is it | Foreign manufacturers may exploit 

worth the havoc to the environment | local advantages such as low-cost 

and the degradation of water resour- | Manpower, but they probably won't do 
| 





ces? Is it worth endangering commu- much to develop local vehicle design * 
nities and wildlife? Why should we capabilities or bring in critical technol- 
degrade our own country to enable | ogies and knowledge of world-class 
outsiders to build swanky steel | manufacturing processes. Most critical 
buildings on foreign shores? | auto parts are still imported. Till date, 
Ganeshkumar A.P, via email l neither Suzuki nor Hyundai have 


| designed any vehicle in their Indian 
MAKING AUTO MAGIC | plants for the global market. Suzuki still 
If India wishes to be a significant player | imports its transmission gears. None of 
in the automobile sector, it must make | the foreign manufacturers have 

it to the ‘power club’ (‘Has Indian Auto | encouraged their vendors of die tools 
and assembly equipment builders to 
set up manufacturing facilities here. 

If this situation continues — even 
though India has great strength in 
small cars and other niche products — 
India will never make it in the global 
market. It's up to Indian automotive 
companies to lead the charge. Tata 
Motors must consolidate its passenger 
vehicle manufacturing as a separate 
unit. Mahindra & Mahindra must build 
its niche strength with SUVs and aim to 
become a global player in the sector. 
Indra R. Sharma, posted on BW website 
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Growth by acquisitions will be 
key, says CEO S. Ramadorai 


COVER STORY isl 


TCS: Ready, 
Steady, Go 


Over the last seven months, TCS has 
bagged global outsourcing contracts 
worth $1,457 million and pushed through 
acquisitions valued at $50 million. When 
it closes its accounts for the financial year, 
these moves will have translated to a 
$600 million impact on the company's 
topline, propelling revenues to the 

$3 billion mark. And the company that 
pioneered the factory model of Indian IT 
services is in a hurry to go higher. CEO 

S. Ramadorai quantifies the precise 
goalpost: $10 billion by 2010. Can TCS 
really reach that exalted status? 


= 
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IN THE NEWS IN DEPTH 


s| India Inc.'s Showing 44! Taking On Cable 


Firms have been feeling pressure on margins in the second Direct-to-home broad- 
quarter, but is there enough demand left to push them up? casting is the first serious 
alternative to cable. With it, 
broadcasters can gain over 
Rs 5,000 crore in five years. 


9 Air Sahara is there a surprise bidder emerging in the 
race to take over Subroto Roy' airline? 





10 Rupee i: its fall against the dollar just a correction? Prasar Bharati's CEO » 

12 WestBridge The private equity fund seems to have K.S. Sarma: big in DTH 

developed an appetite for the mobile content business. 28! RBI Theflooron government holding is threatening to 
22) Taxation Large seriously hamper the growth of public sector banks. 


taxpayer units have been able 38 Service Tax in its zest to expand the service tax net, 


1p EFE aes compliance in most the government has a huge shock in store for India Inc. 
countries. Two reports argue 


that there are enough reasons | 40) Telecom Tata Teleservices and Idea have launched 
why it could workinIndiatoo. | schemesthat could end up changing the pre-paid market. 
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50 | Philips The Dutch company's 
low-cost strategy in the DVD segment 
has certainly revived its fortunes. But 
with the competition catching up , 
Philips needs to seriously look at 
defending its lead. 


DVD player: Right now, it > 
is Philips’ trump card 


54| Financing The SPREAD fund from ICICI, which has 
funded many hi-tech R&D projects, is shifting to high gear. 


58| Community Radio It has taken a few years to 
catch on, but it promises to plug the gaps left by AIR. 











64 | Bookmark Is it possible to write an inspiring story 
about tax administration? It is when you're Charles O. 
Rossotti, the man who turned around the US tax department. 





COMMENT 
26 | Omkar Goswami Who will history 


deemas the better, more inspiring leader: 
N Narayana Murthy or Deve Gowda? 





GUEST COLUMN 
42 | Suhail Nathani & Raghav Narsalay In the 


run up to the Hong Kong ministerial, BW carries a series of 
columns on theWTO and the issues around it. 


DOUBLE COLUMN 


60 | Emcee After examining all the evidence 
in the Volcker report, we have concluded that 
two plus two most certainly equals five. 








4! FEEDBACK 
66 BW OPINION 





Cover Design: Jyoti Thapa Mani 
Photograph: Sanjit Kundu 





Web Exclusives 


Wide Angle: Mohit Malik on why innovation is a 
continuous play of ideas and gambles. 


Pharma Capsules: Your fortnightly dose of pharma 
news, deals and developments. 


Stock Sense: Sensex gains 700 points. Flls come 
back. Angshuman Chowdhury examines the scene. 


www. businessworldindia.com 


Log on to 








BUSINESSWORLD 7 


Unleashing growth 


T took a long time for the Tata group to decide to list 
TCS on the stock market. The reason for the hesitation 
was that TCS was not in need of money — in fact, the 
money TCS was making was helping Tata Sons 
consolidate its holdings in other group companies. The 
gains that would come from a public listing — greater 
visibility, better image and ability to attract talent — were 
considered too amorphous to be a decision-clincher. 

In hindsight, though, it is clear that listing TCS was one of 
the best decisions the group has ever taken. It has increased 
TCS’ hunger for growth, and it is now shooting for a place 
among the top ten global IT service companies. As the com- 
pany that first discovered the IT outsourcing opportunity for 
India, this is a position that TCS should naturally aspire for. 

“Though TCS has maintained its leadership position 
among Indian IT service 
providers since the beginning, it 
has always found it difficult to 
keep the lead in the battle for 
public perception,” says special 
correspondent Snigdha 
Sengupta, who wrote the cover 
story. Part of the reason was that 
TCS was not a listed company 
for much of its existence, and 
part of the reason was that 
despite its early advantages, TCS 
has been growing at a much 
slower rate than its immediate competitors for many years. 
Both these factors have changed, and that is why TCS is on 
the cover this week. 

If you read this story along with Snigdha’s last cover on the 
head-on competition between global IT leaders and Indian IT 
service players, you will get a fuller picture of one of the most 
exciting periods in Indian business, when Indian companies 
are increasingly adopting global benchmarks for defining size 
and success. IT companies are probably ahead of the rest of 
Indian business in acquiring global-scale ambitions, but 
others will be following soon. 

The imminent explosion in the growth of DTH is another 
development with long repercussions, especially for the 
media industry. “The idea that DTH will occupy only a niche 
is dead; it is going to barge into the mass market and that will 
change a lot of things about the industry,” says associate 
editor Vanita Kohli-Khandekar who wrote the story. That's 
on page 44. 
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SECOND QUARTER RESULTS 





India Inc. takes up the slack - 


Margins are being squeezed, but demand remains steadfastly strong 


ute 


HE corporate results for 
thesecond quarter of 2005- 
EU 06 show a marked deceler- 
ation in growth. The Sensex 
companies are showing a 


skua: 


_ year-on-year growth of 21.7 percent in | 


. net profit (adjusted for exceptional 
E . items) and a 20.1 per cent rise in net 


. sales. That is the slowest quarterly | 


! growth in many quarters, the consola- 


-tion being that it was widely predicted | 
| jarat Ambuja saw its operating profit 


"by analysts. 
, >. After taking out the financial sector 
_ companies, Sensex sales growth goes up 
* t020.3 per cent, while net profits growth 
- rises to 22 per cent. And if ONGC and 
` Reliance Industries are left out of the 
. Sensex, sales and net profit growth for 
` the other companies fall to 17.8 per cent 
' and 17.7 per cent, respectively. Never- 
. theless, the rate of growth in net profits 
E . Continues to be higher than the Sensex 
. price-earnings ratio, which, at the time 
-. of writing, was around 16. 
Growth for the broader market has 
been slightly lower, with net sales and 
_ net profits increasing by 16.21 per cent 
` and 13.24 per cent, respectively, for the 
. BSE 500 companies. Operating profit 
` margins (OPM) shrank to 24.42 percent, 
; compared to 26.12 per cent in the sec- 
., ond quarter of the previous year. 
Ë Stocks in some sectors fell far more 
_ thantheSensex. For example, taking the 
_ period between the highs reached on 





::9 October and the 31 October close, | 


"while the drop in the Sensex was 10.5 
; per cent, the BSE Metals index fell by a 
` substantial 21.6 per cent. Among the 
-.other sectoral indices that were hard hit 


‘were the BSE Health Care index, down | 


:.15.1 per cent, and the Bankex, down 
..14.8 per cent. The best sector over the 
month proved to be IT services, with the 
‘BSE IT index down a mere 4.9 per cent. 
¿Smaller stocks fell far more sharply, seen 
_ from the 16.4 per cent decline in the BSE 
- Small Cap index. 


. Higher Input Costs 
“ONE ofthe central themes of the second 


quarter results has been pressure on | operating profit margin despite a signif- 


margins. Among the metals companies, 
for instance, both Hindalco and Nalco 
have shown a fall in EBITDA. In Nalco's 
case, that has been in spite of strong rev- 
enue growth and rise in aluminium 
prices. Cement companies have also 
been hit with the increase in freight and 
power costs, with freight costs rising 40 
per cent year-on-year at Ultra Tech Ce- 
ment and 30 per cent at ACC, while Gu- 


margins decline. Auto companies Tata 


Motors and Maruti Udyog also saw a fall | 
in operating margins in spite of higher | 


sales volumes, thanks to higher prices of 


icant rise in raw material cost. Hero 
Honda combated a rising raw material 
to sales ratio by cutting back discounts. 
Mahindra & Mahindra’s OPM rose be- 
cause of a 33 per cent volume growth in 
its farm equipment division, and a bet- 
ter product mix and higher realisations 
in the auto segment. 

In some industries, raw material 
prices actually fell. While raw material 
and packaging costs and higher soda 
ash prices squeezed margins at Hindus- 
tan Lever, several other FMCG compa- 
nies were helped by lower input prices. 
Godrej Consumer Products, for in- 
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steel, aluminium, rubber and other in- 
puts. Ispat Industries’ net loss of 
Rs 232.8 crore also bears witness to ris- 
ing cost pressures compounded by 
falling steel prices. 

However, many companies have 
been able to offset the rise in input 
prices by higher volumes. Tata Steel has 
been a prime example and it has also 
tried to curtail margin pressures by 
adding more high-value products. Bajaj 
Autos operating profit margins actually 
increased, with high volume growth, 
cost control and a richer product mix. A 
very high increase in passenger vehicle 
sales allowed Ashok Leyland to increase 
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stance, saw higher EBITDA margins 
thanks to lower vegetable oil prices and 
an increased contribution from the 
high-margin personal care segment. 
Marico benefited from lower copra 
prices, while contribution increased 
from its higher-margin portfolio, lead- 
ing to a rise of 300 basis points in its 
EBITDA margin. Lower tea prices 
helped Tata Tea. 


Demand Growth 


The second major theme of the results 
has been demand growth. This is clearly 
seen in the strong credit growth at 
banks. At State Bank of India, for in- 





stance, credit growth was a huge 31 per 
cent, while loan growth was 29 per cent 
at HDFC. ICICI Bank saw a massive 73 
per cent growth in retail assets. Rising 
consumer demand is also clear from the 
results of the retailing companies, with 
Trent showing a 58 per cent growth in 
sales and Shoppers’ Stop showing 41 per 
cent growth. 

There are other signs of a booming 
economy — electricity sales were up 15 
per cent at Reliance Energy, and 10 per 
cent at Tata Power. Higher refining 
throughput is also a pointer — this was 
up 1 Iper cent at Indian Oil Corporation. 
Concor's 19.3 per cent rise in revenues is 
areflection of rising container traffic. 

Growing investment demand is an 





increasingly prominent feature of India | 
Inc. The order backlog continues to in- | 


crease at all the engineering companies, | 


and rising volumes have dissipated all 
concerns about margin pressures. 
BHELS EBITDA margins are up 84 basis 


e 2005-06 


OPERATING MARGINS | 








r ude 2- e ( : 
t. Source: Capitaine & BW research ; 





points, Crompton Greaves has been 
abletokeepitsraw materials to netsales 
ratio stable, margins at ABB's power di- 
vision rose by 294 basis points while 
those at its automation segment in- 
creased by 348 basis points, Larsen & 


| 


Toubro sawa 74 per cent rise in orderin- | 


take and margin growth across all seg- | 


ments. 


Rupee Depreciation 


ees and have upped their guidance. 
Their experience in billing rates, how- 


| 
| 
| 
| 


ever, has been varied — while Infosys 
saw a3 per cent rise in billing rates from 
new clients, Wipro saw a 2 per cent drop 
in offshore prices. Nevertheless, Wipro 
hired 5,600 new employees during the 
quarter, it's highest ever quarterly addi- 
tion on a gross basis. The sector gained 
from the unexpected rupee deprecia- 
tion. Even product companies gained, 
with I-Flex getting higher licence fees 
and increasing its gross margins 
through productivity gains and strong 
offshore revenue growth. 

No round-up of results would be 
complete without mentioning Reliance 
Industries' sterling performance based 
on a sharp rise in petrochemical mar- 
gins. Ranbaxy’s poor results reflected the 
continuing weakness in the US generics 
market, but Dr. Reddy’s financials show- 
ed how shifting some of the costs can 
help offset that weakness. Even among 
anaemic results in the sector, Cipla’s 
EBITDA margins were at a 7-year high. 


Going Forward 


The second quarter results offer several 
pointers to the future. First, it’s true that 
cost pressures are fast catching up and 
have started impacting earnings 
growth. One reason is that there is very 
little excess capacity in Indian industry 
— when a company has excess capacity, 
it can ramp up production easily and 
margins expand as a result. However, as 
seen from several examples, margin 
pressures can be offset by higher vol- 
umes and increased productivity, al- 
though the scopefor the latter is also de- 
clining. Further, the cycle seems to have 
turned in commodities such as steel. 
While that is a negative for steel compa- 
nies, it could help auto and capital 
goods companies. 

Moreover, consumption demand is 


| growing rapidly, seen from the continu- 


ing volume growth in the automobile, 
especially the two-wheeler, sector and 
this has led to a turnaround even in the 
FMCG sector. Investment demand, too, 
is increasing, as seen from the rise in or- 
der backlog. 

Export industries, whether services 


i or manufacturing, continue to do well, 
The stars of the second quarter results | 
have been the IT companies. They have | 
all seen volume growth, added employ- | 


and rupee depreciation and/or stability 
will give this sector an added boost. In 
short, while India Inc. is slowing down, it 
still has plenty of steam left. = 

MANAS CHAKRAVARTY & RACHNA MONGA 
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EXCHANGE RATE 


Rupee 'corrects' itself 


HE fall of the rupee against the 
dollar by well over 5.3 per cent in 
three months (over 20 percent on 


. an annualised basis) is sharp by any 
' standards. In such instances earlier, the 


x 


Reserve Bank of India has usually 
stepped in to support the rupee. But this 


7 time, intervention has been patchy. 


In the last few months the current 
account deficit has grown, the dollar has 


. gained against other major currencies, 


and the rupee has been persistently 
overvalued in real terms. Before the fall, 
the overvaluation was at an unprece- 


' dented 10 per cent since May. 


Till May, most analysts believed that 


the RBI rarely allowed the rupee to devi- 


ate from its ‘correct’ level (in real terms) 


by more than 5 percentage points. So 





some expected the rupee to fall and cor- 
rect the overvaluation. The reason for 
the almost uninterrupted fall is that the 
RBI is sitting back and letting the rupee 
go where its ‘correct’ level is in real terms. 

The question is: why did the RBI al- 
low the overvaluation to persist? Part of 
the reason could be technical — the RBI 
has announced changes to the way the 
real exchange rate is calculated and will 
publish the new data in December. That 
could show the actual overvaluation to 
be at a lower level. 

But a report by the A.V. Birla group 
has argued that the RBI has actually be- 
come more tolerant of an overvalued ru- 
pee and has allowed it to float beyond 
the 5 per cent band. It adds that the RBI 
could have abandoned its unofficial pol- 





42 


. The rupee-dollar _ 
exchange rate 





45.8 \ 
Nov 05 
Source: Reserve Bank of India 


6 — Š 
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icy of pegging the rupee to its real ex- 
change rate, although it's unlikely. It 
speculates that the RBI could be allow- 
ing overvaluation to persist as it helps 
keep inflation in check when global 
commodity prices are quite strong. "We 
don't expect the rupee to fall much from 
the current levels," says Ajit Ranade, 
chief economist, A.V. Birla group. = 

AVINASH CELESTINE 





A MODEL PUBLIC SERVANT 


HE image we have of K.R. 
I Narayanan is shaped by his 

later years as diplomat, Vice- 
President and President. But his life 
was full of unexpected turns. He 
might have been a novelist, with his 
brilliant degree in English literature; 
he might have become a newspaper 
editor, having started early with stints 
in The Hindu and The Times of India; 
he might even have spent his life as a 
professor if Sir C.P Ramaswami lyer, 
the Dewan of Travancore, had not 
thought him too well dressed for a 
Dalit and denied him a lectureship. 


. But he happened to be bom in the Š 


generation that came to age as India 
became independent. He finished his 
B.Sc. in London School of Economics 


in 1948, and returned with a letter from Harold Laski to the 
new Prime Minister, Jawaharlal Nehru. Nehru immediately 
took him into the foreign service. He served his full term, 
ending with ambassadorships to Thailand, Turkey and China. 
Such a career would have persuaded most civil ser- 
vants to hang up their boots; but after retirement, 
Narayanan won three general elections, and became min- 
ister of state under Rajiv Gandhi. The two careers, one in 


K.R. NARAYANAN (1920-2005) 


the foreign service and another in politics, led naturally to 


vice-presidency in 1992, and presidency in 1997. 
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The presidency could have been 
an appropriate stepping stone to ob- 
scurity; but it turned out to be the 
most eventful and testing time of 
Narayanan's life. For he took over 
just as India entered a period of un- 
precedented instability. Two &eneral 
elections were held within a year be- 
cause Narayanan refused to help or 
keep anyone in power and insisted 
on votes of confidence in Parliament. 
Finally, the National Democratic Al- 
liance came to power, devoid of ex- 
perience and full of ambition. That 
set the stage for conflict, in which 
Narayanan upheld the Constitution, 
generally with success. His greatest 
regret must have been that he had to 
watch helplessly as Muslims were 


hunted in Gujarat after Godhra; the Vajpayee government 
ignored his urgent advice to act. 

Narayanan invariably gave a public explanation of his 
decisions as President, but the Gujarat riots were one issue 
on which he was discreet. His memoirs were looked forward 
to, not least because they might have shed more light on it. 
I hope that they will still be published, for they would be a 
crucial input into this country's history of modem times. W 


ASHOK V. DESAI 





The author is consulting editor, The Telegraph 
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THE PERFECT SYNERGY OF 
PERFORMANCE AND 
ADAPTABILITY. 





ITANIUM 


HP INTEGRITY SERVERS, FEATURING THE INTEL 
ITANIUM 2 PROCESSORS COMBINE THE 
RELIABILITY OF HP SERVERS AND THE 
SCALABILITY OF ORACLE DATABASE 10G ON 
HIGH PERFORMANCE INTEL TECHNOLOGY. 








The HP Integrity servers, powered by the Intel” Itanium* 2 Processor, and 
the Oracle Database 10g are truly a match made in IT heaven. Together 


| HP INTEGRITY 
| SUPERDOME | 


this combination offers superior performance, availability, scalability and | 
manageability for the enterprise customer. Coupled with the Oracle 10g Real 

Application Clusters, you can enjoy unmatched agility to add on servers | 
without taking users offline. The Oracle clustering environment ensures your | 
business continuity even when a server component breaks down. HP and | 
Oracle provide you with peace of mind, so you can concentrate on the m | 


important things in business 
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| * Continued Investment protection 
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These servers support multiple platform OS — HP-UX, Windows and Linux. 
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computing needs 

* Ideal mid-range consolidation 
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HE Mobile content space is 
getting hotter. One of the first 
deals to be struck has been by 
WestBridge Capital Partners, 
the Goldman Sachs-backed private eq- 
uity firm. WestBridge has invested $1.5 
million in Nazara Technologies, a Mum- 
bai-based mobile entertainment com- 
pany. Both parties, 
however, declined to 
comment on the de- 
tails of the deal. 
Nazara, which 
earned revenues of 
Rs 7 crore in 2004- 






















NAZARA TECHNOLOGIES 


Money on mobile content 


| 05, supplies content to Indian firms 

| suchas Airtel and Hutch and to interna- 
tional telecom operators such as Voda- | 

| panding mobile markets with 65 mil- 


fone and Verizon. 


sive licence agreements to 

use images of cricketers 
Sachin Tendulkar and Brett 
Lee to create games, mobile 
wallpapers, interactive voice 
response contests, messaging 
services, and videos. The com- 
pany expects revenues to hit 
Rs 13 crore during 2005-06. 
Started as an online portal in the 
year 2000, Nazara.com branched into 
mobile content after the dotcom 


Mittersain: "We will 
use the capital to 
upgrade our prod- 
uct development 
technologies and 
double the scale of our 
operations to 100 peo- 
ple." Nazara is also hop- 
ing to raise a second 





Indiatimes equity stake sale. It 

was planned that a consortium of 
WestBridge Capital Partners and Se- 
quoia Capital will take up 15 per cent of 
Indiatimes' equity. But the deal did not 
go through. 

Now only WestBridge has taken a 
2.9 per cent stake. Both WestBridge 
and Indiatimes declined to comment 
on the details. 

Earlier, Indiatimes was keen on the 
15 per cent stake sale as it wanted to 
list directly on the Nasdag in the US. It 
reckoned that the experience and net- 
work of Goldman Sachs-backed West- 
Bridge and Silicon Valley-based ven- 
ture fund Sequoia Capital would have 
been valuable for the company in get- 
ting a strong valuation. 

However, a recent guideline by the 
finance ministry has undone its plans. 


Ts has been a change in the 


INDIATIMES 


WestBridge 
goes solo 


| The ministry tightened the guidelines | 
for foreign currency convertible bond | 
(FCCB) and global depository receipt 
(GDR) issues to align them with the Se- 
curities and Exchange Board of India 
guidelines on domestic capital issues. 
This means that unlisted companies 
going abroad will first have to list in the 
domestic market. | 
Says Indiatimes CEO Mahendra 
Swarup: "We were never in need of | 
cash in the first place since we have 
been profitable for the last three years. 
With this ruling, we didn't see the same 
value in the deal since we ourselves un- 
derstand the listing governance issues | 
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The company also has exclu- | 
| growing at 52 per cent (figure for period 
| June 2004 to June 2005). Mobile opera- 


| round of funding to the tune of $5 mil- 
| lion in February 2006. 


India is one of the world’s fastest ex- 


lion mobile phone subscribers and 


tors expect that a substantial part of 
their revenues would come from value- 
added services after the penetration 
level in urban areas stabilises. Many 
feel, in the long run, voice will become a 
commodity. 

With the demand for value-added 
services from mobile operators, this ac- 
tion is likely to continue. According to 


| some estimates, value added services is 
bust of 2000. Says Nazara | 
chief executive Nitish | 


a Rs 600-crore market at present. Of 
that, ringtones brings in Rs 400 crore. 
The mobile content business has 


| been witnessing a flurry of entrepre- 


neurial activity lately with the emer- 
gence of players such as Mauj and IMI 
Mobile. There are atleast another dozen 
emerging players here and this space 
will attract a lot more attention from 
venture capitalists. gl 

ADITYA KHANNA 





here in India." 

Instead, the company decided to 
sell a token 2.9 per cent stake so that 
its valuation can be crystallized here in 
India as and when it decides to list on 
an Indian stock exchange. 

With such a nominal stake, Se- 
quoia Capital conceded its interest in 
Indiatimes and WestBridge went ahead 
with the scaled-down investment 
alone. Swarup does say that his com- 
pany would be interested in an IPO 
sometime in the future, but declines to 
give a time frame. 

This is the second investment by 
WestBridge in the digital content 
space. It has just launched its new 
$200-million India fund and, according 
to sources, has earmarked a substan- 
tial part of the capital for investment in 
the Indian digital space. gl 

ADITYA KHANNA 
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SANJIT KUNDU 


AP the German major in enter- 
prise resource planning solu- 
tions, plans to double its R&D 
workforce in India to 4,000 

by the end of 2006. 
SAP's unit in Bangalore is already its 
largest R&D centre outside Germany. It 


will set up another facility in Delhi by | 
September 2006. The new 90,000-sq.ft | 





Ramping 
up in India 


campus will house a new service and 
support centre for customers, and will 
employ 600 people over the next two 


years. The company already has over | 


3,000 people in India. 

SAP’s R&D plans must be seen in 
light of competitor Oracle’s expansion 
of its India Development Centres (IDC) 
in Bangalore and Hyderabad. As in the 
case of SAP, the IDC is Oracle's largest 
development centre outside its home 
country, the US. The Hyderabad centre 


| alone can house 3,000 employees. 


Having acquired Peoplesoft and i- 
Flex, Oracle has inherited the former's 
development centres in Bangalore and 
the latter's 5,500 employees. With that, 
Oracle India has over 7,000 employees. 

SAP will be keen to catch up. And it is 





wasting no time to fortify its operations 
in India. SAP is developing India as a re- 
gional hub to support its markets in Sri 
Lanka, Bangladesh, Maldives, Nepal 
and Afghanistan. 

Itis also restructuring operations in 
India to bring in a region-wise focus. In- 
dustry capabilities will be ramped up to 
cater to the specific requirements of 
each region. The companys India oper- 
ations will be headquartered in Delhi to 
cater to the government sector. The 


| Bangalore unit will cater to the IT indus- 


try, while Mumbai will address the 
banking and financial services sector. 
The restructuring will be completed 
by January 2006, says Alan Sedghi, pres- 
identand MD of SAP's South Asia opera- 
tions. It has a72 per cent market share in 
the Asia-Pacific region, accounting for 


| 15 per cent of its global revenues, ac- 


cording to company sources. 

Expect India to become a prime bat- 
tleground for Oracle and SAP in coming 
years — both as a development hub and 
as a market. = 

NAMITHA JAGADEESH 





R. Reddy's is set to buy Swiss 
D drug maker Roche's Mexican 

bulk drugs unit for $59 mil- 
lion. This has no connection with 
the Indian firms's core generics 
business. Instead, it will sub- 
stantially boost the far smaller 
$3-million-a-quarter custom 
pharmaceuticals division, 
which does contract re- 
search and manufactur- 
ing for innovator firms 
and contributed about 3 
per cent to Dr. Reddy's rev- 
enues of $446 million last year. 

This is an emerging business for 
India. Mumbai-based Nicholas Pira- 
mal sees it as an alternative to mak- 
ing copycat medicines. Margins, too, 
are seen to be better as the ultimate 
goal is to partner the research and 
global manufacturing of a patent-pro- 
tected drug. Dr. Reddy's sees this as a 
worthy supplement to its bread and 
butter generics business, which has 
seen severe competition. 

The Mexican facility makes bulk 
drugs and intermediates (one stage 


| 


l 
| 
l 












DR. REDDY'S 


The search for 
steady 
growth 







before bulk drugs in pharma parlance) 
for Roche and other global innovator 
companies. But most of its volumes 
are from old drugs like naproxen, a 
patent-expired, anti-inflammatory 


medication that Roche sells as Napro- | 


syn. So why is this different from mak- 
ing and selling off-patent bulk drugs to 
generics manufacturers? 

The difference lies in the stability 
and predictability of the business. 
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"This is more consistent and gives 
higher volumes (than the sale of off- 
patent bulk to generics companies) 
though margins are similar," says Dr. 
Reddy's CEO G.V. Prasad. Roche and 
other innovators have long-term deals 
with this unit that are seen to earn 
revenues of $100 million 18 months 
later from $70 million-80 million now. 

The facility also makes some inter- 
mediates for under-patent drugs. It is 
likely that Dr. Reddy's expects to forge 
relationships for higher-margin con- 
tract work at a later stage using this 
as a platform. But that will be tough. 
MNCs prefer to deal with companies 
that do not compete with them via an 
aggressive generics business like the 
one Dr. Reddy's runs. Industry watch- 
ers say this is a reason why Aurigene, 
Dr. Reddy's drug discovery services 
company, did not get much work. 

But generics is getting tougher 
and less predictable. And Prasad 
thinks the prospects of the custom 
pharma services business are promis- 
ing enough to bet good money on. W 

GAURI KAMATH 
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TELECOM 


ITI in the third 
generation 


N a major step, India will start 

making third generation (3G) 

GSM equipment starting 2006 
atthe ITI plant in Rae Bareilly, ac- 
cording to Union communications 
minister Dayanidhi Maran. 

This will be done in collabora- 
tion with Alcatel of France. The 
plant has started making GSM 
base stations at an investment of 
Rs 54 crore. The unit will also 
make roof-top towers, shelters and 
SMPS power plants. This is the 
second ITI plant after Mankapur to 
manufacture GSM base stations. 

The capacity of the Rae Bareli 
unit will be doubled to 6 million 
lines by April 2006, while the 
Mankapur unit will produce 3 mil- 
lion. ITI has already received or- 
ders for 4 million lines from Bharat 
Sanchar Nigam (BSNL). In addi- 
tion, it has orders for 2 million lines 
each from BSNL and Mahanagar 
Telephone Nigam. Alcatel plans to 
use the Rae Bareilly unit to export 
GSM equipment to Africa. Maran 
sees the turnover of Rae Bareilly 
touching Rs 450 crore this year. It 
was Rs 65 crore last year. 

ITI is also planning to make 
CDMA equipment in Bangalore. All 
this part of the effort to revive ITI. It 
lost Rs 350 crore in 2004-05 on 
sales of Rs 1,389 crore. Ei 

ANUP JAYARAM 


OSWAL CHEMICALS & FERTILISERS 


Abhey Oswal: Where 
does he go from here? 


Chemicals & Fertilizers (OCFL), 
has washed his hands off the fertiliser | 
business. He has sold the company’s | 
Shahjahanpur plant 
to Shyam Basic In- 
frastructure, a com- 
pany in the Shyam 
Telecom group. Ear- 
lier this year, OCFL 
sold its Paradip unit 
to the government- 
owned Iffco. 

Interestingly, in 
a sort of lost-and- 
found story, public 


BHEY Oswal, chairman and | 
managing director of Oswal | 


sector fertiliser 
company Kribhco 
has eventually 


bagged the asset 
they themselves 
wanted to create in 
the first place. Os- 
wal had outbid and 
out-liaised Kribhco back in 1988 to bag 
the Shahjahanpur project. 

Kribhco has done a deal with 
the Shyam group, which has no exper- 
tise in the fertiliser business to create a 
60:40 joint venture to acquire the Shah- 
jahanpur asset for Rs 1,900 crore. 

This is a double whammy for Krib- 
hco. Now, it would save on the cost of 
transporting the urea it produces from 
Hazira in Gujarat to the central and east- 





ern markets in India. It would also not 
need to invest an estimated Rs 2,300 
crore in a new 1 million tonnes per year 
urea plant at Hazira as it is getting con- 
trol of 0.85 million tonnes plant for 
Rs 1,140 crore. 

OCFL had sold 
the Paradip unit to 
Iffco for Rs 2,180 
crore. With the sale 
of the Paradip and 
the Shahjahanpur 
units, OCFL will end 
up with Rs 3,080 
crore in cash, but no 
business. Abhey Os- 
wal is yet to tell the 
company  share- 
holders about the 
fate of their invest- 
ments — whether 
he will return cash 
to them or invest 
the money in a new 
venture. 

Oswal can be expected to invest 
some of this money in the real estate 
business given the fact that another Ab- 
hey Oswal company, Oswal Agro, has 
the permission to commercially rede- 
velop the land that houses its now de- 
funct petrochemicals factory at Chem- 
bur in Mumbai. This is now prime real 
estate. But Oswalis notlettinganyone in 
on his plans yet. * 

FEROZ AHMED 
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Losing hair due to stress, -Z 


lifestyle, dandruff...? 


Himalaya Hair Loss Cream. 
Reduces hair fall by 20% in just 2 weeks’. 





For more information please write to: Corporate Communications, The Himalaya Drug Company, Makali, Bangalore-562 123. Tel: 080-237 14444. E-mail: write.to.us@h 


Does not cure hereditary baldness, 
*On daily use 


malayahealthcare.com www. himalayahealtncare.corr 





-ing to get manufac- 
“turers to put bar 
Codes on their pro- 
- ducts according to. 


ted European Article 
< Numbering (EAN) system. 
 Anditlookslike they would succeed. 





ARGE re- 
tailers in 
India have 
been try- 





the globally accep- 


_. The push is coming from The Retail- 





z: vice-president, Foodworld, says: 


ers Association of India (RAD, which has 
“many ofthe country's biggest retailers 
“as members. It has given its suppliers till 


1 July 2006 to make the switch. K. Rad- 
hakrishnan, chairman, ECR India, and 
"We 
have set this deadline for compliance to 


. bring global best practices into India. 
After this we will not accept products 
-without the standardised bar codes." 


: -Apart from retailers, RAI has the sup- 


-port of several large FMCG companies 
and industry bodies like EAN India (the 


nodal agency for bar coding) and ECR 
India (a joint retailer-FMCG initiative). 
RAI says bar coding will help retail- 


«= ers manage inventory better. Suppliers 


be 






would benefit as they could get feed- 


, backon sales immediately with wireless 
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i 


| 
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} 
| 
| 
i 


communication transfer technology to | 


;; beimplemented soon. “This will enable 


automated replenishment systems... 


^ and suppliers would not need to block 
huge amounts of raw materials," says 
~ Radhakrishnan. Consumers, mean- | 


The battle of the bar 


while, would 
benefit as there 
will be fewer 
stockouts. 

RAI CEO Gib- 
son G. Vedamani 
says: "Interna- 
tionally, all prod- 
ucts supplied to 
retailers are bar coded 
according to certain stan- 

dards, normally EAN or UPC. These 
codes can be used across segments. As 
India moves on to modern retailing, RAI 
feels this bar-code compliance is ab- 
solutely necessary." 

At present, more than 40 per cent of 
the products supplied to retailers are 
not bar-coded according to EAN stan- 
dards. So retailers have to bar code the 
products all over again. While each re- 
tailer has his own way of coding, univer- 
sally read bar codes are preferable. 

Most big FMCG firms like Procter & 
Gamble and Nestle adhere to the EAN 
system. Companies which are part of 
ECR India represent 75 per cent of the 
consumer products sold and made in 
India. According to EAN India CEO Ravi 
Mathur: "There are over 3,500 users of 
the system, including all exporters and 
government agencies like the Defence 
Canteen Stores. But there is an issue 
with smaller entrepreneurs as they are 
not ready to adopt the new techniques. 
Vedamani stresses that the investment 
to implement bar coding is nominal. B 
ROHIT VISWANATH 





MBA DEGREES UU 
Pay for one, 
Bet one free 


HE Indian Institute of Man- 

` agement, Ahmedabad (M-A) 

has become the first Indian - 
B- school to offera double-degree - 
MBA programme with ESSEC Busi- 
ness School of France. 

This tie-up goes beyond the 
standard three-month student ex- 
change programmes most leading 
Indian B-schools have. Not only do 
the participating students receive 
the full degrees from each institu- 
tion, but they also complete two 
terms (six months) of study in a for- 
eign B-school followed by six 
months of work abroad. This initia- 
tive is in keeping with the growing 
emphasis on giving students global 
exposure during their stints ati man- 
agement schools. 

Starting October 2006, 45 stu- 
dents of the post-graduate pro- 
gramme at IIM-A will go to ESSEC 
for a year. During that time, they 
will spend six months doing an in- 
ternational intemship in Europe. 
The same number of students from 
ESSEC MBA will be coming to NM-A 
under similar conditions. — 

‘Group ESSEC’ was ranked 76. 
by the US News & World Report ` 
2004 B-school rankings while IIM-A 
was not ranked. The Economist In- 
telligence Unit ranked IIM-A No. 69 
in 2005 and did not rank ESSEC. W 

AARTI KOTHARI 
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Aspiring 
Techno 


Entrepreneurs 





NirmaLabs is a not-for-profit Section 25 company set up by Nirma Education 
and Research Foundation with an objective to nurture aspiring entrepreneurs 
to build promising technology start-ups. At NirmaLabs, you're groomed {on 
payment of fees) to identify an idea, understand hi-tech markets and 
emerging technologies, gain insights of high-growth businesses, form a team 
and create a business plan, develop value proposition during incubation, 
interact with mentors and venture capitalists and spin-off to start your venture. 
Each incubated project gets seed funding upto Rs.20 lakhs and each 
team member gets sustenance of Rs.8000/- per month. 

For details visit www.nirmalabs.org 


“| was very impressed by what | saw and heard at Nirmal abs, and i 
cannot recall hearing about anything quite like it, anywhere in the world 
certainly notin Asia.” 
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- Patrick Turr 


NirmaLabs*™ 


Where aspirations become reality 









Director, international Centre fo 





NirmaLabs is approved and funded as a Technology Business incubator 
by the Department of Science and Technology, Govt. of India. 


NirmaLabs, Nirma University Campus, Gandhinagar-Sarkhe} Highway, Ahmedabad 382 481, India. Ph.: (02717) 241900-04 Fax: (02717) 241916. 





Last date to receive applications : November 25,2005 
Batch commences from : January 19, 2006 p 





Bamboo to 
the rescue 


S far back as one can recall, 

the steel industry all over the 

world has been using 
wooden separators while shipping 
its produce. Once the product has 
reached its destination, the separa- 
tors are thrown away. H.A. Sheth 
did not like that. | 

"The sheer wastefulness of it all 
really used to upset me," he says. 
According to his calculations, if a 
tree lives for 50 years, it generates 
oxygen worth $12,500; recycles 
$15,000 worth of fertility and soil 
erosion control; creates $25,000 
worth of air pollution control, and 
$12,500 worth of shelter for birds 
and animals. ^So the felling of a sin- 
gle tree means a loss of over 
$75,000." he says. 

So he has come up with an al- 
temative. Experimenting with bam- 
boo, he found it could withstand 
enormous weights. “I got local 
women to sew jute bags in which | 
placed cut pieces of bamboo verti- 
cally, with horizontal strips at the 
top and bottom bracing them to- 
gether,” he says. Then he covered 
the parcel with a thicker jacket of 
jute, and the separator was ready to 
be tested. "The Tatas, Bokaro Steel 
and the Indian Railways have con- 
ducted trials and found Coir Atlas 
separators effective substitutes for 
the wooden variety," says Sheth. 
"According to the tests conducted 
by the govemment testing labora- 
tory, one foot of Coir Atlas provides 
as much resistance as a four-foot 
wooden separator,” says he. 

Patented this year, the eco- 
friendly Coir Atlas can be produced 
at various scales. Since it needs 
no sophisticated machinery or 
skilled labour, it can even be made 
by NGOs or welfare societies. And 
as it is inexpensive, Sheth’s sepa- 
rator save not just trees, but 
money as well. m" 

GEETANJALI KRISHNA 


“customer 





WITH competition in the banking in- 
dustry hotting up, public sector banks 
are vying to match their private counter- 
parts not just in quality of service, but 
also in terms of perception. And few mir- 
ror this shift better than IDBI Bank. 
After it was merged into parent In- 


dustrial Development Bank of India | 
(IDBI), it has been aggressive in retail | 


banking in general and in product inno- 
vation in particular. The latest is a tie-up 
with Indian Airlines (IA) to allow book- 
ing of the state-owned carriers tickets 
through IDBIS ATMs. 

In the cards business, IDBI Bank was 
the first in the Asia-Pacific to introduce 
card-to-card money transfer through its 


ATMs. The bank also offers a world cur- | 
| We wanted to become a comprehensive 


rency card that allows you to draw cash 
from any ATM in six currencies — euro, 


dollar, Australian dollar, Canadian dol- | 
lar, Singapore dollar and pound sterling. | 


The bank says it will enter the credit card 
sector in a year. 

With a current client base of 1.2 mil- 
lion, IDBI Bank is hoping that product 


innovation in keeping with the needs | 


and aspirations of its clients will be its 
way forward. Businessworld's Gargi 
Banerji spoke to G. V. Nageswara Rao, the 
banks CEO in charge of commercial 
banking, about products, principles and 
plans. Excerpts. 


tm Ün what drives the bank 
Ourbankhas been built on three pillars: 
product leadership, operational effi- 
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needs 


| ciency and service excellence. Our aim 








is to get ahead of competition in terms 
ofinnovative banking products. 


m Ün challenges before retail banks 
Retail banks must learn to anticipate 
customer needs and effectively meet 
those needs. We have set ourselves the 
vision ofwanting to meet all savings and 
spending needs. On the spending side, 
the goal is to make it as convenient as 
possible for customers. We have an 
evolved bill payment product that can 
be executed across channels through 
ATMs and phone-banking. 


gj On IDBI Bank's initiative for small 
and medium enterprises (SMEs) 


product-offering entity to the SME sec- 
tor as its needs are not very different 
from those of large corporate cus- 
tomers. [Like a large corporation,] an 


| SME needs access to trade finance, for- 


eign exchange and cash management. 
We have put together an integrated 
transaction account for SMEs to offer all 
these cash management and trade-re- 
lated services — like we do to our large 
corporate customers — to help them 
become more competitive. 

We have also leveraged our card ac- 
ceptance business and parameterised 
products for SMEs to help them get 
funding at very competitive rates. For 
example, we even lend against exports 
of software companies. = 


HEMANT MISHRA 


Blogspace 


HE next time you want to know 


pecking order 
how your blog ranks in the In- 


T dian blogosphere, log on to 


http://india.blogstreet.com. Blogstreet, 
formed in 2002, is the first Indian blog 
search engine that also indexes blogs 
worldwide. In October 2004, it laun- 
ched the Indian version of the portal, 
Blogstreet India. 

The number of blogs in India is esti- 
mated to be around 100,000, of which 
the active blogs (updated at least once a 
month) are around 15,000. Currently, 
Blogstreet India indexes only about 
2,000 active Indian blogs because of its 
stringent listing policy. To participate in 
the listing, bloggers have to send in a re- 


10 Indian Blogs 


Blog 
Counts 


Rank Blog Name 


www.kiruba.com 


104 www.lazygeek.net 


86  www.gauravsabnis.blogspot.com 


80  www.anitabora.com/blog 
67 www.selectiveamnesia.org 


56 www.emergic.org 

52 www.yazadjal.com 

51  wwwindiauncut.blogspot.com 
49  www.vinodg.blogspot.com 


47 www.mdeii.blogspot.com 


Blogger's Name & Profile 





KIRUBA SHANKAR, software professional, Chennai 
GURU SUBRAMANIUM, software consultant, Chennai 


GAURAV SABNIS, software professional, Mumbai 


ANITA BORA, communications professional, 
Bangalore 


CHANDRACHOODAN GOPALAKRISHNAN, copywriter, 
Chennai 


RAJESH JAIN, entrepreneur, Mumbai 

YAZAD JAL, professional, Mumbai 

AMIT VERMA, professional, Mumbai 

VINOD C, student, Chennai 

ANAND KRISHNAMOORTHI, student, Chennai 


Except for No. 6, emergic.org, which is a technology trends blog, all the rest are personal blogs 


other blog, it gets indexed as a blog 
count. Blogcounts are aggregated over a 
six-month period and rankings are 


was one of the most successful Indian 
Internet entrepreneurs. In 1999, he 
made the headlines when his portal, In 


quest to Blogstreet, which in turn vets all diaworld, was bought over by Sify for 
the information given in by the blogger. 


Each time a blogger blogrolls (links) an- 


given accordingly. 
The portal is owned by Netcore So- 
lutions, whose chairman Rajesh Jain ADITYA KHANNA 


Rs 500 crore. 
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e World is Watching CNN...are you? 
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3am. sandwiches for you and coffee for her: Rs 700 Qa 
2pm. taking yoga classes together: Rs 1500 Q&Z 
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Rajputana Palace Sheraton, Jaipur 


Use your MasterCard® card. Enjoy a 20% 


discount on ‘A journey called India’ vacation’, 
MasterCard in association with ITC-Welcomar« 

you a spe ial 20% discount on a 2 nights 

A choice of over fifty ITC-Wek omgroup hotel 
Fortune and WelcomHeritage hotels, palaces o 
destinations in India. Take your loved ones on 
enjoy memorable moments where it matters thi 
where to start, just log on to www.ajourney 

Or call the toll free number 1600-111-333 

local numbers in Delhi 011-51664444, Mumbai 


Chennai 044-52104444, Kolkata 033-23454444 


in your cily. 
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COUPLE of academic papers 
published recently have 
pointed towards severe 
problems bogging down tax 
compliance in India. The first, a study by 
Saumen Chattopadhyaya and Arindam 
Dasgupta of National Institute of Public 
Finance and Policy has found that the 
costs companies in India incur to pay 
their taxes stood at 5.6-14.6 per cent of 
the corporation tax revenue in 2000-01. 
The study has not included bribe, but 
says that over 50 percent of Indian com- 
panies were estimated to pay bribes to 
income tax officials. As many as 70 per 
centofthe firms, the study says, used ex- 
ternal assistance to prepare tax returns. 
While many large companies have a 
"small army" of officers working on tax 
and finance matters, many small and 
medium enterprises were found to be 
outsourcing the work to chartered ac- 
countancy firms at a substantial cost. 
The high costs involved in payingup 
taxes have kept a substantial percentage 
of potential taxpayers in the country at 
bay. The second study finds that the 
compliance rate for those earning over 
Rs 10 lakh a year is around 33 per cent. 
Less than 2 per cent of the self-em- 
ployed urban workers complied, com- 
pared with 20-25 per cent for the rest of 
the population, it says. The study was 
conducted by Surjit Bhalla, a New 


~Delhi-based economist. 


The problem is not unique to India. 
According to the Office of Tax Policy Re- 
search at the University of Michigan: 
"Each year US taxpayers spend over 3 
billion hours on their income tax re- 
turns... All together, the time and 
money spent by US income taxpayers 
[in filing tax returns] amounts to as 
much as $100 billion every year, or 
about 10 per cent of the tax collected. 


< Much of this compliance cost is due to 


“S 


m 


the mind-boggling complexity of the in- 
come tax law." 

Recognising this, many countries 
including Australia and Japan have 
been setting up units to make life some- 
what easier for large taxpayers as well as 
to reap the benefits of greater compli- 
ance. Says a senior official in the income 
tax department: "One major area of tax 
reform has been in its administration. 
The idea is to increase control over the 
largest taxpayers and improve large tax- 


‘payers’ compliance in the medium 





pr 5. 


The global experience 


No. of LTUs Enterprises LTU collection as 
serviced % of revenue 
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AUSTRALIA 3,000 
legal entities 
SINGAPORE E 6,000 
| THAILAND + 2,500 
PAKISTAN E» 1000 
| SRI LANKA 4 1,200 
|! PHILIPPINES 1. 1,080 
| NEPAL C4 300 
CAMBODIA 1 650 
| BANGLADESH 2- amo 
JAPAN A Q UNA 
| LAOS PDR (o5 Over 3,000 
MONGOLIA 1 108 


How LTUs help 

for LTUs pes of taxes handled by LTUs 

Corporate, I-T, foreign source | 
income tax, government tax 

.. Corporate and consumption tax — | 

. Corporate, withholding tax, VAT —— | 
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Corporate tax — — — 
VAT, I-T & pay-as-you-eam tax _ 








_ Philippines KT, VAT, exci ,directtaxes | 
Indonesia NA  — VAT, FT, withholding tax —————— 
Pakistan — Turnover over Rs 400 million All direct taxes, sales tax or tax 
d : s S 25 million i 
Tem ` Source: IMF 
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term." This, he explains, has been done 
through setting up of large taxpayer 
units (LTUs) in many countries. Such 
units have been found to not only im- 
prove tax compliance, but also reduce 
the average costs associated with pay- 
ment and administration of taxes. 

The decision to set up such units in 
India was announcedin the last Budget. 
Following this, it has been decided that 
five LTUs will be set up in Bangalore, 
Chennai, Delhi, Kolkata and Mumbai in 
the first phase. These LTUs will be 
headed by officers of the level of chief 
commissioner, although for now, two of 
them will be led by officers from the 
Central Board of Excise and Customs 
(CBEC) and two by those from the Cen- 
tral Board of Direct Taxes (CBDT). 

All entities that have paid a Central 
excise duty above Rs 5 crore in 2004-05 
would be accessing the LTUs in Phase I. 
Such entities will be able to file their ex- 
cise, income tax/corporate tax and ser- 
vice tax returns at the LTUs. Large tax 
paying individuals will also be eligible to 
pay at LTUs in due course. Says a senior 
revenue department official: "This will 
reduce opportunities for bribing and 
make it easier for the department to 
keep track of large taxpayers. For in- 
stance, we can check up on stop filers 





more easily, since a large 
chunk of revenue can be 
collected through this 
single window. The 
number of stop filers 
(both individuals and 
companies) has been 
rising every year: it was 
15 lakh in 1986-97, over 
71 lakh in 1996-97, and is 
over 90 lakh at present. 

Companies are 
happy, seeing the oppor- 
tunity to save crores of 
rupees and hours of pro- 
ductive time. Says V.M. 
Mohan, chief finance of- 
ficer, India Cements: “It 
could be a useful mecha- 
nism. We deal in large 
volumes in several loca- 
tions. We have plants at 
six locations in India. 
And there is excise and 
other payments that 
have to be made in vari- 
ous locations. The LTU 
will certainly make things a lot easier." 

Recently, a finance ministry team 
that attended an IMF Asia-Pacific semi- 
nar on LTUs found that most countries 
that have introduced LTUs are collect- 
ing at least 50 per cent of their taxes 
through them. (See “The Global Experi- 
ence’) Singapore and Japan have lever- 
aged LTUs better, with collections of 77 
per cent and 60 per cent through them. 
Indonesia, which set up two LTUs in 
2002, has got a compliance monitoring 
system integrated with LTUs. 

At a recent meeting of top income 
tax officials of the country, a decision 
wastaken to set up small taxpayer facili- 
tation centres (in addition to LTUs) in 
public-private partnerships. To start 
with, 93 excise commissioners have 
been asked to set up these centres in 
their respective areas of jurisdiction 
with the assistance of local NGOs, 
chambers of commerce and other in- 
dustry associations. These centres will 
enable people to file tax returns without 
visiting the tax offices. "There is a view 
that small taxpayers avoid the income 
tax and customs and excise offices out 
of some kind of fear of harassment. 
Hopefully these centres will help 
change this," an official said. a 
ANJULI BHARGAVA 














WE HELP YOU 
READ THE FUTURE. 


HERE’S SOMETHING 
TO PLAN IT. 





Dimensions: | Sem X 20cm 


One page per day for better planning 


E 


Project plan notes 


Finance notes 


Seperate sections for appointments and addresses 


3 year calendar 


To help you keep track of the coming 
year, Businessworld brings you a unique 
leather bound Planner. So fill out the 
form below and mail it to us immediately. 
After all, it's best to plan ahead. 


° Till stocks last. 


Businessworld 


Read Business. 





| would like to order a Planner 
Name: Mr/Ms 











Cheque NoJDD No. (In favour of 


Dated: for Rs. 699/- or charge the total amount of 


Rs. 699/- to my credit card. 0B C] € [C 






Card No. C 


Card member's name 





Card expiry date DO OO OOTI 


CMM No. DOC — (last 3 digits on the signature panel of Card) 


Signature  — Date —— 
Mail this coupon along with the Cheque/DO for Rs. 699/- to 
The Subscription Deptt.. c/o Businessworld, Express Building 
9-10 Bahadur Shah Zafar Marg, New Delhi- 110002, Ph: 011-23702170. 
e-mail: businessworidsubscriptions@abpmail com 

For bulk orders and further i 














abad: Sun 


low 4-6 weeks for the final delivery of 

















| HORN ANOTHER PLANET. | 
“THE POWERTOMAKETHE — | 
QUEST THE GOAL. THE POWER | 
TO LEAVE SPACE FOR IDEAS — | 
. THAT HAVEN'T BEEN THOUGHT | 
1 
| 
x 
d 


OF YET. THE POWER TO LET 
YOUR IMAGINATION FILL THEM. 






d the most advanced 64-bit processor in 
world. Available on IBM inis and Linux servers. 


j “POWER c Pedal nd on the Mars Rover, which 
M spearhea cade he search fo fe on the Red Plana 


“> Call 1600-4253333 or write to pseries@in. ibm.com 


ON DEMAND BUSINESS. 





y omkar goswami Žž 





The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


Who will 
history 
judge as 
the more 
capable 
leader of 
people: 
Narayana 
Murthy or 
Deve 
Gowda? 
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The Hum 


ble 


Farmer & Murthy 


NTILa few days ago, I thought it 
would be better to keep my 
counsel on the honourable 
humble farmer Deve Gowda's 
| diatribes against N. R. Narayana 
Murthy and Infosys. For one, Murthy is like a 
friend and an elder brother and has been a guru 
and role model for me in many aspects of my 
work. For another, I happen to be an indepen- 
dent director on the board of Infosys, and what- 
ever I write can be construed as being biased. 
‘But! thought it is time to write a few hard 
truths and then let you, the reader, make up 
your mind. There are just three things I want to 
focus on: the role of Murthy in the new Banga- 
lore Airport project; what a company like In- 
fosys and people like Murthy mean to the im- 
age of India and the aspirations of our youth; 
and who history will judge as the more capable 
human being — Murthy or Gowda? 
Ihave some understanding of the amount 
of time and effort Murthy spent in getting the 
Bangalore Airport project off the ground. Be- 


lieve me, there were hundreds of glitches be- | 
tween the Karnataka government, the Airports 


Authority of India, and the bureaucrats at the 
Ministry of Civil Aviation as well as their coun- 
terparts in the Ministry of Finance. 

Let me share with you just one example, 
dating back to the spring of 2003. There were 
serious delays in file movement between the 
civil aviation ministry and the finance ministry. 
Although he has a non-executive chairman and 
hence, technically, a fiduciary figurehead, 
Murthy personally flew to Delhi. He met Atal 
Behari Vajpayee and Jaswant Singh, interacted 
with bureaucrats in both the ministries, and ac- 
tually succeeded in getting Singh to expedite 
the file flow and decision-making process. I 
know the details of this because I ended up li- 
aising between Murthy and the civil servants 
concerned at the Ministry of Finance. The fact 
is, he did this kind of intense networking on 
several occasions — doing whatever he could 
to hasten the venture. In the process, he didn't 





always win friends, especially in the bureau- 
cracy. But everyone realised his good intent. 
And it is fairly safe to guess that the files of the 
Bangalore Airport project would have still been 
gathering dust in sundry cupboards of New 
Delhi had it not been for Murthy's efforts. 

What do people like Murthy, Nandan 
Nilekani, Ratan Tata, Azim Premji, S. Ramado- 
rai, and companies like TCS, Wipro and Infosys 
mean for India? To put it bluntly, these corpora- 
tions along with some others like Tata Steel, 
Ranbaxy, Dr. Reddy's and Bharat Forge have put 
India on the map. They have proved that we 
can have best-in-class operations; that we can 
operate profitably in the global arena; that we 
are not afraid of competition; that we can at- 
tract, mould and motivate the best global tal- 
ent; and that incorporating the highest stan- 
dards of ethics, governance and transparency 
in no way comprises the quest for growth, scale 
and profitability. By their deeds, these people 
and their companies have created the pro-In- 
dia wave that we now witness everywhere. 
They have helped remould the image of this 
nation. They have given our youth hope and 
confidence to go forth with our head held high. 
As Sanjay Labroo, the CEO of Asahi India Glass, 
told me recently: "Infosys single-handedly 
created a new model, hope and aspiration for 
Corporate India." 

As a fiduciary, it does not behove of me to 
sing praises of Infosys. Others have done it of- 
ten enough. There is just one fact that I want to 
highlight: from the very beginning, Infosys has 
always met or exceeded its quarterly, half yearly 
and annual earning guidances. To me, that is 
creating a corporate culture of excellence. 

Finally, the question of history. Five or ten 
years down the line, who do you think educated 
Indians will consider to have done more for the 
image and position of their nation: a JRD, 
a Ratan, an Azim, a Murthy, a Parminder, an 
Anji Reddy or Mr H.D. Deve Gowda? I reckon 
that’s a no-brainer. Pity our humble farmer 
thinks otherwise. a 
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HIS this month, the chief execu- 
tives of 28 public sector banks 
(PSBs) are likely to gather in 
Delhi for a meeting with the fi- 
nance minister P. Chidam- 
baram. The problem they will discuss is 
straightforward. According to Chidam- 
baram himself, public sector banks will 
need around Rs 60,000 crore of capital 
over the next five years to fund growth, 
which analysts say is likely to be more 
than 20 per cent a year. How will they 
raise that money? 
The answer is not likely to be as sim- 
ple. The government's stake in PSBs has 
to be at least 51 per cent by law, and the 
Left seems in no mood to let the govern- 
ment amend that law to let banks raise 
more equity from the market. The gov- 
ernment itself is unlikely to pump more 
money into the banks to maintain its P. Chidambaram: Signals to the Left? 
stake above the stipulated floor because 
ofits commitment to fiscal discipline. 
“Some banks are already close to the Options for the RBI 
51 per cent limit,” says Cherian Vargh- à : : 
ese, chairman and managing director of Amend the Banking Regulation Act to allow banks to issue 
Union Bank of India. "Unless the gov- preference shares 
ernment does something, we could all 
face a problem." Says an analyst: “Banks 


can manage their capital requirements Allow banks to raise 'trust preferred' securities by setting 


till FY 2008. After that, God knows." up a special purpose vehicle 
One alternative for PSBs is to slow 


down and lose market share to foreign Banks could use assets such as real estate as collateral to 
and private sector competitors. Says an raise funds — this is an unlikely option 

analyst with a foreign broking house: 

"The capabilities of public sector banks 

are converging with those of private sec- | issue what the Indian Banks’ Associa- | couple of months ago, the RBI executive 
tor players. At some point, the govern- | tion (IBA), a lobby group, calls'innova- | director Usha Thorat raised the possibil- 
ment needs to make a choice: either di- | tive’ capital instruments — some of | ity of allowing banks to issue preference 


DILEEP PRAKASH 


Introduce the concept of ‘Tier III’ capital to cover market 


lute their share in PSBs andenablethem | which look dauntingly complicated— | shares, something that the Banking 
to defend their market share or main- | to get around the 51 per cent limit. Regulation Act forbids. Last month, the 
tain its shareholding, but see their As of now, only equity capital and | RBI allowed banks to treat the notional 
[PSBs'] market share shrink as a result.” | certain reserves can be counted as Tier I | gains from the appreciation in value of 


On the other hand, if the banks are al- | —the most important part of bank cap- | bonds held by them as part of ‘Tier I’ 
lowed to tap the market over the next | ital. Banks can also raise funds byissu- | capital. And in the last week of October, 
few years, investors could lose outas the | ing bonds, but this ‘Tier II’ capital can- | the finance minister himself, at a press 
equity of banks gets diluted. not exceed Tier I, as per RBI regulations. | conference at Punjab National Bank, 

Another option which the govern- Ifrecent actions are anything to go | talked about the need for public sector 
ment and the Reserve Bank of India | by, the RBI and the governmentare both | banks to raise Rs 60,000 crore over five 
(RBI) are considering is to allow PSBs to | getting increasingly desperate. First,a | years. “That statement was aimed as 
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Will the floor on government holding 
stifle the growth of PSU banks? 
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much at the Left as it was at PSB chiefs," 
points out a senior banker. "We have al- 
ready met the RBI regarding the issue of 
capital and they are likely to come out 
soon with some guidelines," says he. 

But why will banks need so much of 
capital in the first place? First, all banks 
in the country will need at least a third of 
that amount to implement the new 
Basel II capital norms (most of that 
money will be needed to be raised by 
PSBs, whose assets are almost three 
quarters of all assets in the banking sys- 
tem). Second, it's needed to fuel their as- 
set growth, which analysts have esti- 
mate to beat least 20 per cent (that's still 
athird lower than in 2004-05) over the 
next few years. "I think its no coinci- 
dence that the announcement [allow- 
ing notional capital gains on bonds to 
be treated as Tier I capital] came just a 
few days after the State Bank of India an- 
nounced that its asset growth was much 
higher than expected," said an analyst 
with a foreign broking house. 

Since banks need to set aside 9 per 
cent of every loan made (except in cer- 
tain sectors), the need for capital rises as 
banks expand their loan portfolios. Fi- 
nally, PSBs are still way behind their pri- 
vate sector and foreign competitors 












when it comes to technology infrastruc- 
ture. That's likely to continue to be a big 
cost item for many banks. An IBA paper 
pointed out: “The existing capital ade- 


quacy may not be enough to meet the | ; 
| deeper capital markets than India’s, - 
| with investors who are sophisticated 
| enough to make large investment 


requirements of changeover [to Basel 
Irjand also to sustain the growth mo- 
mentum in banking assets." 


So, ifthe government doesn’t reduce | 


the 51 per cent limit, where will the 
money come from? At least a part will 
come from retained earnings. Since 
2002, the reserves and surplus of all 
public sector banks has risen by 
Rs 42,072 crore — an enormous jump 
due to the large profits banks made fol- 
lowing declining interest rates in those 
years. If retained earnings continue to 
grow at the same rate as assets, banks 
wouldn't face a problem. However, 
those abnormal gains are unlikely to be 
repeated after the current upturn in the 
interest rate cycle. The return on equity 
for all banks was five percentage points 
lower in 2005 than in 2004. The last time 
that interest rates were rising, in the late 
1990s, the net profit of PSBs rose by just 
over Rs 2,000 crore in three years (FY 
1997-2000). In contrast, in the two years 
after 2002, net profits jumped by well 
over four times that amount. 
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| same way. The problem, as some point ` 





That leaves the ‘innovative’ capital ` 
instruments like preference shares as. ` 
another option for raising money. Pro- 
posals to amend the Banking Regula- | 
tion Act to allow banks to issue prefer: - 
ence shares have been in the air for a ` 
long time. The IBA, however, says that. 
the act allows government to simply e- 
sue notification to the same effect. In 
countries like the US or the UK, such in- ` 
novative’ instruments can be used as ` 
part of Tier I capital, butonlyuptoacer- ` 
tain limit, say, 15 per cent of TierT. - P 

There are other far more cor 
cated solutions. The IBA paper look Š 
alternatives in countries like the US, the ` 
UK and Hong Kong. It has suggested ` 
that the RBI could even create some- ` 
thing called Tier HI capital, which i 
lowed abroad, and in India, could co 
the risk of adverse movements in pr 
of financial assets. Then there are ‘tr 
preferred' securities — the bank woul 
set up a special purpose vehicle (SPV 
which would raise money from pr 
ferred investors. The trust would t 
lend the raised money to the pare 
bank. Another option, that of ‘irr 
deemable non-cumulative preference. 
shares, also involves the bank setting up ` 
an SPV which would raise funds in the. ` 































out, is that all these countries have f 















such instruments. in India, a major pr 
portion oflarge institutional invest 


possibility that banks invest in each ` 
other's securities. However, "the RBI has ` 
recently barred banks from investing ` 
funds in the bonds issued by other ` 
banks (Tier H capital). Why would they ` 
allow such a practice for Tier 1 capital,’ me 
asks an analyst. One thing is clear | 
though: the introduction of innovative" 
instruments also promises tolead toà ` 
morass of new accounting regulation 
andlaws. ua 
Ultimately, both bank chiefs and in- ` 
dustry analysts agree that such altern 
tives are, at best, a limited, short-term ` 
solution. “These are all stop-gap mea: 
sures,” says the foreign broking house ` 
analyst. “The PSBs are losing market 
share to foreign and private sector” 
banks and one reason is their inabilityte 
raise capital.” E 
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AVOUR a few contradic- 
tions. Tata Consultancy Ser- 
vices (TCS) is slow. TCS is 
old-fashioned. And TCS will 
have $3-billion revenues by 
March 2006 — a full $1 bil- 
lion more than that of near- 
est Indian rival, Infosys Technologies. 
Over the last seven months, the Tata 
groups flagship IT company has bagged 
global outsourcing contracts worth 
$1,457 million and pushed dol ac- 
quisitions valued at $50 million. When it 
closes its accounts for the financial year, 
these moves will have translated toa 
$600-million rise in the company's 
topline, propelling revenues to the $3- 
billion mark. That's barely three years af- 
ter it hit $1 billion. Clearly, the company 
that pioneered the factory model of In- 
dian IT services nearly two decades back 
isin a hurry to go somewhere. CEO S. Ra- 
madorai quantifies the goal: $10 billion 
by 2010. 
This week, the TCS deal run contin- 
ued with the acquisition of Chilean BPO 
firm Comicrom for $26 million. Though 
asmall acquisition, the deal will give the 
company’s BPO business a foothold in 
the Latin American pensions process- 
ing market and add to the critical pen- 
sions and insurance BPO skills that TCS 
has started building. [The $847-mil- 
lion Pearl deal was the first step to- 
wards that.] The Comicrom deal 
comes just two weeks after the $23- 
million acquisition of Australi 
banking solutions firm FNS in late 
October, which TCS bought to 
augment its products business. 
Ramadorai intends to maintain 
the deal momentum. “Over the 
next two years, growth through 
acquisitions will become very 
important for TCS,” he says. 
TCS's recent moves have 
certainly perked up the mar- 
kets. As the stock charts show, 
the TCS share price has gained 
significantly over the last nine 
months. As on October 2005, 
while its earnings per share 
(EPS) was trailing Infosys by a 
fair margin at Rs 59.1 per share 
(Infosys is at Rs 92.2 per share), in 
terms of P-E (price-to-earning) ra- 
tio, the gap in valuations is quite 
small. Infosys is trading at a P- E of 
29.1, while TCS is at 24.8. 

















The Five-Bubble Gameplan 


1. Engineering ser- 
vices: Revenues pegged 
to touch $200 million by 
March 2006. Delivers 
services to industries like 
aerospace, automotives 


and utilities Telecom 


4. BPO: A go-to-market strategy with 
four service offerings — finance and 
accounting, customer care, payroll, and 
procurement. Plans to offer voice-based 
services as part of customer care. Plans 
to ramp-up headcount by March 2006 


sE atts. 


D» di 










N. Chandrasekaran, execu- 
tive vice-president (global 
operations) 


HEMANT MISHRA 


2. Infrastructure ser- 
vices: Expected to grow 
to $200 million by the 
end of the fiscal. Client 
list includes General 
Electric and British 


S. Mahalingam, executive 
vice-president (finance) 


3. Consulting: Expects 
to generate around $50 
million in revenues by end 
of fiscal. Plans to beef up 
to 500 people by March 
2006 from 200 at 
present 


5. Products: Accounts for $100 mil- 
lion revenues. Strong presence in 
domestic market, primarily on the back 
of banking software product Quartz. 
History of leveraging Indian market as a 
low-cost test market for solutions 


The TCS Strategy 
Think Tank 


S. Padmanabhan, execu- 
tive vice-president (HR) 





Consolidating Tata IT cos vs scone row man axe 


green signal to consolidate the Tata group's other IT holdings within its fold. The combined 
revenues could translate into a topline boost of $1 billion. 





Company Revenues 
TATA INFOTECH Rs 966.6 crore (merged with effect from April 2005) 
TATA ELXSI Rs 185.77 crore 
TATA TECHNOLOGIES Rs 171.58 crore 
TATA INTERACTIVE Rs 98 crore 


Source: Industry estimates 
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Acquisitions, though critical, is just 
| one component of the 2010 growth 
:strategy being spearheaded by TCS's 


executive vice-president (global opera- 
tions), S. Mahalingam, executive vice- 
president & CFO and S. Padmanabhan, 
! executive vice-president (HR) at the 
B company’s corporate headquarters in 
| Mumbai. The plan to reach $10 billion 
| assumes a complete overhaul of the 
< company’s internal processes and busi- 
“nesses, and big jumps in organic 
‘growth. Much of the overhaul process 
| has been under way since 2000, and the 
job is about half done. “In three years, 
: TCS will look like a very different com- 
pany," says Chandrasekaran, second- 
| in-command to Ramadorai and 
dubbed internally as CEO-in-waiting. 
aq If TCS does get to $10 billion by 2010 
‘and that is still a huge stretch target — 
-it will redefine the global pecking order 


Competition’). It will place TCS at the 
| same high table that is today occupied 
by IBM Global Services, HP Services, 
EDS and Accenture. It would make TCS 
| aprime contender in the $1billion-plus 
| order game. It would, in effect, make 
| TCS the first Indian global IT super- 
| power. But for that to happen, it needs 
|. to clock growth rates of over 40 per cent 
year-on-year for the next five years, 
` while the global Top 10 are averaging at 
8-10 per cent a year today. 

*. Can TCS really reach that exalted 
“status? A couple of years ago, the answer 
|: would have been no. After two decades 
| inthe business, TCS seemed to have lost 
| its growth momentum. Younger rivals 
| like Infosys and Wipro were growing 
B much faster and had almost caught up 
_ with TCS in terms of revenues. Worse, 
` both Infosys and Wipro had spotted 


| stuck with its old legacy businesses. 
| Making Up For Lost Time 


- billion. It was a notable milestone no 
- doubt, but the sheen wore offin no time. 
' A year later, Infosys also crossed $1 bil- 


quartered company had taken much 
| lesser time to scale the heights that had 
| taken TCS over 20 years to climb. Infosys 
«was joined by Wipro and Satyam Com- 
| puter the same year. 


| core think tank — N. Chandrasekaran, | 


-of IT services players (see ‘Sizing Up The | 


| mew growth avenues, while TCS was still | 


In March 2003, TCS revenues scaled $1 | 


lion in revenues. The Bangalore-head- | 


i 
i 
H 


! 








In early 2004, TCS was beginningto | 
look like a has-been. With 24,168 people 
on its rolls, close to 20 global develop- 
ment centres, and multiple service ca- 
pabilities, TCS could still boast of being 
a more complete company in terms of 
services and geographical depth than 
any of its peers. But it had some glaring 
weaknesses. To begin with, the com- 
pany’s topline growth rates were barely 
at 20-22 per cent year-on-year, whileIn- | 
fosys and Wipro were clocking steady 
35-40 per cent per annum growth rates. 
TCS's offshore-onsite revenues were 
also lopsided in favour of onsite 40:60, 
which meant lower margins. Despite an 
impressive breadth of service capabili- 
ties, it did not have a presence of note in 
new growth areas like remote infra- | 
structure services, BPO and consulting. 
Traditional application and mainte- 
nance work accounted for over 70 per 
cent of its revenues. All these factors be- 
gan to gain prominence as TCS edged 
closerto its public listing. 

Meanwhile, Infosys 
had chalked out a very 
clear model for chasing 
growth. It had a five-year 





plan to look at the big tar- Revenues 

gets, a three-year model to Company March March March 

setstrategic targets foreach 2005 2004 2003 

business division, and a T d 

one-year goal to address "n 9,824.4 : TOT ' 

immediate revenue and ` NFOSYS 6,859.7 4,760.3 

profit targets. It was looking WIPRO 8,170.0 ; 338.0 

at $2 billion by 2005-06, oe eee =o 

and seemed well on its way Figures in Rs crore TE pou. 

to achieve that goal. It had : r d T 

kicked off a complete over- Net Profit xz TM s 

haul of its businesses that Company March March ` ‘March m 

saw it re-organising along ; -~ -2005 2004 2003 

verticals. And it had taken a SL ERE 

the lead among Indian TS 2,08; | 1912.4 | 1,093.9 

rie in usq up the INFOSYS (1,859.2 | 1,243.5 957.9 
Meanwhile, Wipro was mem e 2i — 1 10315 820.5 o 

moving equally fast to grab Figures in Rs som oo |. Source: Companies med 

two very different growth ec 5 | : 

opportunities — infra- Headcount = oo ——— C S S 

structure management Company P. March ` : March - Marh 

and BPO. In BPO, Wipro = 2005 204 2033 ` 

hadtaken ahead start with E S 

the acquisition of Spectra- z Tes ae cr 45,714 b 39321 | 24,168 | 

mind in 2002. It was $ INFOSYS | 32,178 | 23,337 | 15,356 | 

among the first Indian n — | axe | aneno | -ausa| 

firms to bag some of the š m : 41657 | 98,502 | 13,474 | 


bigger outsourcing con- 2 
tracts, the $80-million Lat- i 
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tice contract. 

Though TCS seemed to have fallen 
asleep, it was actually preparing the 
base for the spectacular acquisitions 
and deals that have started rolling this 
year. In fact, the agenda to propel TCS 
into the global big league by 2010 was 
being formulated in April 2000. 

Perhaps it was the top manage- 
ments preoccupation with its impend- 
ing IPO in 2004 that was slowing the 
company down. The TCS management 
is still highly centralised and the strate- 
gic decisions are still taken by just four 
men at the headquarters. Analysts point 
out that the Tata company will have to 
address this issue ifit wants to become a 
global company. 

At any rate, things speeded up dra- 
matically after the IPO, and the TCS 
team went on an acquisition and deal- 
closing spree. One analyst points out 
that after the IPO, TCS was also under 
much more public scrutiny than it was 
as a private company. And that added its 
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own pressure for the team to roll out the 
ambitious growth plan quickly. 

At the core of TCS's Vision 2010 is, 
what it calls, its 'five-bubble' strategy 
(see ‘The Five-Bubble Game Plan’). It 


e -has identified five strategic growth areas | 
-< consulting, BPO, infrastructure man- 
agement, products, and engineering | 


services — which will play a key role in 
powering its growth to $10 billion. “Each 
of these businesses will have revenues 


of $50 million-$200 million by the endof | 


this fiscal. This excludes growth by ac- 
quisitions. We see each of these busi- 
nesses growing to $500 million-$1bil- 
lion over the next 3-4 years,” says 
x Atpresent, engineering services and 


-eas and will be closer to $200 million in 
revenues each by the end of this fiscal. 
In fact, engineering design and services 
is one ofthe areas where TCS has a big 
edge over its domestic rivals. Wipro and 
Infosys do some work in product and 


Wipro stock chart — 


pates. x 
infosys stock chart 
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- infrastructure are its fastest growing ar- | 
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chip design in areas like mo- 
bile interfaces, but TCS has 
the widest breadth of services 
and a big team of 2,000. It 


* s age 
Sizing up the competition 
The Global Pecking Order: TCS is catching up, but 
Infosys and Wipro are not far behind 





does high-end workin aero- _ Ranking by revenue ($ billion) — — 
space design and has a large Re i. (BM GLOBAL SERVICES 
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big-ticket deals happen. 
Companies like IBM and 
EDS dominate the infra- 
structure space which also brings in the 
multi-billion dollar deals. Here, TCS re- 
alises it has a huge gap to cover. 


Till the beginning of the year, TCS | 


seemed to lack focus in the BPO seg- 
ment. Wipro and Infosys had taken big 
strides already. But the recent Pearl out- 


Gaia for the year 2004 or FYOS Site: industry & analyst tepins 


sourcing deal and the Comicrom deal | 


have changed that picture. The Pearl 
deal was important in terms of the rev- 
enues it would add to the BPO business 
— £60 million (over $100 million) by the 
end ofthe year. But it was more than just 
a big deal for boosting the topline. The 
real importance of the deal lay in the 
fact that the Pearl group had built up 13 
process platforms to manage its pen- 
sions, life and administration services. 
This was what TCS really wanted — and 
the reason why it agreed to absorb the 
950 Pearl employees. Similarly, Comi- 
crom was attractive to TCS not just be- 
cause it gave a toehold in the Latin 
American market but also gate it 
operated in the pensions space — 
area TCS hopes to dominate. 

In consulting though, TCS has not 
done anything spectacular so far. Unlike 
Infosys, TCS has not yet carved out the 
consulting practice as a separate com- 
pany. That’s because Ramadorai says | 
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| will form the key to growth in each. | 








————— asul 


consulting has been embedded 
TCS' services all along. (See We Wi 
Lose Sleep Over Vision 2010") 


The Buying Spree 

Having identified the five areas: 
which it expects growth, the top m 
agement is also clear that acquisiti 


fact, every acquisition TCS has made so 
far is aimed at closing the gaps in skills- | 
apart from bringing in clients. = 
Take last month's acquisition of Aus- 
tralian firm FNS. TCS has a strong bank- 
ing product called Quartz, a key contrib ` 
utor to TCS's $100-million products 
business. FNS has a banking product ` 
that augments Quartz. That apart, FNS 
has a few key clients — State Bank of In- 
dia (SBI) and Russia's biggest bank — 
that TCS was keen on. : 
Last year, TCS acquired Tata In. 
fotech, which brought in capabilites in ` 
systems integration, contract manufac 
turing and training. Apart from HCL ` 
Technologies, TCS has been the most 
systematic player in the M&A game. In- 
December 2001, the company put in ` 
place a specialist M&A team that would 
function as a think-tank on strategic ace ` 
quisitions both in India and overseas. 
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_ The team was led by Mahesh Bhandari 
| and Debasis Pottdar, both former M&A 
- specialists with Arthur D. Little and 
Arthur Anderson respectively. 

Over the last four years, the M&A 
think-tank has guided TCS's spree of ac- 
_ quisitions, including the critical consol- 
| idation of its BPO holdings. It sold its 
stake in Intelenet, a joint venture with 
| HDFC, and merged the Tata group's 
holdings in Airline Financial Services, 
“WITT and Phoenix Global Solutions to 
create TCS BPO last year. In addition, it 
has also helped rationalise TCS's various 
| joint ventures across the globe. And it 

has pushed through some critical deals 
| like Computer Maintenance Corpora- 


April this year. Over the next few years, 
the M&A team will get busier with TCS 
actively going after overseas acquistions 
| and, at the same time, consolidating the 
Tata groups IT holdings. Sources in the 
company say the Tata Infotech acquisi- 
| tion is the first step to integrating the 
Tata group's IT companies within TCS. 
| When the process is complete, TCS's 
topline will get a fillip ofan additional $1 
billion, taking TCS past the $4-billion 
| markin revenues. 
Acquisitions will also be used to 
strengthen domain presence, a process 


x fast track vea dea history... 





| tion (CMC) in 2001 and Tata Infotech in | 





Getting Vision 2010 on the 


currently underway. The CMC acquisi- 
tion gave TCS a foothold in the govern- 
ment sector. The company has ear- 
marked 11 verticals and is reorganising 
its delivery centres and sales teams in 
India and globally. “This process will be 
complete by the year end,” says Chan- 
drasekaran. Infosys and Wipro have also 
aligned themselves along verticals in In- 
dia, but they are yet to roll out globally. 


The Complete Company? 

Unlike its peers, TCS also holds an im- 
portant trump card in terms of geo- 
graphical spread. Only 60 per cent of its 
revenues come from the US market. In- 
fosys and Wipro derive almost 80 per 
cent of their revenues from the US, 
which makes them completely linked to 
the health of the US economy. 

In addition, TCS generates 11 per 
cent of revenues from the domestic 
market, which helps derisk its business 
model against setbacks like the 2002 US 
recession. It has also built up sizeable 
European and Asia-Pacific businesses 
with a fairly significant presence in 
China. It is developing China both as a 
market for IT services as well as a back- 
end support base for markets like Japan, 
says Ravi Gopinath, vice-president 
(engineering services). The company's 
China operations will have 
around 500 people by the 
end of the year. Also growing 
in prominence for TCS are al- 
ternative locations like Latin 











| Date Company Size of deal America. 
acquired In Chandrasekaran explains 
Nov 2001 | cuc Rs 187 cr | that its many centres offer 
MAY 2003 | WS | MA i customers a unique value 
| | proposition, or what it terms 
'MAR 2004 | asoc | Rsi4cr | ‘the networked delivery 
MAY 2004 | PHOENIX GLOBAL | NA model’. "We position our- 
| JUL2005 | TATAINFOTECH | Stock swap | selves as a global IT service 
OCT 2005 | FNS (AUSTRALIA) $26 mn | company with an India ad- 
NOV 2005 COMICROM (CHILE) $23 mn vantage. So, India is the hub, 








[ Large contract wins 





Source: TCS and media reports 


Source: TCS and media reports 


the processes are standard- 
ised here and then rolled out 
across the world," hesays. On 


Date Customer Contract size the other hand, Infosys is still 
APR 02 | GE MEDICAL SYSTEMS | $100mn largely India-centric when it 
AN 04 | NATIONAL HEALTH SERVICES, UK | £120mn| comes to delivery. It’s the rea- 
JUN OS | US FINANCIAL SERVICES FIRM | $100 mn sonTCSoften gets invited for 
E i i " > 
SEPT OS TATA TELESERVICES | $250mn Ple: deals that Infosys still 
i i ` 
SEPT o5) un ume | $260 mn The 'networked delivery 
Ocros | PERUK — — — ^ | — $847 mn|  model'hasfound expression 


in the ABN Amro deal which 
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E On Vision 2010 d E en 

_ EB We want to be in the global Top 10 
by 2010, but we want to define that . 
intent more clearly. It has to be rev- Au 
enues, profitability, number ofem- 4 
 ployees, reach to customers, utilisa- 
tion, etc. When: you collectively look. 
at these many parameters, we should © 
be benchmarked with the best in — 
each. At the same time, we wi not UD 
lose sleep if, instead o! 
comes 2011. Operationally, vewould ` 
be one ofthe most efficient organisa- — 
_ tions. Wehadtopresentaclearfaceto — 

_ the market in terms of verticalising — — 
the organisation. And, we decidedto ^ ` 
create value-driving opportunities i 
and cross-sell to existing customers: 
through these value-based offerings. 
As customers mature, the challenge 
would be to find other pHerihgs that 
generate valne. 

















: Wi e have 1 no qualms quus 

ig-ti ket acquisitions. But ` 

. One st be very clear about the ` 
: challenges rimarily the people inte- 
š: ‘gration. issues. Most of the problems 





TCS will execute across 4-5 European 
countries, apart from India. So, it has 
created delivery centres in Luxembourg 
which will specialise in strategic bank- 
ing services. Says Chandrasekaran: 
"We've hired 30 local domain experts 
who know the European banking in- 
dustry in and out." It is setting up a cen- 
tre in Hungary to manage technology * 
services whilea third centre in Brazil will 
address the local market. Finally, a 
chunk of the work will come to India 
and will primarily support the Nether- 






TCS 











associated with mergers and acquisi- 
tions usually crop up post-acquisition. 
The larger the acquisition, the more 
difficult the integration. At the end of 
the day, people transformation, espe- 
cially in a knowledge-intensive indus- 
try, is the key. 


lB On managinga global organisation 
When you go to a different location 
outside your country, you worry about 
some things. Are the value systems go- 
ing to be preserved 100 per cent? Do 
we have the capabilities to train these 
professionals? Do they feel a sense of 
belonging? Are customers going to see 
the visualisation of competencies 
through people the same way as they 
see from India? It's a major challenge, 
but fundamentally people-related in 
terms of getting the best, training 


lands market. The ability to execute 
large projects from multiple global loca- 
tions using standardised processes is 
not something many Indian companies 
are fully capable of, as yet. Here, TCS will 
knock heads against slightly more for- 
midable competition. The likes of Ac- 
centure and IBM have amply articu- 
lated their global offshore delivery 
models to counter the India-centric one 
(see ‘The Face Off’, BW, 26 September 
2005) Accenture has 40 offshore global 
delivery centres, IBM has 24, and they 
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them, and integrating them (in the or- 
ganisation). Earlier, we may have had 
global delivery, but the scale of the op- 
eration was fairly small. Today, we're 
talking about big numbers. The Comi- 
crom acquisition in Chile is going to 
bring us 1,200 professionals. So it's not 
about 10-12 people anymore. 


E On consulting 

Wi Traditionally, consulting has been 
embedded into our services. When we 
started, management consulting and 
IT services were two separate pieces. 
As we went along, we merged the two. 
Andgoing forward, since we've taken a 
vertical approach with the technology 
supporting it, consulting is a natural 
progression. We have named a global 
head of consulting and we will give the 
business a face and a brand name. 


are piling on the numbers fast. Of late, 
each of these players have started offer- 
ing the offshore advantage to their cus- 
tomers more often and their superior 
onsite client relationships give them an 
advantage over Indian companies. 
With clients beginning to ask more 
for blended delivery solutions rather 
than just an India-centric offshore de- 
livery, the networked model allows TCS 
to go after large contracts that necessar- 
ily have a nearshore or onsite compo- 
nent. In the past, it would have lost out 


BUSINESSWORLD 31 21 NOVEMBER 2005 


to anonsite vendor. 

Apart from geographical diversity, 
TCS is perhaps the only Indian com- 
pany that comes closest to being able to 
offer the breadth of services that an IBM 
or Accenture or EDS does. Its offering 
starts right from the bottom of the value 
chain from application development 
and maintainence projects (ADM), and 
extends into systems integration, re- 
mote infrastructure management, con- 
sulting, BPO and even product develop- 
ment. The fact that it has scale — nearly 
50,000 people and $2.24 billion in rev- 
enues — helps drive confidence with 
large customers. In fact, though Infosys 
and Wipro have better brand recall in 
many ways, TCS is seen as a more stable 
player with an ability to handle things 
on a bigger and more complex scale. 

But Chandrasekaran is careful to 
note that the company doesn't intend to 
become all things to everybody. “We 
would not bid for an infrastructure 
management project that requires tak- 
ing over assets and managing hardware. 
We're not in that business,” he says. 
That's a stand taken by all the top three 
Indian players and with good reason. 
Companies like Accenture, IBM and 
EDS are currently locked into huge mul- 
tiple-year contracts which have eaten 
into their margins over the years. 

Five years is not a long time, particu- 
larly in the intensely dynamic IT services 
space. It has taken Indian IT 10 years 
(1980-1990) to establish its credentials in 
offshore outsourcing. Post 2000, it has 
taken the industry just five years to force 
global IT's Big Five to take the India-cen- 
tric offshoring model seriously. 

TCS's local rivals are currently un- 
dertaking their own reassessment of 
growth objectives for the next five years. 
All the global Top Five are in India to not 
just migrate their existing customer re- 
lationships to the country but also go af- 
ter new businesses here. And like TCS, 
both Accenture and IBM are also heavily 
focused on the Indian market. 

Clearly, Ramadorai has his task cut 
out over the next five years. Word is that 
he’s already in the middle of negotiating 
TCS's next big outsourcing deal, even as 


| he signs off the Comicrom acquisition 


this week. Over the next few years, the 
normally reticent TCS head honcho will 
have to deliver those sound bitess more 
frequently than he would like. * 
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HE Indian IT industry 

may have a $570-million 

shock in store. And it 

is likely to come from an 

overenthusiastic reve- 

nue department of the 
Union finance ministry. 

Recently, the ministry issued a circu- 
lar stating it would tax software mainte- 
nance and repairs as a service. This tar- 
gets an estimated $5.6 billion, or 
roughly 30-40 per cent, of the IT indus- 
try's $16.8-billion revenue that comes 
from maintenance and repair contracts. 

Ifthe government holds its ground, 
the IT industry may have to pay up 10.2 
per cent of this as service tax. In the 
über-competitive world of IT and BPO 
services, companies may not be able to 
pass this onto customers. It will impact 
pricing, competitiveness and, ulti- 
mately, profits. This dis- 
puted tax liability, if 
levied fully, could wipe 
out almost a quarter of 
the IT industry's esti- 
mated net profits. 

It is not only the IT 
sector that is living in 
dread of service tax — 
the taxman's new axe. 
Large companies across 
industries like oil, air- 
lines, financial services 
and advertising are now 
facing similar demands 
that the new tax be paid 
on 'specialised services' 
that had been exempt 
so far. These could be 
large oilfield contracts 
running into crores, or 
thousands of airline tic- 
kets booked everyday 
through reservation sys- 
tems. Even the RBI has 
not been spared. The di- 
rectorate of service tax 
(DST) claims that the 


A move to tax more and 
more specialised services 
will burn a huge hole in 
India Inc.'s pocket 
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central bank owes the service tax de- 
partment over Rs 20 crore for providing 
cheque clearing services to banks. 

“We have reached gloating levels as 
far as collections are concerned,” boasts 
K.P. Singh, director-general, DST. The 
government has already collected 
Rs 10,194 crore till 31 October this year 
(up 66 per cent, compared to the same 
period last year). It expects to exceed 
this years target of Rs 17, 500 crore by at 
least Rs 1,000 crore. 

Despite the growing disputes over 
interpretation (see ‘In The Tax Net’), the 
service tax directorates and anti-eva- 
sion wing of the central excise depart- 
ment (which have been authorised to 
carry out investigations) are sending out 
notices to companies on the services 
rendered. The industry is not amused. 
Many large and powerful corporates are 
refusing to pay up. 

The confrontation brewing in the IT 





industry highlights this best. The rev- 
enue department swung into action af- 
ter a recent Supreme Court decision. In 
a Tata Consultancy Services vs Andhra 
Pradesh government case last year, the 
apex court ruled that canned (or off- 
the-shelf) software should be classified 
as goods for the purpose of levying sales 
tax. Based on this ruling, the finance 
ministry inferred in October 2005 that 
maintenance and repair of software was 
aservice and ought to be brought in the 
tax net. The logic: the ruling of software 
as goods makes it open to taxation be- 
cause under the service tax law, repair 
and maintenance of goods are taxable. 
The IT industry may not be too wor- 


If the revenue department 

has its way with the circular on 
software maintenance and re- 
pairs, the IT sector will have to 
pay $570 million more in taxes 





Unlimited: 
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In the tax net 


ried if this tax is levied only on maintain- 
ing domestic software. But IT majors 
fear that maintenance and service ex- 


ports, including the fast-growing niche | 


of remote maintenance offered by the 
BPO industry, may also be taxed. Says 
PV. Srinivasan, vice-president (corpo- 
rate finance), Wipro: “Service tax export 
rules peg place-of-performance as the 
point where applicability of tax is de- 
cided. And, a substantial chunk of such 
services for IT and BPO outfits are per- 
formed from India.” In other words, 
work done on systems in the US or Eu- 
rope could be taxed as a service because 
itis performed from India, thereby de- 
stroying some of India's cost advantage. 
Moreover, even though the Finance 
Act, 1994, excludes IT services (under 
4 the service tax head of business auxil- 
iary services) from the tax, the new cir- 
cular disputes the Act. 
Srinivasan is also troubled by the de- 
finition of ‘maintenance and repair’ — 
and so are tax consultants. “There are 








several types of mainte- 
nance services — preven- 
tive, corrective, adaptive 
and perfective, for in- 
stance. Does the circular 


check on Microsoft main- 
tenance or repair?” asks 
Jayraj Sheth of KPMG. 

For now, the govern- 
ment is excited about ser- 
vices. And this is making 
companies nervous. 

Services account for 
more than 50 per cent of 
India’s GDP. But the ratio 
of service tax to GDP is just 
0.3 per cent (2003-04), 
even 10 years after the tax 
was introduced. As the 
ministry tries to bring 
more services into its fold, 
one can expect more dis- 
putes and litigation. Sev- 
eral tax consulting firms 


their revenues through 


Oilfield services is an- 
other area of dispute. 
ONGC, the country’s lar- 
gest oil major, has refused 
to pay service tax to its 
contractors on drilling and boring ser- 
vices. “I am seeking intervention of the 
Central Board of Excise and Customs in 
this matter. Where the law is clear, we 


apply to all? Is a virus | 


servicetax-related advice. | 


are already reportedly | 
earning 15-25 per cent of | 


have paid. However, if the lawis not ex- | 


plicit, the tax is not payable,” says R.S. | 


Sharma, director (finance), ONGC. 

Itis learnt that other industry players 
like Reliance Industries are also not in 
favour of the 10.2 per cent tax on spe- 
cialised oilfield services. The company 
refrained from comment. Even here, the 
contention arises from a finance min- 


istry circular (dated 27 July 2005). This | 
casts the net on services such as drilling | 


and boring. 

The industry contends that these 
services are only restricted to construc- 
tion of buildings or factories, and do not 
include those rendered for offshore ac- 


tivity. Says Rajeev Dimri, head (indirect | 
taxation), tax consultancy BMR & Asso- | 
ciates: “This difference in interpretation 


of the law may have a very large impact | 


if specialised oilfield services are 
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. SERVICE TAX 


brought in the tax net. Even within spe- 
cialised services like drilling, there are 
several sub-services. For instance, per- 
foration of wells is part of the drilling 
service. Mud-logging and cementation 
of wells is another. So, it is not just about 
taxing drilling and boring services." 
Airlines (domestic and interna- 
tional, state-owned and private) have ` 
also been brought under the service 
scanner for using global central reserva- | 
tion systems like Amadeus and Galileo. ` 
Top service tax officials hold airlines tia- 
ble to pay a reverse charge or an import 
tax as the service provider is notin India. . 
While the department has been pa- 
tient so far, the time to increase collec: - 
tions on a war footing is near. “Ourfocus 
areas for collection are business auxil- 
iary services, consulting engineers, ad- 
vertising agencies and maintenance | 
and repair services, We will send notices: 
to all factories that have ever gone in for ` 
any sort of repair and maintenance ser- 
vices,” says Singh. Even as he is speak- 
ing, he explores the possibility of send- 
ing a notice to Dredging Corporation of - 
India for some global tenders — dredg- 
ing was recently included as a taxable — 
service in the growing list. JV 
The industry is concerned that the. 
department's enthusiasm will do more > 
harm than good. Revenue department 
insiders say the problem is two-fold. 
First, the department is ill equipped to 
deal with specialised services like intel- 
lectual property rights. It also faces ase 
rious manpower shortage, especially for 
checking evasion. So, the department's 
new game plan is to target the big fish, 
namely large sectors and companies. 
Besides the department's obvious 
limitations, the services included or ex- 
cluded in this net have also been chosen 
randomly. In 1994, tax was levied on 
three services (telephone, general insur- 
ance and stock brokers) at 5 per cent. 
Thirty more services were included in 
the 1998 Budget. In the following year, . 
no new services were included. In the - 
2000 Budget, the number of services 
was brought down to 26, while 15 servi- 
ces were added the next year. Now, there 
are 81 services are liable to pay the tax. 
Policymakers are debating the need 
for a comprehensive goods and service 
tax that would involve states, and follow 
the levy of VAT. Until then, the country’s 
courtrooms will be busy. = 











ANUP JAYARAM 





Fyou thought you had seen the last 
of mobile tariff wars, think again. 
The biggest one could be just 
around the corner. Upping the ante 
this time are Tata Teleservices (Tata 
Tele) and Idea Cellular. Last month, the 
two companies started offering cheap 
prepaid connections lasting two and 
three years. The schemes are likely to ex- 


s pand the subscriber bases of the two 


market laggards substantially. 

The Tata Tele offer has already 
prompted the Cellular Operators Associ- 
ation of India (COAN), the GSM players’ 


lobbying group, to shoot offaletter to the : 


department of telecommunications de- 
manding that the new scheme's sub- 
scribers be kept out of the company's 
overall roster. It has also expressed con- 
cern that the swelling numbers can force 
Tata Tele to ask for more spectrum, a 
scarce commodity. That possibility, 
though, is along way off. Tata Tele now 
has only 25 lakh subscribers riding on a 
network capable of handling a crore. 
Nonetheless, COAI director-general 
T:V. Ramachandran is worried. He told 


| © BW: "This scheme will result in chaos in 


PERATE moves 


New 
schemes 
from Tata 

Teleservices 
and Idea 
Cellular can 
end up 
changing the 
prepaid 
market 


The Growth Effect 


New subscribers 
Apr-Sep'05*  Oct’05 
§,13,939 6,72,450 
4,15,788 — 6,09,069 
3,18,542 4,53,180 










Bharti 
BSNL 
Hutch 


Reliance 3,47,398 3,66,888 
Idea 1,46,044 1,16,760 
Tata Tele 1,61,060 — 4,23,265 


* Montly averages. Notes: The effect of Idea's Power 
Validity scheme, launched on 31 Oct., is yet to kick 
in; Tata Tete launched Non-Stop Mobile on 15 Oct 


the market." The association is, how- 
ever, in denial about its own member 
Idea's offer, which too promises to take 
the floor off the market. 

Tata Teles Non-Stop Mobile scheme 
offers a CDMA handset and Rs 50 worth 
of outbound calls for just Rs 2,499 (the 
cheapest of five sub-schemes). The at- 
tractive part isthat healso gets unlimited 
incoming calls for two years. Idea's 
Power Validity voucher, launched within 
; 15 days of the Tata Tele scheme, offers 
free incoming calls for three years. 

The Tata Tele scheme has already 
boosted subscription numbers. The 
company signed up 4.23 lakh new sub- 


| 
| 
| 
i 
| 
| 
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.. TELECOM 


scribers in October. That's in sharp con- 
trast to the 1.6 lakh a month it was aver- 
agingin the preceding half-year, despite 
being present in 20 of the 23 telecom cir- 
cles. Idea, which launched the new 
scheme in October-end, expects a simi- 
lar effect on its November numbers. 
(October was good for all players. Some 
35.4 lakh new mobile subscribers were 
added in the month — the highest ever.) 

The schemes may bring in many 
morte subscribers, but they will not add 
proportionately to the revenues. That's 
because the basic scheme (only incom- 
ing calls) will fetch the operators only 
termination charges, currently at 30 
paise a minute. If a subscriber receives 
200 calls a month, Tata Tele or Idea 
would earn just Rs 54 after paying the 
government its share ofthe revenues. 

Naresh Malhan, chief operating offi- 
cer of Tata Tele, is hoping the new sub- 
scribers will be tempted to buy more 
talk-time. At the very least, the scheme 
will broaden Tata Tele's subscriber base. 

Whatever the individual expecta- 
tions, one thing is for sure: the schemes 
will immediately lower the companies' 
average revenues per user (ARPUS). Tata 
Tele's current prepaid ARPU is Rs 250, 
and Idea's is Rs 300. (The overall na- 
tional average is Rs 390.) Mumbai- 
based equity research firm Brics Securi- 
ties says the new scheme from Tata Tele 
could fetch an ARPU as low as Rs 70. 

Though many competitors are la- 
belling the schemes as desperate mea- 
sures to shore up numbers, they are 
watching the game very closely — for 
two significant reasons. One, they will 
have to launch competing schemes if 
these ones succeed. Two, the longer va- 
lidity market is a new kettle that has just 
been opened by these schemes. 

The last time a comparable scheme 
was introduced — Reliance’s Monsoon 
Hungama in mid-2003 — it ended up 
changing the market. It helped Reliance 


| treble its subscription base and intro- 


duce new tariff bands. The new offers 
can wreak a similar effect. It's an idea 
whose time has come — yet again. @ 
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"Can Hong Kong boost 
multilateral 


.. THE Sixth WTO Ministerial Conference will take place in 













bypassing the multilateral route. 


. Hong Kong from 13-16 December. A lot is riding on this 
. . round because the Fifth WTO Ministerial (Cancun 2003) 
_ had ended in a deadlock between the developed 
. . countries and the developing ones. If the Hong Kong 
. conference fails to reach a consensus — as had 
happened at Cancun — it could well mean the demise of 
‘multilateral trade negotiations. Already, the failure of the 
Cancun ministerial has seen an exponential rise in 
bilateral trade agreements between member countries, 


Starting this week, Businessworld will carry a weekly 
column on the points that need to be resolved at the 
Hong Kong ministerial. The Economic Laws Practice, a 
_ law firm specialising in trade related issues, prepared 

' these articles especially for the magazine. This is the 


— . first article of the series. 


_  SSUHAIL NATHANI & RAGHAV NARSALAY 





HE biannual Ministerial Conference 
of the World Trade Organisation 
(WTO) is its highest decision-making 
body. It brings together all the mem- 
E bers — countries and customs 
.. unions. Decisions on any of the multilateral trade 
;; agreements can be taken by the ministerial. 
- A Ministerial issues a declaration that sets out 
_ the path forward and the objective for the next 
. Ministerial. Decisions are generally taken through 
‘passive consensus; wherein even the silence of 
the members is considered to be an agreement. At 
the Doha Ministerial, India, for the first time in 
WTO history, demanded an 'explicit consensus' 
before proceeding on negotiations over the 'Sin- 
gapore issues’: investment, competition, gov- 
ernment procurement and trade facilitation. The 
first Ministerial was held in Singapore in 1996. 
WTO rules provide for decisions to be passed 
by majority vote, but the norm has been to reach a 
consensus. Reaching a consensus takes time, but 
"it goes a long way in ensuring that all members 
honour the agreements. 





Suhail Nathani 
isan advocate 
focused on WTO 
and interna- 
tional trade 
laws. Raghav 
Narsalay isa 
trade economist 
and is part ofthe 
Ficci delegation 
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-The WTO has held five Ministerials sinceitwas | 
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trade? 


set up in 1995. The last one, in Cancun in 2003, 
ended without a declaration. The lack of consen- 
sus at Cancun coincided with a spurt in the num- 
ber of preferential trading agreements (PTAs). 
Roughly 45 per cent of the PTAs notified to the 
WTO were introduced after Cancun. After Can- + 
cun, the General Council reached a July consen- 
sus, according to which the three Singapore issues 
—relationship between trade and investment, in- 


| teraction between trade and competition policy, 
| andtransparency in government procurement — 


would not be part of the work programme under 
the present round of trade negotiations. The July 
consensus' encouraged talks on services and set 
guidelines for negotiations on agriculture, and 
non-agricultural market access (NAMA). While 
delegations at the WTO headquarters in Geneva 
and commerce officials in member nations were 
busy simulating the impact of proposed formula- 
tions around agriculture and NAMA last year, 
there was hardly any political support emerging 
from members to progress concretely. 

Outgoing WTO director-general Supachai 
Panitchpakdi had said in frustration: “These ne- 
gotiations are in trouble. Very little of the political 
support, which has been shown at successive 
Ministerials, has been turned into concrete 
progress in the negotiating groups. Everyone has a 
generalised commitment to progress, but when it 
comes to the specifics, the familiar defensive posi- 
tions take over,” His successor Pascal Lamy, how- 
ever, has gone on record saying the trade talks 
have gained a "new momentum" and that the “en- 
gines of negotiations are buzzing again”. But ana- 
lysts say we are still a long way from a consensus 
on complete eradication of export subsidies, sup- 
port to agriculture and discussions on domestic 
subsidies. While the US Trade Representative and 
European Commission seem ready to give some 
ground on contentious issues, their proposals 
lack domestic political support. 

India has reiterated its commitment to the. 


| WTO process. Other members, too, have ex- 
| pressed a desire to make the Hong Kong Minister- 


ial count. So, will it boost multilateralism or give 
way to even more regionalism? m 
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T has been a long wait. But di- 
rect-to-home (DTH) broadcast- 
ing is finally taking shape in In- 
dia — some four years after it 
was allowed. And it's growing at 
a fast clip. The two players who 
have launched the service in the past 


two years are claiming 3.46 million sub- | 


scribers — more than 5 per cent of all ca- 
ble television homes in India — be- 
tween them. Essel group's Dish TV has 
460,000 subscribers and Doordarshan's 
DD Direct+ has 3 million. More services 


are on the way. By mid-2006, Tata Sky's | 


service should be available. And proba- 


i 
i 
] 
i 
i 
i 
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bly by the end of 2006, Anil Ambanis | 


DTH service and Kalanithi Marans Sun 
Direct TV would also be launched. 

All these companies will spend over 
Rs 3,500 crore in the next three years to 
roll out the first real alternative to cable. 
The state-owned Doordarshan’s terres- 
trial broadcast service is now the only 
other. As they cut prices, install set-top 
boxes (STBs) in homes, and sell televi- 
sion signals like a commodity, DTH op- 
erators are ushering in pay television in 
the truest sense in India. 

There couldn't be better news for the 
Rs 17,500-crore television broadcasting 
business. 

The logjam in India’s cable pipes has 
worn out most optimists on where TV, 
till recently the fastest growing media 
business, is headed (see ‘The Broadcast- 
ing Logjam, BW, 16 May 2005). There 
are too many channels and not enough 
advertising. So pay revenues are crucial. 
The way cable distribution works now, 
only a fifth of the Rs 10,000-odd crore 
collected from 61 million cable homes 
comes to the broadcaster and distribu- 
tors; the global norm is 50-70 per cent. 

Pay TV can take off only when a bulk 
of India's 108 million TV homes has 
STBs. It doesn't matter who puts it there 
— it could be operators in the cable, 
DTH, terrestrial, satellite or the telecom 
business. The TV business will run with 
an STB that can meter what homes 
want and serve it. It's difficult to expect 
the same of cable. The fragmented, dis- 
organised cable industry will take thou- 
sands of crores to digitise and reach 
some level of transparency. Even then, 
issues will remain overlast mile connec- 
tivity. So investors are not betting on ca- 
ble, the best way of getting TV signals 
into homes right now. 


That makes DTH the new hope for 
pay TV. As subscribers shift to DTH orca- 
ble operators start paying more, broad- 
casters can rake in more than Rs 5,000 


crore in 3-5 years. That will make it the | 


first viable alternative for consumers 
tired of dodgy cable operators and shift- 
ing channels, for investors wanting a 
share in India's broadcasting growth, 
and for niche programmers. 

"Cable operators are already getting 
concerned," says Dinyar Contractor, ed- 
itor of the Satellite & Cable TV magazine. 
They needn't be: the rise of DTH could 


spell good business. “Cable operator | 
prices will drop, services will improve | 


and transparency will go up. In three 
years, cable will grow and pay revenues 
will become significant,” says Vikram 
Kaushik, CEO of Tata Sky. 

Life, indeed, could get better for al- 
most everybody. 
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Broadcasting utopia will be a reality 
only if DTH can reach 20 million to 30 
million homes soon. Otherwise, it will 
be relegated as a niche platform, a bit 
like what Internet protocol TV (IPTV, 
digital TV over broadband) is currently 
in many mature markets. Agrees Sunil 
Khanna, CEO of Dish TV: "The whole 
question of DD versus Dish TV, etc. will 
come later. Today, the question is how to 
provide an alternative to cable." 

From all accounts, it looks like DTH 
is well on its way to becoming a mass 
market alternative to cable. The only 
thingthat could trip it up is regulations. 


Way To Grow 


Nothing much happened for almost 
three years after the government an- 
nounced its DTH policy in 2001. The 
first private DTH operator, Zee Telefilms 
owner Essel groups Dish TV grew slowly 





since its launch in October 2003. In 
2004, Doordarshan launched DD Di- 
rect+, a free service. In the summer of 
2005, the government gave DTH li- 
cences to three companies — Tata Sky 
(an 80:20 joint venture between the 
Tatas and the Star group), Reliance and 
Sun Network' Kalanithi Maran. Almost 
immediately, Dish TV slashed hardware 
prices from Rs 8,990 to Rs 3,990 and of- 
fered a year's subscription free with the 
cheapest package. 

By October 2005, within six months 
ofthe pricecut, the number of Dish TV's 
subscribers trebled to 460,000. It will 
reach the million mark by March 2006, 
claims Khanna. Dish TV offers about 
130 channels in different packages at a 
price of Rs 150-300. This month, it 
launched a few add-ons — a movie-on- 
demand service and a personal video 
recorder (PVR) that allows up to 30 











DTH vs Cable 


DTH is now matching cable rates in a 
bid to shift consumers. The set-up 
cost for DTH is, however, higher. 


DTH offers many channels not avail- 
able on cable, but it hasn't yet got all 
the popular ones. Cable scores here. 


The picture quality is better, but 
piracy is a problem. Signal hacking is 
common in DTH the world over. 


Billing, call centres and service cen- 
tres are crucial parts of the DTH of- 
fering. Cable loses out on service. 


DTH offers programme guide, movie- 
on-demand and digital recording. 
Net access is possible in the future. 
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hours of programme recording. 

Doordarshan doesn't have desig- 
nated dealers for selling the gear. One 
can pick up a dish and an STB from sev- 
eral electronic hardware shops for 
Rs 1,500-1,700, install it and start getting 
the 33 channels and DD radio. The fact 
that more than 3 million people have 
spent that kind of money to watch free- 
to-air channels, a bulk of which are from 
DD, issome indication of what DTH can 
achieve, says Contractor. 

Tata Sky is reportedly looking at a 
price of Rs 400-500 a month, in line with 
what metro homes pay for cable. The 
equipment, to be installed by the com- 
pany, should be available for Rs 4,000- 
5,000. The company, however, refuses to 
comment on pricing. 

The potential to sell a DTH subscrip- 
tion to every TV home in India does ex- 
ist. However, it would be realised only if 














The consumer is 
Mr & Mrs Every- 
body — anyone 
who can spend 
2 per cent of his 
income on 
entertainment 

— Vikram Kaushik, 
CEO of Tata Sky 
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and them 
DTH households worldwide 





A DTH licence in India 
comes with some odd condi- 
tions. One of them makes dif- 
ferentiation impossible, either 
on technology or in program- 
ming. An Indian DTH operator 
cannot offer exclusive pro- 
gramming. If it has access to a 














counted, not all TV homes 


DTH takes on cable, not if it tries to be- 
come a niche or premium service. In 
1997, when Star India was planning to 
launch DTH, research showed that it 
had to be a high-end service. That was 
because the price ofthe equipment was 
pegged at Rs 15,000 at that time and the 
monthly fee at Rs 1,000-1,500. 

Now, the shift of reference in pricing 
to cable is opening up possibilities. 
There is a lot of potential, reckon Tata 
Sky officials, in markets that have the 
money, but not enough cable options. 
Demand is also expected from regions 
that buy a lot of home video equipment 
— West Bengal, Uttar Pradesh, Bihar, 
Punjab and Gujarat. Dish TV's sales 
composition confirms that. | 

In the metros, the push will come 
from the convenience of dealing directly 
with the service provider and not an in- 
termediary. The add-ons — like an elec- 
tronic programme guide (EPG, a brow- 
ser), PVR, or the movie-on-demand 
service — are what will set DTH apart 
from cable, given that the price is some- 
what similar. In Australia, Foxtel Digital 
has managed to grab market share by of- 
fering every add-on possible, includinga 
high-end PVR that allows time shift (the 
viewer can pause live pro ing and 
record up to 100 hours). In India, not all 
operators are offering what Kaushik calls 
a “fully-loaded service”. Tata Sky, he says, 
will go the whole hog — eventually. 


Taking On Cable | 


There is another reason why DTH 
should become a mass market alterna- 
tive to cable. The DTH game here is one 
ofgetting the maximum number of sub- 
scribers, as quickly as possible, at any 
cost. Itis about marketing muscle, distri- 
bution network and servicing capability 
It's not about differentiated program- 
ming, as it is in most parts of the world. 


Notes: 1) Figures in millions, for 2005. 2) Only DTH homes 


Sources: Media Partners Asia and PricewaterhouseCoopers 





programme, it has to be avail- 
able to other DTH operators in 
a 'non-discriminatory' way. It 
cannot create its own channels. 
So slicing and dicing program- 
ming to create genre-specific channels 
will be difficult. This means, theoreti- 
cally, there can be no differentiation in 
content. Contrast this with Australia or 
the UK, where DTH is about exclusive 
programming, especially sports, and 
the premium an operator can charge 
for it. (Though, Freeview, a DTH service 
in the UK that offers free channels, is 
fast gaining in the popularity charts.) 

In India, the DTH operator with the 
biggest ad and marketing budgets, con- 
sumer acquisition skills, and retention 
ability will get the maximum numbers. 
The DTH operator would also have to 
learn to sell TV signals to consumers, not 
cable operators. In Australia, Foxtel Digi- 
tal sells DTH over the phone, at retail 
kiosks, on the Internet, and even door- 
to-door. It gets almost half of its new sub- 
scribers over the phone. Foxtel Digital 
sells television signals just like Unilever 
sells soaps. And, given the regulatory 
constraints, that's the model for India. 
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The market players agree. Kaushik 
says: "Thebiggest cost forus right nowis 
customer acquisition, and a large part of 
it is for subsidising the STBs." Khanna 
adds: "We are taking a big hit on sub- 
scription prices in the first year. We 
make no money on the hardware. So we 
really need to push penetration." 

For that all-important push, Dish TV 
plans to double the number of outlets 
selling its wares to 9,000 soon. In addi- 
tion, it has 100 vans that sell the kits and 
150 Dish Care centres. Tata Sky plans to 
reach 10,000-20,000 outlets. 


The Party Poopers 


There is another condition cramping 
DTH's progress at present: the 49 per 
cent cap on foreign investment. Also, 
not more than 20 per cent out ofthis can 
be owned by a broadcaster. It is perhaps 
the first instance of a cross-media re- 
striction in India. That explains why 
Dish TV is owned largely by the Essel 
group, and not Zee Telefilms. (Khanna's 
card says 'CEO, New Era Entertain- 
ment’) Zee, one of India’s largest broad- 
casters, also owns cable distributor Siti 
Cable and newspaper DNA (partly). 
Sun TV promoter Kalanithi Maran 
hasaDTH licence in the name ofa com- 
pany owned by his wife and he. He also 
owns the dominant broadcasting and 
cable distribution company in the 
South, two newspapers and a magazine, 
Star India chose an equity tie-up with 
the Tatas for this venture. Doordarshan 


The content fight 
(among operators) 
has to be through 
another platform, not 
through DTH 

— Sunil Khanna, 

CEO of Dish TV 
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‘Regulation is a black hand on growth’ 


THE $20-billion News 


rporation is the largest DTH operator in several 


countries including the US, UK, Brazil and Italy. Most of these are joint 
ventures. But that doesn't stop the company from sharingits learnings 
across markets. The group’s Indian DTH team has also duginto the expe- 


riences in some of these 


ts. Foxtel Digital of Australia, one of the 


groups latest DTH services, has recently crossed a million subscribers. 
KimWilliams, CEO of Foxtel Digital, spoke to BW. Excerpts. 


E What have been your learnings from NewsCorps various DTH markets? 
Bi One, the less regulated a market is, with less rules on pricing, packaging, 


etc., the more successful a DTH service can 
be. What limits growth in the US or UKis only 
consumer enthusiasm. In Italy or Australia, 
regulation is interventionist. So growth is 


more subdued and it's harder to reach the 
penetration is 10 
per cent officially, piracy is a big issue. Regu- 


numbers. In Italy, thou 


lation is like a black hand on growth. 


The second thing that pushes growth is 
choice. People like options. The more a 
broadcaster can provide, the more success- 
ful it will be. Third, differentiation is about 
content or programming. It's a market-spe- 
cific thing. The weather service is very popu- 





lar here, but not so much in Britain. (People 
say that it is going to be rainy and windy, so why bother.) In Italy, horoscopes 
are very big. TV shopping is big in the US, but not in Australia. 


E How does one country’s DTH service learn from others in NewsCorp? 
Bi Vikrams (Vikram Kaushik, CEO of Tata Sky) engineers are here. Our engi- 


neers went to Sky in the 


K to figure out what their mistakes were. In Italy, 


there has been lot of sharing of marketing approaches: how to acquire and 
keep customers, how to reward them. I don't think we can survive if we don't 
share our learnings across the NewsCorp system. 


W What margins do you expect after the cash break-even in June 2006? 
@ I will be very upset if we do not manage a profit after tax of 18 per cent. 





doesn't call its service DTH, but 'KU- 
band broadcasting’. 
Much of the regulation seems point- 
less. All the major oe a us have 
anyways got a DTH licence. The condi- 
tion is just a roadblock to creating a 
good media infrastructure — some- 
thing China already has. At this stage, 
any broadcasting platform is essentially 
about infrastructure, so investment has 
to be freely allowed. 
The point cannot be overempha- 
sised. The reason nobody is putting 
money into digitising cable or installing 
STBs is because no one is sure who owns 
the last mile. In DTH, that "A iguity is 


| 


| 








done away with. And that makes it the 
first platform where 100 per cent trans- 
parency and investmentin the hardware 
needed to make pay TV work are possi- 
ble from the start. Limits on how compa- 
nies can invest and what they can sell act 
as dampeners to that evolution. 

Yet its the government which, 
through DD, has provided the all-im- 
portant leg-up to this market. For long, 
nobody wanted to invest in launching a 
service. It's when DD started advertis- 
ing DD Direct+ on its own channels, 
that the whole segment got noticed, 
says Khanna. After all, the amounts of 
capital required are large. 
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Tata Sky will be spending Rs 2,000 
crore over the next few years, largely on 
distribution, subsidising the equip- 
ment, marketing and programming. 
Dish TV is estimated to have sunk in 
Rs 500 crore. “Given the current average 
revenue per user (ARPU), we would 
need 5 million (subscribers) to reach 
cash break-even," says Kaushik. 

Another thing that could limit 
growth, reckons Contractor, is the KU- 
band capacity in the Indian skies. Gov- 
ernment guidelines encourage broad- 
casters to lease transponder capacity 
on the Insat series. The launch of the 
two satellites that offer KU-band 
transponders, Insats 4A and 4B, have 
been repeatedly delayed. Insat 4A is 
now scheduled for launch in mid-De- 
cember. Going by the transponder ca- 
pacities they have booked, Tata Sky can 
offer about 150 channels, while Sun or 
Reliance can do half of that. No other 
KU-band transponders are scheduled 
for launch in 2006. 

The last headache is the norm that 
STBs have to be interoperable. This 
makes piracy a huge hassle for broad- 
casters here, as it is around the world. 

These restrictions leave little room 
for product differentiation. 

What can they do? For an answer, 
look at telecom. All operators offer the 
same product. What they charge could 
differ on the quality of service. The dif- 
ference is in the consumer's experience 
with the service. In cable, consumers 
have largely been unable to switch op- 
erators because each area is a monopoly 
ofsorts. So the first rush of subscriptions 
is expected from those harassed by ca- 
ble's problems. The second will come 
from the perceived service differentia- 
tion. That's why investments in call cen- 
tres and service centres will ultimately 
show up on DTH ARPUs. 

As for regulators, they have im- 
pacted the way DTH services have 
grown the world over. In Australia, for 
instance, regulators have tried their best 
to protect the interests of broadcast net- 
works. In these markets too, DTH is a 
relatively new way of selling TV. The 
markets are still evolving. 

It's true for India too. As their num- 
bers and confidence grow, DTH opera- 
tors will surely lobby harder to amend 
some of the regulations. But first, they 
will have to make a business of it. I 
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all consumer durable marketers: 
can a company retain its edge in a 
market that it created with a prod- 
uct it invented? 

Three years ago, the Rs 2,200-crore 


Philips Electronics India reshaped the | 


home video market by launching DVD 
players at Rs 6,990 when the price was 
Rs 10,000-15,000. As volumes jumped, 


Philips saw its fortunes revive. Between | 


2003 and 2005, the turnover grew from 
Rs 650 crore to Rs 1,200 crore. More than 


As competitors catch up in the 





Gunjan Srivastava, director, audio & video mar- 
keting, Philips Electronics India, admits that 


competition has been intense in the past year 


Rs 250 crore, orabout half of this growth, | 
| came from DVD players. 
T is a question that should interest | 


At 31.3 per cent share in volumes 
(January-September 2005), 
leads by far over No.2 LG's 19.4 per cent. 


The success of DVD players has also fu- | 


elled strong growth in other categories. 
In colour television (CTV) sets, for in- 
stance, Philips has come from No.9 po- 


Philips | 








sition two years ago to No.5. By all ac- | 
counts, there should be celebrations at | 
its India headquarters at the Technopo- | 
| gins would hit Philips the harder. Sec- 


lis Knowledge Park in Mumbai. 
No such luck. Philips' success has 
actually attracted competition, and 


DURABLES 


pushed it into a defensive posi- 
tion in the DVD market. 

Over the last few months, 
LG and Samsung have gained 
share in DVDs, albeit on a 
growing market (see 'Competi- 

tion Is Catching Up’). In fact, 
there was a blip in its market- 
share in August this year. The 
question in consumer elec- 
tronic circles is will the Dutch 
company lose the advantage 
DVDs have given it to either of 
the Korean companies? This 
has happened in the CTV seg- 
ment. Philips' record, even 
with other products it has in- 
vented (cassettes, CDs), has 
not been great. It is not very 
clear if DVDs will be different. 

Gunjan Srivastava, direc- 
tor, audio & video marketing 
(consumer electronics), Phi- 
lips India, admits that compe- 
tition has been intense over 
the last year. But this time, 
Philips has a plan: to convert 
DVD players to personal video 
recorder (PVR)-like devices by 
installing a hard drive. This 
could prove crucial with the 
DTH services that operators 
are now rolling out (See 'Life 
Beyond Cable’, page 44). Other 
product extensions include a 
DVD player that can be con- 
nected to a car battery as an 
alternative source of power, 
and DVD players with displays 
in Hindi. Both of these were launched 
earlier this year. A bulk of the demand 
for DVDs comes from prosperous 
B- and C-class towns in West Bengal, 
Uttar Pradesh, Madhya Pradesh and Bi- 
har. That is because these markets re- 
ceive poor cable service and have 
patchy electricity. 

But Philips will overlook two factors 
at its own peril. One, its dependence on 
DVD players is higher than that of other 
players. So, any loss of share and mar- 
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ond, LG and Samsung are selling only 
high-value DVD players and, therefore, ` 


players segment, 


Philips' pricing strategy is suddenly looking very vulnerable 
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d 1.5 million. units in 


5... are expected to be sold 








; drawing higher margins. Considering 


_ that Philips broke into the category by 


: playing the Korean game of low pricing, 
it must be galling that others aren't fol- 
lowing suit. Even more so because the 
. Korean companies pay Philips, which 
owns the patent on the technology, a 
royalty for every DVD player they sell. 


The low-cost predicament 


. Philips was the first to introduce DVD 
players at a low price in 2003. And it has 
been cutting prices ever since. From Rs 
6,990 two years ago, the price came down 
to Rs 3,990 in 2004; Philips even 
launched a DVD player priced at Rs 2,990 
recently — the lowest in the market. 

As a result, the market doubled in 
the last two years, according to the Con- 
sumer Electronics and TV Manufactur- 
ers Association. From 


2004, the organised 
DVD market is ex- 
pected to jump to 3.5 
million units in 2005. 
Of this, a million units 


40 
35 


by Philips. This growth x 

fuelled the growth in 25 
software, and that in 

: turn has given hard- gd 

ware another impetus. 15 
From almost nothing, 

home videosoftwareis 10 

now a Rs 1,000-crore 5 


market — a bulk of this 


coming from organ- E MED 
ised players. There is a Jan Feb 
lot of growth still left in Figures in % 


the market, consider- 


a ing the potential of India's 108 million 


odd-strong homes with television. 

As the market expands, it is natural 
forother players to gain share; most first 
movers also lose share. Philips would 
need to control margins, and hang onto 
its leadership, even if its lead is narrow- 


ing. This holds true in every category — | 
| Says his company will not be entering | 

This is where Philips' disadvantages | 
start to show. The first is size. In terms of | 


from soaps to telecom to cars. 


revenue, LG and Samsung are two times 
the size of Philips. Their ad budgets (at 


Rs 250 crore-350 crore) are 10 times that | 


of Philips, and they have a wider prod- 


* uct portfolio. Philips has consumer | 
.. electronics, monitors and lighting prod- | 
..ucts. LG and Samsung offer white | 








I 





goods, consumer electronics, IT prod- | 
ucts and cellphones. This gives them | 
more heft with the dealer. | 

The bottomline: Philips’ depen- | 
dence on DVDsis higher than that ofthe | 
others. DVDs brought in more than 45 | 
per cent of growth in revenue in the last | 
two years, against the 25-odd per cent 
that CTVs, its biggest revenue earner, | 
got. B.A. Srinivasan, director of Vivek, | 
which owns the retail chain Viveks, | 
agrees: "DVDs is insignificant in the to- | 
tal turnover of an LG or Samsung, but is | 
critical for Philips.” LG gets 2-3 per cent | 
of its Rs 6,500-crore sales from DVDs; | 
Samsung expects 1.6-1.8 per cent on a | 
projected turnover of Rs 6,500 crore. | 

That explains why neither LG nor | 
Samsung has plans of a sub-Rs 3,000 | 
model. This is interesting as the con- | 


Competition is catching up 
Market shares in DVD players, 2005 
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sumer electronics market in India is | 
highly price-sensitive. Sanjeev Jain, | 
head (DVD), LG, feels it is not a viable | 
price point. "The 2,990 price is for a 2.1 | 
model. The market is moving to 5.1. So | 
whyshould I give the consumersalower | 
proposition?” he asks. Neeraj Sethi, gen- | 
eral manager (audio-visual), Samsung, 





this segment since it would have to pay | 
a royalty to Philips. That makes cutting | 
prices unviable. Observers reckon that | 
margins are squeezed, so prices cannot | 
go down more than 10-15 per cent. | 

That is the second hitch for Philips. | 
Even as its dependence on DVDs goes | 
up, the margins it could get from vol- | 
ume leadership are declining. The in- | 
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creasing commoditisation of DVD 
hardware is reducing prices and 
squeezing margins for manufacturers. 
There is competition from cheap Chi- 
nese DVDs that form the ‘grey market’, 
about 40-45 per cent ofthe total. 

Even Chinese manufacturers are 


| finding things difficult. Reports suggest 


that DVD players exported out of 
Guangdong last year left just about $1 in 


| profit per DVD forthe manufacturers, At 


least 30 of them declared bankruptcy in 
the first half of 2004, and many others 
are moving towards portable DVDs 
where the margins are slightly better. 

Industry observers reckon that Phi- 
lips India has compromised margins for 
volumes. “It will give it topline, but im- 
pact its bottomline,” says a former se- 
nior employee at Philips. The squeezed 
margins don't encour- 
age dealers to push the 
sub-Rs 3,000 model. 
Dealers make around 
10 per cent on DVD 
players; on the Rs 2,990 
model, they make 
around 5 per cent. 

Philips could, how- 
ever, gain and counter 
the Koreans with its 
distribution muscle. At 
15,000 outlets, its rea- 
ch is about twice that 
of LG or Samsung. 
Philips is also tapping 
alternative channels, 
selling the Rs 3,990 
model at Rs 2,000 to 
cable operators. In 
return, cable operators 
run Philips ads on local channels 
for free. So far, it has tied up with 1,500 
operators. In Karnataka, it uses retailers 
who sell only cellphones to reach a 
similar type of consumer. It is akin 
to Nokia using FMCG distributors to 
sell cellphones. 

Philips also plans to use its global 
leadership in set-top boxes. As pay TV 
expands on the back of DTH in India, its 
combination ofa hard drive-embedded 
DVD player and a set-top box could be 
bought in bulk by operators. 

The question is: will it happen? DVD 
is a golden chance for Philips to recover 
some of its sheen as a consumer elec- 
tronics giant. And if that happens, the 
party at Technopolis is certainlyon. NI 


PHILIPS 
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P. HARI 


turned to the ICICI Tech- 


(he had left it in the mid 
1990s), he found it at a 
crucial point in its history. The division 
was set up in the mid-1980s when ICICI 
got two major lines of credit — from 
USAID and the World Bank. It used 
these loans to start several programmes, 
all of which funded technology devel- 
opment at an early stage. Those days, 
the Indian industry was way behind the 
developed world in terms of technology 
capability. And all ICICI could hope for 





HEN Ananth Kusre re- | 


nology Financing Group | 
more than three years ago | 





was to help Indian companies catch up. | 


This time around, Kusre found the | 


industry on a much higher footing. 
ICICI had started getting repayments 
from the loans it had given, and Kusre 
used these reflows to give the pro- 


grammes a fresh start. While the aim in | 
the 1990s was import substitution and | 
indigenisation, the aim now was to de- | 


velop globally-competitive technology. 
The programmes entered a second 
phase of sorts with a larger number of 
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Two old R&D financing programmes 
are going through a renaissance, 
with profound impact on small and 
medium technology companies 


companies and projects of real sophisti- 


cation. And, the industry is now begin- | 


ning to feel the results of this funding. 
Take one of the schemes, the Spon- 
sored Research and Development 
(SPREAD). In the 1990s, a SPREAD loan 
would entail the development of 
generic molecules, television picture 
tubes, lightning arresters, bio-reactors 
or many other things long in use in the 
developed world. SPREAD helped com- 


panies like Biocon, Shantha Biotech, | 


Neuland Laboratories and Samtel lay 
their foundations. 

Now SPREAD loans are being used 
for innovative products and processes 
only a few companies in the world have 


developed or, in some cases, are now | 


developing. For example, Strand Ge- 
nomics in Bangalore is using the loan to 
develop new methods of predicting the 
toxicity of drugs. Proalgen Biotech in 
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Chennai is using the loan to manufac- 
ture natural beta-carotene in very large 
quantities. Electronica Mechatronic 
Systems in Pune is developing very pre- 
cise magnetic tapes for measurement. 
And so on. These companies would def- 
initely sell their products in the Indian 
market, but their technology would be 
contemporary enough for them to sell 
in the global market too. 

It is not difficult to see the impact of 
these projects on the Indian industry, as 
early stage funding is still difficult for 


| technology companies. Venture capital- 


ists (VCs) usually come in at a slightly 
later stage. In any case, VCs do not fund 
R&D. The Technology Development 
Board (TDB) of the Department of Sci- 
ence and Technology (DST) finances 
commercialisation of R&D but not the 
R&D itself. So for an Indian product 
company, there is no place to go other 
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-depth 


than SPREAD. This programme, along 
with a few similar programmes, helped 
more than 100 companies catch up with 
the developed world in the 1990s. 

A look at Strand. Set up in 2000, it 
quickly discovered that some of the 
premises on which bio-informatics 
companies were founded did not hold 
true. The services opportunity was lim- 
ited in the sector and developing prod- 
ucts needed high investments and long 
gestation. Strand was venture-funded 
but with the money running out fast, it 
approached ICICI for a SPREAD loan. 

Strand Genomics was already de- 
veloping a product to predict the phar- 
macokinetics of a drug in the body. 
Pharmacokinetics is the term scientists 
use to describe how a drug is absorbed, 
distributed, metabolised and then elim- 
inated. It was also working on develop- 
ing methods to predict the cardio-toxic- 





product that can predict drug toxicities 
to the satisfaction of drug researchers. 
A SPREAD loan comes with condi- 


tions most would welcome. The pay- | 


backstarts only after commercialisation 
of the product. The loan is written off if 
the project fails. Sometimes, ICICI gets 
the repayments through royalties on the 
product. ICICI also insists on the com- 
pany collaborating with an R&D institu- 
tion. In the case of Strand, it was the 
Central Drug Research Institute in Luc- 
know that performed the lab experi- 
ments to validate Strand’s models. 

In the last decade and a half, more 
than a hundred companies and an 
equal number of institutions used the 
programme to develop new technology. 


Having tasted the value of R&D, several | 


companies have gone for a second loan. 
The impact of SPREAD is now seen par- 
ticularly in biotechnology, the most 


India’s experiments with R&D 


Chemicals 


Electronics 
Mechanical/Machine 
-tools/Minerals 
Pharmaceutical/ 
biotech 


Miscellaneous 


* Also include: electrical, instrumentation, and computers 


ity of a drug. But the methodology in 
both cases was statistical. Strand col- 
lected all existing information about 
drugs in the market and used this infor- 
mation to predict, in silico, the behav- 
iour of new drugs, without actually per- 
forming experiments. However, this 
method has its limitations. A more accu- 
rate method would be to see how a new 
drug would act on specific biological 
pathways. This approach needed more 
intense research. The cost: Rs 8 crore. 
ICICI gave Strand a loan of Rs 4 


crore. Strand was expected to make an | 


equal contribution, which came in the 
form of expenses to develop the earlier 
product for pharmacokinetics and car- 
dio-toxicity. Ultimately, both products 
would be sold together. The products in 
this space are all evolving; there is no 








R&D-based industry in India now. 
Proalgen Biotech is a small, Chen- 
nai-based, classical biotech company. It 
wanted to develop a process to manu- 
facture beta-carotene, a biological mol- 
ecule that is widely used as a food sup- 
plement, nutraceutical and in animal 
feeds. The company did the initial work 
on its own, and got Rs 80 lakh from TDB 
for some scale-up experiments. To take 


the product to the global market, the | 


company has to scale up significantly — 
about 8 tonnes of the pure product per 
year. SPREAD gave Rs 7 crore, and the 
company managed another Rs 8 core 
through a State Bank of India loan. 
Proalgen Biotech is building a plant in a 
154-acre campus in Chennai. With just 
four competitors, it could take the prod- 
uct to the global market. 
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SPREAD only operates in small and 
medium companies. Some of them are 
so small and nascent that they would 
find it impossible to raise money. For in- 
stance, Surface Modification Technolo- 
gies (SMT) is a start-up in Mumbai with 
only a few employees. As its name im- 
plies, SMT wanted to develop methods 
to modify the surface of metals in med- 
ical equipments. Such coatings would 
extend the life of implants, but no In- 
dian firm had dabbled in this area yet. 
SMT founder Umesh Mhatre, a PhD in 
SMTs, took a Rs 46 lakh loan from 
SPREAD, raised another Rs 46 lakh him- 
self and set up the company. His R&D 
project will end in another year. 

Recent SPREAD statistics speak of 
the renewed vigour of the programmes. 
In the three years before 2003, it had 
sanctioned 25 projects with total assis- 
tance of Rs 108 crore. In the last two 
years, it has sanctioned 50 projects with 
assistance worth Rs 180 crore. These 
projects are in the areas of biotechnol- 
ogy, healthcare, IT and electronics, ma- 
terials and manufacturing, and energy 
and environment. Many firms have 
gone on to get other loans — from TDB 
or equity finance from VCs. 

When SPREAD began in the early 
1990s, ICICI Technology Finance Group 
was already underway with Programme 
for Advancement of Commercial Tech- 
nology (PACT). The programme aimed 
at technological collaborations be- 
tween Indian and US firms. In the ‘80s 
and ‘90s, the partnership was largely in- 
iquitous: Indian firms did not have the 


| R&D experience for true partnership. 


Now, like SPREAD, even PACT is going 
through a revitalisation using reflows. 

PACT projects are now helping en- 
trepreneurs of Indian origin in the US to 
develop technology using Indian re- 
sources. Murali Subbarao set up Ahika 
Corp in California to develop software 
that enables electronic bill payments. 
The credit card payment market is now 
worth more than $1.2 trillion and the 
online payment market is worth around 
$15 billion. Ahika’s innovation was in 
taking the customer directly to the 
billing company. 

PACT has recently funded six pro- * 
jects worth around Rs 30 crore using the 
reflows. There is enough money to fund 
atleastanotherten in the next few years. 
Let's watch their progress. m 
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Radio stations like this one at Jamia’ 
Milia, could plug the gaps in mass media 


TANMOY NEOG 


T was five in the morning. Nazma 
Momin, 15, of Shela village near 


Ahmedabad, woke up to another | 


day of household chores. Just mon- 

ths ago, she was a seventh grade stu- 
dent at the local school. Given her way, 
she still would be. But Nazma had not 
even discussed her predicament with 
anyone. Then MICA Vaani came along. 

Operated by the Mudra Institute of 


Communications, Ahmedabad (MICA), | 


MICA Vaani is a community radio sta- 
tion (CRS) that began test broadcasting 
in November from the institute on 90.4 
MHz for about an hour every afternoon. 
The signals reach all those within 10 km 
of the institute and need a ubiquitous 
FM receiver to pick up. But it is different 
in that it deals mainly with the people 
living within this circle — their aspira- 
tions and problems, joy and despair. 
Till about a year or so ago, nothing 
aired on radio had been so close to the 








| lives ofthe listeners. MICA Vaani, for in- 
stance, is trying to drive home how im- 
portant it is to educate the girl child. It 
got Nazma on air and talking to her 


community about how she felt about | 


dropping out. With luck, Vaani might 


get her back into the classroom. 

Vaani is just one of the 15 CRSs that 
have gone on air in the last year-and-a- 
half. Others include those set up by 


Jamia Milia Islamia in Delhi, Anna Uni- | 


versity in Chennai, Indian Institute of 
Mass Communication in Delhi (IIMC), 
and Pune University. Of the 74 applica- 
tions the information and broadcasting 
ministry got till July 2005, it has ap- 
proved 23. The broadcasts can cover a 
maximum 20 km radius on FM frequen- 
cies of 87.5-100 MHz. Globally, CRSs 
help communities deal with issues too 
localised for mass media to take up. In 
India, the action has just begun. 
Thereal beginning was in 1995. That 
was when the Supreme Court declared 
that airwaves were public property. Pri- 


BUSINESSWORLD 21 NOVEMBER 2005 


MEDIA 


vate sector broadcasters were allowed in 
2000. In November 2002, the govern- 
ment started issuing broadcasting li- 
censes to academic institutions. But, for 
a while, none applied. The process was 
complicated. All stations need to be ap- 
proved by not only the ministry, but the 
Army, the Navy and the Air Force as well. 

That apart, there was the expense. 
An operation like MICA's could cost 
Rs 10 lakh-15 lakh. That is a pretty 
packet for those who are allowed to set 
up CRSs — educational institutions and 
a few non-government organisations 
(NGOs). So CRSs are still ‘campus’ rather 
than 'community'-owned. But in the 
Philippines, for instance, every island 
has it's own CRS. And South Africa has a 
hundred of them. Ravi Dixit, head of in- 
formation broadcasting at MICA Vaani, 
reckons advertising, if allowed, would 
help sustain community radio. 

Till now, the government has been 
apprehensive of giving CRS licences to 
NGOs as it is not sure about their mo- 
tives. But that has not stopped agencies 
like Deccan Development Society 
(DDS), MYRADA and VOICES from 
finding proxies. They have taken to ‘nar- 
rowcasting: If they find, say, an innova- 
tive farming method somewhere, they 
get the users to talk about it. This is re- 
corded and played back in other places. 
DDS, says Atchula Girdhar, its joint di- 
rector (administration), has even got 
Unesco's support. And Kutch Mahila 
Vikas Sangathan and Sewa in Gujarat 
have bought time on state-owned All In- 
dia Radios (AIR’s) stations to broadcast 
in local languages for an hour a week. 

Despite roadblocks, CRSs are catch- 
ing on. They are not allowed to broad- 
cast news, but they are plugging a gap 
left by AIR by providing communities a 
platform to discuss and deal with local 
issues. Jamia' station has succeeded in 
establishing a link between the dwellers 
of neighbouring Jamia Nagar and parts 
of New Friends Colony, and the Munici- 
pal Corporation of Delhi. Anna Univer- 
sity has been giving vocational advice to 
rural communities on making and sell- 
ing items made of banana leaves. 

Over time, with, hopefully, hundreds 
of stations, community radio should be 
as vibrant as the Rs 277-crore private ra- 
dio broadcasting. That is when money 
will start chasing it too. If Vaani makes a 
difference to Nazma, it will really help. 
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(d Possis existence in 
< several walks of life, 
EMCEE has finally found 
refuge in journalism. He; 
that he will do his 


utmost to keep thiscolurin — 


: prejudiced. and that he will 


ropagating his jaundiced 
1d-view. Rants and 
ves on his columns can 











9" ATWAR Singh may be down but | 
he's not out, and we need to | 
thank him for warning us about 

the deep, dark conspiracy hat- | 


ched by Mr Volcker, that hatchet 


| man nior Ainesicah imperialism. As Natwar has 


made abundantly clear on many occasions, the 
Volcker report is nothing but an effort to malign 
him, the Congress Party and their independent 
foreign policy. Indian companies have also 
been targeted because the US knows that they 
are on their way to becoming world-beaters, 
and what better way of cutting them down to 
size than implicating them in a global scandal. 
We examined the fine print of the Volcker re- 
port, considered the circumstantial evidence, 
looked at the supporting data, put two and two 
together, and have come to the firm belief that 
they indeed make five. Here's the proof. 

First and foremost, notice how most of the 
so-called non-contractual beneficiaries of 
cheap Iraqi oil allocations were countries and 
people that were staunchly anti-US. As confir- 


; mation, consider that apart from all those 


Russian political parties and government offi- 
cials, the Minister of Foreign Affairs of Chad is 
also named as a beneficiary. See also how the 
entire government of Malawi has been named. 

Imnoauthority on African affairs, but there 
can hardly be any doubt that this is a sinister US 
plot to run down Chad and Malawi, possibly 


- because it is worried that the two countries 


could become superpowers and rival the US in 


| future. The independent foreign policy of the 
Malawian foreign minister, in particular, must | 


have given Bush many a sleepless night. 
But the clinching evidence, perhaps, is the 
inclusion of the "Thai rice trader, who was allot- 


i ted as much as 12,500,000 barrels of oil, far 


more than Natwar Singh's mere 4,000,000 bar- 


rels. It is very probable that the Thai rice trader | 


was giving US agri-business a hard time and be- 


| cominga dominant force in the global market. 


Who knows, the Thai rice trader may even have 
endangered US capitalism. 





Next, just take a look at the Indian compa- 
nies that figure in the long list of allegedly illegal 
payments made for supplying humanitarian 
goods to Iraq. These include some of our most 
competitive and productive companies. Here 
are a few: Agro Exim (India), Amaryllis Export, 
Ambo Exports, ARS International, Bharat 
Agencies — all expert suppliers of black tea. 
Blacklisting these companies will, of course, se- 
verely impact our competitive advantage. 

Let us now consider the supporting evi- 
dence, which the Left parties have been so kind 
to furnish. High on that list are the joint US-In- 
dia air force exercises being conducted at 
Kalaikunda in West Bengal. The Left has con- 
demned the exercises as a vast conspiracy 
aimed at subverting our national indepen- 
dence. Recall also the entire anti-Iran conspir- 


within the Indian establishment — running 
dogs of US imperialism, a phrase being used for 
the first time in 30 years — made us play a 
shameful role in supporting it. Remember also 
| the Mitrokhin conspiracy, and how it scur- 
| Tilously named several respected Left leaders as 
| beingin the pay of the Soviets? Or the Indo-US 
nuclear deal, aimed at making us dependent 
on US nuclear materials? 

Clearly, the Volcker report is just one prong 
of a multi-pronged conspiracy to destabilise 
India. Finally, contemplate how Sourav was 
ousted from the captaincy and how radical MP 
Govinda was shown in video footage with Da- 
| wod Ibrahim, and the full extent of the conspir- 
acy becomes clear. 

‘However, to be fair to Volcker, his report is 
absolutely accurate in one respect. It lists the 
governmentof Pakistan as having been allotted 
4,000,000 barrels of oil. What's more, it also 
points out that several Pakistani companies 
made illegal payments. Most significantly, they, 


supplied storage batteries to Iraq. And, as 
everybody knows, storage batteries are essen- 
| tial for making weapons of mass destruction. fil 
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include a company called Atlas Batteries which x 








acy of the Americans, and how US stooges ` 
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BROWSING 
Tejeshwar Singh 


Managing Director, 
Sage Publications India 


Tam reading Amartya Sen's THE 
ARGUMENTATIVE INDIAN. I picked 
itout from the Penguin catalogue 
and was encouraged to buy it after 
reading its reviews. Also, the theme of 
the book is of personal interest. 

Though I have only read one 
chapter, I find this book combines 
erudition with a superb writing style 
and delicious insights. I can recom- 
mend the book unhesitatingly after 
reading just one chapter. 

Ihave very wide reading interests, 
but my main ones are fairly general: 
non-fiction and modern Indian writ- 
ing in English. Before starting 
Amartya Sens book, I was reading 
Mitra Phukans The Collector's Wife. 
When I travel, I prefer light fiction 
(like John Grisham or Dan Brown). W 


ALERT 
Our Endangered Values: 
America’s Moral Crisis 


By Jimmy Carter 
(Simon & Schuster) 





FORMER president 
Jimmy Carter has 
come out swinging 
against the Bush ad- 
ministration and 
America’s religious 
fundamentalists in his 
new, often disjointed, 
book. As a life-long 
practising Christian, Carter elo- 
quently expresses his faith and 
how he feels it has been perver- 
ted. However, his political obser- 
vations are pedestrian at best. ll 
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the CEO of an organisa- 


hate? An organisation 
often treated as a political 





football, with the largest number of | 


customers and the lowest 

approval rating of any in- 

stitution in America? And = 
how about a demotivated 

workforce and a dysfunc- E 
tional IT system thrown 
into the bargain? Accept- 
ing such an job could 
best be described as a sui- 
cide mission. Yet, Charles 
Rossotti took on precisely 
that task when he ac- 
cepted the Clinton admin- 
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tion that people love to | 


xil Returns 
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Remaking a 


| sioned had been a complete disaster. 
| TVchannels aired interviews with dis- 
HAT could be more | 
daunting than becoming | 


gruntled taxpayers who told horror sto- 
ries ofhow they had been mistreated by 
tax collectors. 

This book is the saga of the five ac- 
tion-packed years that Rossotti spent 
trying to turn around the IRS, a task at 
which he was largely successful. At the 
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Many 


MANY UNHAPPY 
RETURNS 





By Charles O. Rossotti 


Harvard Business 
School Press 

Pages: 245; 

Price: $26.95 
Distributed by Tata 
McGraw-Hill 








istration’s offer to become commis- | end ofhis tenure, some of the problems 


sioner of the US Internal Revenue 
Service (IRS) in 1997. 

At the time he became CEO, the IRS 
was in a crisis, with allegations flying 
thick and fast that the organisation had 
driven many honest taxpayers to bank- 
ruptcy and that it didn't respond to 
complaints. Meanwhile, a technology 
upgradation plan that it had commis- 


SELECTION 


The shallow end 
of offshoring 


HAT do you expect from a 
W book on offshoring from 
founders of consultancy and 


offshore services advisory firm NeoIT? 


At the very least, you would like to see a 


lot of in-depth information on markets, 
business models, trends, etc. 

Yet, this book — written by consul- 
tants who claim to have advised and 
helped transition over $1 billion worth 


of IT services and BPO work to India — is 


actually quite amateur. The Offshore 
Nation by Atul Vashistha, founder and 
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remained, but taxpayer complaints had 
dropped, US Congressmen were no 
longer using the organisation as their 
favourite whipping boy, surveys showed 
that public confidence in the IRS had re- 
bounded, and there was a marked 
change in employee morale. 

Many turnaround stories have been 


| told, including some riveting ones of 


managing partner, NeolT, and Avinash 
Vashistha, CEO, NeoIT, touches on all 
the relevant areas without giving any 
new information. 

Read it with a pinch of salt. Any con- 
sultant won't give away his best-kept 
secrets in a book for a mere Rs 1,035. 
But then the writing, structure and con- 
tents have no such excuse for failure. 
Take the chapter on “Identifying And 


THE 
OFFSHORE 
NATION 


By Atul Vashistha 
& Avinash 
Vashistha 


Tata McGraw Hill 


Pages: 296; 
price: £13 
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feeble tax agency 


turning around huge, 
hide-bound dinosaurs like 
IBM — but those have 
been tales of companies in 
trouble, not of govern- 
ment departments with 
their lethal cocktail of po- 
litical meddling, special 
interest lobbying, union 





CHARLES O. ROSSOTTI is 
senior adviser to the Carlyle 
Group, a leading equity 
investment company. He 
served as IRS Commissioner 
for five years from 1997, 
and before that as the 
co-founder, chairman and 
CEO of American Manage- 
ment Systems 





pressures and bureau- 

cratic sloth. Add to that the simple fact 
that nobody likes paying taxes. Yet 
Rossotti dove straight into this milieu, 
and he offers not only an account of 
how he managed to transform the or- 
ganisation, but also an insider's story of 
the political manoeuvring that came 
with the job. 

The bookis a breezy read, laced with 
anecdotes and not without touches of 
humour. To take one instance, when 
Rossotti's confirmation as IRS commis- 
sioner came through quickly — with the 
Senate voting 92 to zero in his favour — 
he makes the wry comment: "I thought 
that perhaps they feared that if they did- 
n't act quickly, nobody would take the 
job." Or this one: at the confirmation 
hearings, one senator asked Rossotti 
whether he had a dog. When he said yes, 
the senator said: "That's good, because 
you'll need a friend." 


Managing Offshore Risks'. The part on 
intellectual property (IP) risk is dealt 
with in just seven lines. Even if brevity is 
the hallmark of good knowledge, this is 
going too far. If IP is such a minor issue, 
then why do so many Fortune 500 com- 
panies worry about how good IP protec- 
tion is in India, China and elsewhere? 
Chapters like the one on business 
models are dealt with a similar casual 
attitude. At best, this presents a sketchy 
account. On all these counts, this book 
is not unique. Other recent books on 
BPO like What's This India Business? by 
Paul Davies and Outsourcing To India by 
. Mark Kobayashi-Hillary also leave you 


+ * wanting more. The moral of the story: 


be wary of books which want to cash in 
on a rising trend. 


SHELLEY SINGH 








How did Rossotti do it? He decided 
early that he would go in for real 


change, not just daily fire-fighting or | 
cosmetic change that would look good | 


on press releases. To do that, he first 


selected a team of people to help him. | 


Next, his new management got a grip 
on the improvements that they could 
finish quickly and those that would 
help taxpayers immediately — simple 


things like improving the IRS phone | 


answering service. 


To see whether his improvements | 


were real, they devised a way of meas- 
uring customer satisfaction. Technol- 
ogy proved to be the big issue, because 
the IRS was stuck with legacy systems 
dating back to the 1960s. 

A system of pay for performance 
was established in many jobs, and re- 
dundant posts were abolished. He im- 
proved the image of the organisation 


Stale yet 
refreshing 


OW many leadership 

books does one have 

to read before learning 
the ropes of becoming a 
&ood, nay, great, leader? It 
would probably be preposter- 
ous to say that if you've read one book 
on leadership, you've read all. That said, 
it is really difficult to find in such a book 
an insight that none (or even a few) of 
the previous authors who write on the 
subject haven't given before. 

In MAKING WORK WORK (Pearson 
Education), for instance, the author, 
Scott Hunter, says one has to move out- 
side the paradigm to be able to see the 
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tremendously when he went after not 
just the small tax evaders, but the big 
fish with offshore accounts and fancy 
tax shelters. And, most important of 
all, he was constantly on the move, 
meeting with his employees, union 
leaders, taxpayers and lobbying with 
Congressmen. As Rossotti puts it: “Suc- 
cessful change requires knowing what 
is really going on where it counts — at 
the front line." 
| That little pearl of wisdom is one 
nugget among several that Rossotti 
unearthed during his stint at the tax- 
collecting agency. Here are a few others: 
successful change means ensuring 
that an organisation works on behalf 
of all stakeholders. Successful change 
| means getting the right people in the 
| right jobs. 
| At the IRS, Rossotti had to find the 
| internal leaders and get them into the 
| right jobs, but he also had to recruit a 
few outsiders who could bring in fresh 
ways of doing business. And successful 
change requires the right measure- 
mentsandincentives. 

The wealth of practical experience 
contained in this book will be helpful to 
any practising manager, but it should be 
made compulsory reading for our In- 
come Tax Department. Bi 


possibilities. He has convinc- 
ing examples to prove it. One 
of the paradigms he talks 
about is the belief that the 
world is flat. People living in 
the fifteenth century be- 
lieved it was so, and how 
they thought about travel 
and exploration was defined 
within this. Surely, in the last 
500 years, someone else has 
cited the same example. Hunter, a 
former lawyer, has now made himself 
into a corporate 'coach', so to speak. 
The book is a convincing and easy 
read. While it is no seminal work on 
leadership, it could be a refresher for 
what one already knows. How far the 
reader goes after that is up to her. W 


ABHIJIT MITRA 
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Time for a reshuffle 


HE mention of Natwar Singh as a non-con- 

tractual beneficiary of Saddam Hussein's mu- 

tual enrichment programme could be an er- 

ror. After all, there are many Natwar Singhs; 

: some may even have a son named Jagat 

Singh. It may also happen that someone intercepted the 

benefits intended for Natwar Singh. He should not be 

condemned without proper process — a process that the 

government has initiated with the appointment of Justice 
R.S. Pathak as enquiry commissioner. 

But it is also clear that until his name was unequivo- 
cally cleared, his effectiveness as minister of external 
affairs would have been severely constrained. The 
world would have given more credence to the Volcker 
Report than to Natwar Singh's 
denials. It would have pre- 
judged him; wherever he went, 
he would have been branded 
as Saddam Husseins benefici- 
ary. This image of his would 
have been particularly damag- 
ing in our relations with the 
United States, which are cur- 
rently at a critical stage. The 
Prime Minister set in motion 
a strategic congruence be- 
tween India and the US; he 
could not afford to jeopardise 
it on account of a crippled 
foreign minister. 

The leading candidate for 
Natwar Singh's position must 
be Pranab Mukherjee. He is as 
senior as Natwar Singh; he has 
been minister of external affairs. The only reason why he 
did not get the ministry last year was that Natwar Singh's 
tenure in the foreign service was seen to qualify him for 
the job; besides, Natwar Singh had qualifications for none 
other, although that is hardly a disqualification for any 
ministerial post in our system. Pranab Mukherjee would 
be keen to move from defence to external affairs, and 
would no doubt press his case to the PM and Sonia 


Gandhi in the most presentable form. It would take good | 


reasons to deny him Natwar Singh's post. 

However, the PM should see this not just as an un- 
avoidable chore, but as an opportunity. The government, 
formed in a hurry last year, was based on an untidy politi- 
cal compromise. Now the PM has had seventeen months' 
experience, not only ofthe performance of various minis- 
ters, but ofthe relative weight of his political partners. 


As to performance, it must be his perception, as it is | 


outside, that P Chidambaram has not somehow lived up 
to his considerable acumen and reputation. His second 





Narasimha Rao had an 
opportunity 14 years ago and 
chose Manmohan Singh. The PM 
has another and should seize it 





| 
| 





Budget, which he had ample time to prepare, was not 
much to write home about. On the contrary, his innova- 
tions — namely the taxes on cash withdrawals and fringe 
benefits — were unnecessary and deeply resented by 
their victims. For the rest, he has been benignly inactive 
for the most part, whether it be in respect of banking re- 
forms or the capital market. 

Mr Chidambaram may actually do well as foreign 
minister. His training is just right for the minutiae of inter- 
national negotiations. He has a presence, and his mastery 
of English would make him effective in international fora. 
And his thinking on foreign policy — especially on the re- 
alignment away from defunct non-alignment — is in 
tune with the PM's on foreign policy. 

His transfer to external af- 
fairs would leave the PM with 
the question of whom he 
should make finance minister. 
There will be many candidates 
amongst Congress heavy- 
weights; but luckily, the case of 
none is strong. The last Con- 
gress finance minister was the 
PM himself, and all before him 
is history. So he has pretty 
mucha free hand. 

Instead of rewarding an old 
horse from the Congress, he 
should, for once, follow his 
heart and appoint someone 
whose economic expertise he 
trusts. Of such there are two. 
There is Montek Singh 
Ahluwalia, who was his right- 
hand man in the finance ministry and who continues to 
be his close associate. And there is C. Rangarajan, whom 
he appointed Governor of the Reserve Bank and who is 
now his informal economic adviser. Ahluwalia may well 
be his preferred choice; he would run the finance ministry 
with competence, and would serve the PM's interests 
without burdening him with details. Rangarajan has a 
reputation of his own; so much so that when his own cho- 
sen ministers did not perform too well, PM Vajpayee had 
seriously considered appointing Rangarajan as finance 
minister. Ahluwalia may make a brilliant finance minis- 
ter, but Rangarajan has the kind of distinction that might 
make him more acceptable to the political establishment. 

On both these candidates, the PM would know his 
own mind. Being a cautious player, he may well hesitate 
to force his choice upon his party. But he should consider 
how Narasimha Rao brought him out of retirement and 
changed India's future. He has the same opportunity 14 
years later; he should seize it. ša 
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HSBC Investments 


A LITTLE EVERY MONTH GOES A LONG WAY. 


Presenting the HSBC Systematic Investment Plan (HSBC SIP) 
which lets you invest as little as Rs1,000/-* each month in our 
mutual fund schemes*. Think of it as a discipline that could help 
you get closer to your dreams, systematically. To know more, call 
us or your investment advisor. 





HSBC Mutual Fund 
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Auto Demand 


Q The sun seems to be rising 
on India's auto parts makers. 
Kudos to BW for being quick 
to spot an opportunity for 
Indian companies. Still, 
there are big risks that 
must be considered. Will 
our auto majors eventually be 


muscled out by foreigners who can make cheaper 






and better cars, as in the US? India has high demand and cars are 
being sold at a blistering pace. Right now, aquisitions look good. 

But can this boom last, especially since oil prices are hitting the roof? 
What happens to all the aquisitions if demand plummets, not just in 


India, but globally? 
Dinesh Kumar, Chandigarh 


— Aa AOU 
| Bl How could BW rank the IIMs on the 


IIM'S ABSENCE 

For reasons better known to the 
management of India's IIMs, they 
decided not to participate in the BW- 
Cosmode B-school survey this year 
(‘Class Of 2005’, BW, 3 October). This 
was sad to see. 

Right to information and 
transparency have become bywords 
for all good institutions. However high 
or mighty a B-School may be, it is duty- 
bound to make itself open to public 
scrutiny. Staying away from any survey 
exhibits a lot of arrogance. This kind of 
attitude will lead to the downfall of the 
IIMs, sooner or later. 

They are public institutions so, 
therefore, students and recruiters are 
not the only ones concerned about 
IIMs. The entire nation is concerned 
about their performance. I wonder 
how many skeletons are hiding in 
their closets. 

V. Nagarajan, Chennai 
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basis of secondary data, and that too 
from last year? Though there may have 
been some resistance from the IIMs, 


| Ibelievethatthe same objective 


parameters should have been followed 

for the ranking of all the B-schools in 

your survey. If this arbitrary determin- 

ation continues, your rankings will 1 
lose credibility. f 
Neha Maira, posted on BW website 


CORRIGENDA 

In the 'Browsing' section of our 
Bookmark pages (BW 21 November), 
we inadvertantly published the wrong 
photograph. The man pictured was 
misidentified as Tejeshwar Singh, 
managing director of Sage Publications 
India. The man in the photograph is 
not Mr Singh, he is Manish Sabharwal, 3 
chairman, Teamlease Services. 

In ‘The Shallow End Of Offshoring’ 
(BW, 21 November), the price 
given for The Offshore Nation 
was incorrect. The price of 
the book is Rs 750, not 13 

pounds sterling. 
In ‘Hunting Season’ (BW, 
14 November) a caption mis- 
spelled Mahindra Systems & 
Automotive Technologies. 
We regret the errors. 


E M aN a ENDS 
Write in at i 
editor@bworldmail.com | 
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COVER STORY sl 


The Rupee 
Downfall 


The rupee has depreciated against the 
dollar by almost 5 per cent over the past 
few months. The current account deficit 
has soared to $6.2 billion for the first 
quarter of this year compared with a 
surplus of $3.3 billion for the same period 
last year. But neither of these 
developments is as worrying as it would 
have been 10 years back. In fact, the 
turnaround in the current account deficit 
seems to be as welcome as it has been 
dramatic. The real problems lie elsewhere 
— in the domestic economy. 


ANTHONY LAWRENCE 





IN THE NEWS 


s| Liquor consolidates 


After UB bought Shaw Wallace, it is the others’ turn to tweak 
their portfolios and look for size. 


9! Pharmaceuticals Two moves by the US Federal 
Trade Commission could impact the generics majors. 


12! Mining why are states unwilling to grant leases to 
companies setting up plants outside their borders? 


18 Internet Many companies are planning IPOs. 


14! iron & Steel The 
boom is inducing companies 
operating close to the mining 
end of the value chain to get 
into the production of semi- 
finished products. 












IN DEPTH 


2s| Flu Flux 


Two Indian companies have the 
generic version of Tamiflu, the best 
defence against the bird flu virus. 
But Swiss MNC Roche holds the 
sole marketing rights. What now? 


Tamiflu sales are expected to net » 
Roche SFr 1.2 billion this year 


24|Bad Assets The moveto allow FDI in asset recons- 
truction companies is the first step towards a junk bond market. 


48! Philips in conversation with chairman Gerard 
Kleisterlee on the consumer electronic major's strategy. 


54! China's Future m conversation with Zheng Bijian, 
aclose associate and adviser to Chinese President Hu Jintao. 
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60 | Right to Information The national legislation 
will prove effective, provided the empowered public uses it. 


64 Peter Drucker A tribute to the visionary from Vienna. 
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The meaning of the fall 


ATCH the Rupee’ was the headline of 
this letter five months ago. That was 
based on a story we had carried in that ` 
issue (BW, 18 July 2005) warning 
corporates against betting on an 
eternally rising rupee. Whoever heeded that warning has 
obviously done well, since the rupee has depreciated 4.5 per 
cent against the dollar since July. Special correspondent 
Avinash Celestine decided to revisit the topicalong with ` 
consulting editor Manas Chakravarty, and see what the slide 
of the rupee means. It is tempting to explain away the 
depreciation as the result of rising oil prices or increasing 
investment demand, but they argue that this is not the case, 
and that there could be some reasons for worry. 
This doesn't, of course, take away from the fact that we ar 
currently going through one of 
the most dynamic periods in the 
history of the Indian economy. 
This year will be the third in a 
row that we will be closing with 
a growth rate of around 7 per 
cent. The last time it happened 
was in the mid-1990s, and there 
was an abnormal reason for it — 
many restrictions on business 
had been lifted, and 
businessmen had gone on an 
investment binge with as much — 
excitement as a group of just-released prisoners at a night | 
club. When the reforms slowed down, and the excitement 
abated, so did the growth rate. It was almost as ifthe 199] .— | 
opening up had never happened — by the late 1990s, we were 
back to the 5-6 per cent growth story of the 1980s. us 
This time, though, there are no abnormal reasons for 
exuberance. The government in power, supported as it is by 
obstreperous communists, has put a lid on reforms. Which is 
why the strong growth figures are a reason for optimism. They 
suggest that we could be moving on to the third orbit of 
growth — the first being the 3.3 per cent growth rate of the 
1950s and 1960s, the second being the 5-6 per cent growth 
rate of the 1980s and the 1990s, and the third being the 7-8. 
per cent growth rate that we are experiencing now. And all 
this, without the efficiency gains that the reform-minded ` 
would be able to achieve, and without the additional growth ` 
push that a foreign investment-friendly government would 
be able to provide. If that is not good news, what is?! 





TONY JOSEPH, EDITOR 
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*; The UB-Shaw Wallace com- 








OVE over 
UB, it's 
time for 
ds other liquor 
4 makers to grab the headlines. 


bine may control roughly half 
_/ the Rs 7,000-plus crore Indian 
_ liquor industry with total sales of 
4. 120 million cases a year, but that 
> hasn't stopped the other domestic 
~~ liquor makers from scrambling to 
7. build bulk. 

A number of deals are brewing as 


/ firms hunt for brands of all flavours. 


a Radico. Khaitan, Jagatjit Industries, 
BDA, and MNCs are all reconfiguring 


7 and consolidating their businesses in 


the post-Shaw Wallace acquisition era. 

gy The game plan looks fairly simple. 
;. UB aside, the other 3-4 players are look- 

'. ing to acquire brands or even entire 


4: businesses from each other. Besides, re- 


." gional players with distribution 
/ strengths in specific geographies and 
, existing brands that could do with some 
^ marketing muscle are also attractive tar- 


z gets for the other dominant players. This 


.. issoespecially since UB has its hands full 
7 with the Shaw Wallace portfolio. 
Rumours ofthe Rs 400-crore Jagatjit, 
; owner of popular brands like Aristocrat 
; Whisky, being up for sale have surfaced 


;. onceagain. Despite denials by manage- 
^ ment and Jagatjit's reputation of talking 


; to potential suitors once too often, the 
word is that a section of the Jaiswal fam- 
^: ily, which owns the company, is looking 


1 to exit after the recent demise of the pa- | 
^. triarch. Around Rs 500 crore is report- 


. edly the asking price. 
Ramesh Vangal, former Pepsi and 
7. Seagram chief and promoter of Scan- 
.. dent Solutions, is seen as a likely con- 





















tender. His company, Mason & Sum- 


mers, which sells Glen Drummond malt | 


whisky and Wild Horse IMFL whisky, is 
keen to buy Jagatjit to ramp up his busi- 
ness using the latter's world-class man- 


ufacturing facilities, say industry 


LIQUOR INDUSTRY 


A heady cocktail 


sources. Vangal, however denies his in- 
terest and says: “Jagatjit has some inter- 
nal issues... However, reports about us 
are speculative." 

Another contender seems to be 
Radico Khaitan, which makes 8 PM. 
whisky. Its promoter Abhishek Khaitan, 
too, denies talking to Jagatjit. "We have 
appointed Rabo Bank to scout for do- 
mestic and international acquisitions 
and I don't know if Rabo is talking to 
them (Jagatjit)," he says. 

Jagatjit Industries president Deep- 
ankar Barat is outraged by such talk. “Mr 
Karamjit (Punnu) Jaiswal, who has a 
management control ofthe company, is 
looking at growing this business; in fact, 
we ourselves are looking out for acquisi- 
tions," claims Barat. But despite vehe- 
ment denials, industry insiders say that 
the Jagatjit deal may become public 
sooner than most expect. 

Regional brands are also assuming 
centre-stage as they now become prime 
targets for acquisitions. Radico Khai- 
tan’s acquisition of eight brands, includ- 
ing Brihans Napoleon Brandy, Lord Nel- 
son Rum and Red Russian Vodka for 
Rs 35 crore from Brihans Maharashtra 
Sugar Syndicate is just the beginning. 
"Typically, regional players that do 
about half-a-million to three million 
cases a year are prime acquisition tar- 
gets," say sources. 

Industry officials estimate that while 
UB has roughly half the market, Radico 
Khaitan and Seagram have around 10 
per cent each while Jagatjit and BDA 
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have single digit market shares. 

These smaller players are attractive 
to second-tier companies as they offer 
ready-made regional distribution net- 
works and locally established brands. 
Sources said that the bigger players may 
be eyeing smaller liquor makers like 
Tilaknagar Distilleries of Maharashtra, 
which owns brands like Classic whisky. 
Bangalore-based Amrut Distilleries, 
with brands like Old Port Rum and Be- 
jois brandy, and Karnataka's John Distil- 
leries, which owns Original Choice 
whisky in the IMFL segment, may be 
other potential targets, they point out. 

Other liquor companies like Kishore 
Chhabria's BDA Distilleries, which man- 
ufactures and sells Officers Choice 
whisky, have also said that they are open 
to brand acquisitions. 

Seagram, one of UB's key competi- 
tors, is clear that it does not have to go 
shopping for brands in India. Param 
Uberoi, managing director, Seagram In- 
dia, says the company has a quality 
portfolio that is large enough. Besides, if 
it needs more brands, it can get them 
from parent Pernod Ricard, which has a 
large bouquet of international brands. 

The liquor industry, however, has 
been waiting for cash-strapped UB to 
hive off some brands that are not part of 
its power brands portfolio after the SWC 
acquisition. UB, however, says it has no 
intention of offering a growth opportu- 
nity to competitors. 

“Why should we hand over our 
brands to competitors. We will simply 
let them be and dust them off as and 
when required,” says UB group CFO 
Ravi Nedungadi. 

That may make the battle for the 
bottle even more stirring. W 

PIYA SINGH 








€ Average employee output for Chi- 
nese railways is 2.1 times India's. 

@ Staff costs account for 25 per cent 
of ordinary working expenses in China ` 


> versus 40 per cent in India; 


. Average passenger tariff in India is 
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MINERAL POLICIES 


HEN Sajjan Jindal, vice- 

chairman and manag- 

ing director, JSW Steel, 

signed an MoU with the 
Jharkhand government to set up a 
Rs 35,000-crore, 10 million tonnes per 
annum (tpa) integrated steel plant in 
that state, it was not just any other big- 
ticket MoU signed by the state. It was an 
example of what hazy regulations can, 
or cannot, do. 

The regulations in question are the 
Mines & Minerals (Development & Reg- 
ulation) Act, 1957 (MMDR). The issue in 
question is whether a state can use its 
natural resources, in this case iron ore, 
to dictate investment decisions taken by 
business. As things stand now, if a state 
wants to grant mineral concessions only 
if value addition is done to the minerals 
within its borders, nothing can stop it. 

This is a tacit stand that other min- 
eral-rich states like Chhattisgarh and 
Orissa have also taken. At the same time, 
the MMDR Act at no point puts down 
value addition as a precondition for rec- 
ommendation of mineral concessions. 
This is the conundrum facing investors 
and states that do not have the required 
mineral resources. 

So far, the National Mineral Policy of 
1993 and the MMDR Act were thought 
adequate in tackling issues of mineral 





concessions. But with investments in | 


Resource immobility 


steel ratcheting up never- 
before figures— Jharkhand 
has signed MoUs that 
could bring in Rs 40,000 
crore — the stakes have 
suddenly become very 
high for both the compa- 
nies and the destination 
states. 

Ensuring iron ore avail- 
ability has become para- 
mount for the companies 
planning investments, be it 
Tata Steel, Mittal Steel or 
JSW. Hence the rush to sign 
MoUs with ore-rich states 
of Orissa, Jharkhand and 
Chhattisgarh, even though 
they might not yet be ideal 
investment destination in 
terms of infrastructure, especially trans- 
port, and proximity to markets. 

A year ago, Jindal had said he would 
set up an integrated steel plant in West 
Bengal at an outlay of Rs 10,000 crore. 
The ore was to come from neighbouring 
Jharkhand. But the Jharkhand govern- 
ment wanted value-addition within the 
state. It recently passed a Cabinet order 
to bar ore exports and keep ore trans- 
portation outside its borders to a mini- 
mum. Orissa, incidentally, exports a fair 
amount of ore, as does Chhattisgarh. 

Despite the issue being escalated to 
the prime ministerial level, Jharkhand, 
refused to budge. It insisted that their re- 
sources have to be used for its develop- 
mentabove all else. Says West Bengal In- 
dustrial Development Corporation 
managing director Gopal Krishna: "This 
(Qindal's decision) is, after all, a business 
decision. Besides, there is immense 
possibility of investing in the state (West 
Bengal) for further value addition." 

This is where the Hoda Committee, 
which will submit its report to the Plan- 
ning commission and the PMO, is ex- 
pected to clear the air. The committee 
will, among other matters, look at the 
critical issue of insistence on value addi- 
tion. The recommendation can go ei- 
ther way. But at least it will tell the stake- 
holders exactly where theystand. W 

PALLAVI ROY 


SANJIT KUNDU 
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NEWS CAPSULES 
Gail, HPCL join up 
for gas production 


AIL India has signed an MoU 
with Hindustan Petroleum 
Corporation (HPCL) for exploration 

and production (E&P) of natural 
gas in the country and abroad. The 
two companies will form joint ven- 
tures in the states of Madhya 


Pradesh, Rajasthan and Gujarat 


that will supply piped natural gas, 
CNG and LPG to domestic and in- 
dustrial consumers. Both PSUs will 
use their respective expertise to 
tap E&P opportunities in India as 
well as countries in Asia, Africa, 
Australia, Russia and CIS, says 
Proshanto Banerjee, chairman & 
managing director, Gail. 8 


US control over 
the Internet stays 


HE simmering debate over the 
US’ ‘monopolistic’ control of 
the Intemet ended in a damp squib 

after the United Nation's World 
Summit on Information Societies 
(WSIS) agreed on status quo. The 
summit was held in Tunis. This will 
mean that the US-based Intemet 
Corporation of Assigned Names & 
Numbers (ICANN) retains its right 
to govern the Internet. Fearing that 
the US could abuse its unques- 
tioned authority over the network, 
countries have been demanding 
their share in Intemet govemance. 
In the US, there has been stiff re- 


policy issues pertaining to Internet 
go vernance, and look at boosting 
its growth. a 


UA! corporate world is emerging. Where boundaries are disappearing, Markets are expanding, And customers 
are evolving. At Tata Indicom Enterprise Business Unit, a truly global telecom solutions provider, we are enabling 
.. businesses to maximise this global opportunity. 

-As part of VSNL, our global network spans USA, UK, Europe and Asia. Giving your enterprise access to some of 
most pulsating markets ever 


Enjoy exceptionally high redundancy levels with the combined capabilities that leverage TGN, the Tata indicom 

Cable and other consortium cables. Benefit from optimum SLAs that streamline your operations. And; as your 
-point contact in India, profit from the tremendous price advantage our network brings. 

noose from a wide range. of telecom solutions, such as Managed IPL Ethernet and MPLS, that offer you the 

f high speeds, low costs and ease of operations. And connect your people, offices, dealers and customers, 


EBU, we can take your business where you want it to go: Because your success means the world to us. 








NDIA and China have stunned 
; N the world with their recent 
economic transformations. The two 
emerging Asian giants have, 
f= however, used radically different 
» strategies to get their economies 
* onto the fast track. 
» China has been a champion in 
mobilising resources. It saves and 
invests about half its national 
, income. It has attracted massive 
» capital inflows as well. Both the 
domestic and foreign capital has 
been put to use to build factories 
and infrastructure. 

India has had modest savings. 
The latest savings rate (28 per 
cent) is our highest-ever, but is no 
match for China's. Foreign 
investment has been paltry. 
Economic growth has been heavily 
dependent on consumption and 
services, rather than investment 
and exports. 

Have the two growth strategies 
Started to converge? Morgan 
Stanley chief economist Stephen 
Roach believes they have. "Neither 
China nor India is satisfied with 
their development and 
development models," he says in a 
, new research report. Roach says 
that China wants to move away 
from its heavy reliance on 
investment and exports to a more 
Indian-style consumption-led 
economy. And india, on it's part, is 
trying hard to emulate China's 
strategy to deliver results in its 
manufacturing sector. The two 
countries need to rebalance their 
strategies — China needs more 
domestic consumption and india 
needs more investment. 

Some early attempts are being 
made. Recently, Chinese premier 
«9 Wen Jiabao has said that China 
zi needs to "vigorously stimulate 
x 9 private consumption". And Indian 
("2 Prime Minister Manmohan Singh, 

- too, spares no opportunity to talk 


Ss about the need to invest more in 








by Niranjan Rajadhyaksha 






infrastructure and manufacturing 
capacity. 

“A convergence of Indian and 
Chinese growth strategies is both 


| likely and essential if these two 


economies are to build on their 
stunning successes of the past 
fifteen years," says Roach. 

The result could be more 
balanced economies in India and 
China. And it's something the rest 


of the world will have to adjust to. 


5S 


HE US Federal Reserve has 

taken analysts and economists 
by surprise. It recently put out a 
terse statement that it would no 
longer disclose M3 figures after 
March 2006. 

M3, or the measure of broad 
money, is one of the most closely- 
watched economic aggregates 
around the world. It used to be a 
sort of Holy Grail for economists 
and traders in the 1980s, but has 
since lost some of its importance 
after the financial innovations of 
the 1990s. Yet, it is an important 
bit of data for economists. The 
Reserve Bank of India (RBI), like 
most other central banks, too, 
keeps close tabs on it. 

Curiously, the Fed has given no 
reason why it has decided to take 
this drastic decision. The 
conspiracy theory is that M3 is 
currently growing at a rate that is 
too fast for comfort. So US 


president George Bush has decided : 
| to squash its disclosure. Calmer 


minds wonder whether M3 is no 
longer as powerful a catalyst as it 
once was for growth and inflation. 
But why this messy withdrawal? 
Surely a clear explanation would 


| have helped. Instead, all we have 


got is a vague statement by a 
certain Fed spokesman that M3 is 
^no longer closely tracked by policy 
makers." Is this Alan Greenspan's 


parting shot? B 
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HEALTH INSURANCE 


What do you 
| thinkis wrong? 


NDIAS leading private sector health 
I insurance firm, Bajaj Allianz Gen- 
eral Insurance, has hit upon e-opin- 

ion asa way to differentiate its health in- 
surance services. Through WorldCare, a 
global healthcare service provider. For 
critical illnesses, Bajaj will provide sec- 
ond opinion services from US hospitals. 
By paying an additional premium of 
around Rs 525 or Rs 839 (for a 1-year or 
2-year cover), current policyholders can 
get this service for 12-13 critical ill- 
nesses. WorldCare has tie-ups with hos- 





| the E-OPINI 

















pitals such as Cleveland Clinic, Massa- 
chusetts General Hospital and Duke 
University Health System. It offers its 
services across 25 countries. 

If a policyholder develops a speci- 
fied serious illness, including cancer 
and/or heart disease, the insurer will 
send the digitised and encrypted med- 
ical records to the WorldCare office in 
Cambridge, US. Within seven days, the 
latter will send a written second opin- 
ion, along with diagnosis, and recom- 
mended treatment plan to Bajaj Allianz. 

Some ofthe large Indian hospitals, 
too, give such services, butat a relatively 
higher cost than the additional premi- 
um. The insurer plans to cover 30,000 
lives within six months of the launch. $ 

RACHNA MONGA 
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With Bosch technolc 





With pioneering innovations like common rail diesel fuel injection system and gasoline direct injec 
Bosch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enha 
vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vel 
has access to the world's best technology. Bosch, the largest auto component supplier in the world 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The po 
of We - giving you the best of both worlds. So that you can drive much farther for a lot le: 
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IRON & STEEL 


Downstream travel 





HERE are two clear indications 

l that the iron & steel industry is on 

a roll. While the steel majors are 
announcing plans to set up additional 


capacities, a number of companies clo- 
se to the mining end of the value chain 


are moving into downstream industries, 


_, the finished and the semi-finished steel 


products. 

Take the A.V. Birla Group's Vikram Is- 
pat, a Grasim Industries subsidiary. The 
0.9 million tonnes per annum (mtpa) 


_, Sponge iron maker is thinking of mov- 


Similarly, another 
group company, Essel Min- 
ing, which has interests in 
iron ore, manganese ore 
and nitrogen gas, will 
shortly move into produc- 
ing iron ore pellets. With an 
annual iron ore production 
capacity of 5 million 
tonnes, the company plans 
to put up the pelletisation 
capacity near its mines in 
Orissa. The plant is likely to 
| haveacapacity of 1 mtpa. 

The third company ona similar plan 
is the Rs 1,000-crore Rungta Mines. The 
Chaibasa (Jharkhand)-based company 
announced plans to set up a 2-mtpa in- 
tegrated steel plant in Sundergarh and 
Dhenkanal in Orissa, as wellasa0.5 mtpa 
plantin Jharkhand'5 Seraikela Kharsawa 
district. Rungta Mines has two sponge 
iron units (capacity: 0.3 mtpa) in the 
state. “Conditions in the steel industry 
have encouraged resource companies 
like ours to go for investments in the 





STEEL 


Russia’s MMK 
tries out Orissa 


HERE seems to be no end to 

the queue of companies 

exploring the possibility of 
setting up a steel plant in Orissa. 

After Korea’s Posco and India’s 
Tata Steel and Jindal Group, the lat- 
est to be attracted by the high qual- 
ity of ore in the state is Russia’s 
Magnitogorsk Iron & Steel Works, or 
MMK Steel. The company operates 
the largest steel plant in that country 
(11 million tonnes per annum). Se- 
nior MMK officials, including their 
managing director, have made two 
trips to Orissa with a proposal to set 
up a 10-mtpa integrated plant. 
MMK is also planning to tie-up 

with the Rs 215-crore Uttam Galva, 
which makes galvanised products, 
for the proposed project. The sec- 
ond visit to the state by MMK was 
made along with Uttam Galva offi- 
cials. However, the Orissa govern- 
ment is reportedly going slow on this 
proposal as it first wants to ascer- 
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ing into semi-finished steels, especially | steel sector," says Siddharth Rungta, tain whether there are enough re- 
billets and blooms. It will not getinto | president, Rungta Mines. sources, notably iron ore, to sustain 
finished steel yet, but the company Forall this, the investors will be hop- yet another project. = 
" wants to become a comprehensive raw | ing that the good times continue. d PALLAVI ROY 
., material supplier for the industry. PALLAVI ROY 
ESPONDENCY may be setting TRADE of 17 major agricultural product 
in among the participants of š exporting nations, wants India, a 
the Hong Kong Ministerial of Cairns seeks member of the G-20 group of coun- 
the World Trade Organization, but = yg tries, to use its lobbying power to 
there are still some hopes of achiev- India’s SUDDOIT -sasando te EU to give greater mar- 
ing a breakthrough. ket access. This is what the Cairns 
The sticking point has been the Group has been trying to get for the 
refusal of the US and the EU to with- last two years. But this could dilute 
draw agricultural subsidies. The US, India's demand, which has steadfast- 
very conveniently, has put the ball in ly been that EU cut farm subsidies. 
the EU's court, saying it will cut the While in India, McGauran also 
dole if the EU does so too. So, with said he would like to see India 
just days to go for the Ministerial, reduce tariffs and give more market 
the last rounds of lobbying are on. access to its beef, dairy and horticul- 
Australian agriculture minister tural products. 
Peter McGauran was in the country Australia also plans to appoint an 
last week to meet his Indian counter- agriculture counsellor in India to 
part Sharad Pawar. McGauran, who liaise with the private sector. m 
represents the Cairns Group, a group SAMAR SRIVASTAVA 


builtin at www.intel.com/apac/builtin. 





3 EXPLOSIVES 


7 Having a blast 


vA HE strong growth in the mining 
7 T and construction sectors has re- 
sulted in unusually high de- 
^ mand for a rather uncommon com- 
.., modity — explosives. A few explosives 
3⁄4 companies are lining up major invest- 
— ments to boost production. 
/ Deepak Fertilisers & Petrochemicals 
_/ Corporation (DFPCL) has announced 
its plans to set up a 300,000 tonnes per 
/ annum (tpa) greenfield complex for ni- 
-; tricacid and ammonium nitrate in east- 
/ ern India in two years. According to 
_/ company sources, the unit will be set up 
—, atan investment of about Rs 400 crore. 
/ There are also reports that Noble Ex- 
‘7 plochem, which at present has a capac- 
^ ity of 27,000 tpa, is planning a large in- 
/ vwestmentin capacity expansion. 
E "In a market of 4,50,000 tpa, domes- 
^ ticdemandisrisingatabout5 per centa 
/ year, while demand in the international 
— markets is also growing fast. India pro- 
/ duces approximately 2,65,000 tpa of ex- 


y 


x 








plosives. Imports, mostly of fertiliser 
grade ammonium nitrate, account for 

around 1,95,000 tpa," says an analyst. 
There is opportunity outside India 
too. "Due to massive construction and 
mining activities in south-east Asia and 
Australia, we also have humongous ex- 
port opportunity," says a Deepak Fer- 
tilisers official. It already has a prilled 
ammonium nitrate facility with a ca- 
pacity of 90,000 tpa at Taloja in Navi 
Mumbai. The company's 100 per cent 
subsidiary, Smartchem Technologies, 
also has two plants in Vizag and Gujarat 

with a total capacity of 50,000 tonnes. 
But some fear that this spate of ca- 
pacity creation would eventually lead to 
a glut. Rashtriya Chemicals & Fertilizers 
(RCF), which has a 90,000 tpa ammo- 
nium nitrate plant in Mumbai, doesn't 
plan to expand. "Any further expansion 
in production will harm the environ- 
ment," said a RCF spokesperson. E] 
ROHIT VISWANATH 


LOW-COST AIRLINES 


SpiceJet CEO 
Winders goes 


HE CEO of low-cost, domes- 
Tess Mark 

Winders, retumed to Canada 
atthe end of October 2005. Ac- 
cording to the company, he left af- 
ter completing his one-year con- 
tract, but will continue as a 
consultant. SpiceJet chairman Sid- 
dhant Sharma has now taken on 
the role of CEO too. 

SpiceJet has also got a new 
COO, Peter Hill, who was previously 
with Air Ontario 
and Air Canada. 

Winders' move 
makes him the 
second expatriate 
CEO of an Indian 
low-cost airline 
company to exit. 
Since lowcostcar-] 
riers are a new & 
phenomenon in In- 2 
dia, there are very 
few people who have the experi- 
ence to run such an operation. 
However, such carriers are com- 
mon in both Europe and America. 
That is why the Indian companies 
have been hiring from abroad. 

At present, the expatriates run- 
ning Indian low-cost carriers are 
Graham Williamson of Go Air, 
Bruce Ashby of IndiGo, and War- 
wick Brady of Air Deccan. = 

ANJULI BHARGAVA 
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HARVARD BUSINESS SCHOO 
BRINGS NEW EXECUTIVE EDUCATIO 
PROGRAMS TO INDIA 





Two impactful Executive Education programs will be held at the ITC Hotel Kakatiya Sheraton & Towers, Hyderabad, Indi; 


STRATEGIC 
NEGOTIATIONS INDIA: 
" DEALMAKING FOR THE LONG TERM 


January 11-13, 2006 


Strategic Negotiations India provides the opportunity for exec- 
utives and top management to refine their negotiation skills. 
The course is designed to encourage participants to audit their 
intuitive negotiation techniques and to identify alternative 
strategies for achieving negotiation success in the real world. 
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FAMILIES 
IN BUSINESS INDIA: 
FROM GENERATION TO GENERATION 


January 19-21, 2006 


Families in Business India examines the pivotal issues facing 
family-owned companies. The program helps families in busi- 
ness identify their specific challenges and develop workable 
strategies to address these challenges, resolve conflicts, and 
create plans for the family's future. Families in Business India 
is intended for any member of a family that owns a business 
(family employees, family owners or family investors) as well 
as non-family executives or board members. 


FOR COMPLETE INFORMATION Or to register online, visit: http://www.hbs.exed.edu/programs/fibi 


9 OR CALL: +1-617-495-6555, ext. 4179. 






INTERNET BUSINESSES 


Through the roof 


Major Indian portals are planning to cash in on the 
high valuations to raise capital from the market 


Internet companies likely to list in India 


Market 
capitalisation 
on Nasdaq ($) 


Price- 
revenue 
multiple 


Valuation by 
investment 
bankers ($) 


(46 Nov 2005) 


EB 2.0 is showing its 
first traces in India 
and the Indian In- 
ternet companies 
are buckling up for 
“it Over the next year or two, four of them 


are likely to go for IPOs and list in India. 
/ No Internet firm is listed in the country 
at present. This month, Rediff an- 
4... nounced that it will raise $48 million 
_/ (about Rs 220 crore) through ADRs and 
Infinity Capital Ventures has invested 
$37 million (about Rs 170 crore) in Sify. 





s Add this to the four IPOs, and abouta | 


/ thousand crores could be raised by 
Z these four. This would easily be the 
*.. biggest round of capital-raising by Net 


J ` outfits since the dotcom bust. 


Indiatimes are privately held. Market 
sources say Naukri is meeting merchant 
bankers and is looking to go in for a list- 
ing in 2006. Meanwhile, Indiatimes CEO 
Mahendra Swarup confirms that its re- 
4. cent 2.9 per cent stake sale to West- 
^7. Bridge Capital Partners was primarily to 
^. érystallise its valuation for an IPO. 
Theothertwo, Sify and Rediff, are lis- 
ted in the US. In September 2005, how- 
ever, the finance ministry made it man- 


Y, 






> ~~ Indiatimes, Naukri, Rediff and Sify — | 


Two ofthese companies, Naukriand | 








tyam's 6x: Stake: "sale t ps Infnity Capi: ore 5-109, of of its given t dno 
comes from its Intemet portal business; indiatimes valuation based on the WestBridge's 2.996 stake; 
Naukri and Indiatimes turnovers are as per market sources 


Source: Nasdaq & BW research 


datory for Indian companies that have 
already raised capital abroad (through 
FCCBs or GDRs) to list on Indian stock 
exchanges as well. The deadline is with- 
in three years of the issuance of GDRs, 
oron making profit in any financial year 
starting from 2005-06. Going by the per- 
formance of these companies, they may 
have no option but to list soon. While 
Rediff posted a net loss of $1.4 million 
andSify $7 million in 2004-05, both have 
earned cash profits for the last few quar- 
ters and analysts expect them to post 
profits in 2005-06 or the next fiscal. 

However, even without this compul- 
sion, these two may have come out with 
IPOs. So why the IPO spree now? 

First, these four dotcoms are among 
those that survived the bust. Based on 
their record, investors like WestBridge 
Capital Partners and Infinity are willing 
to beton them. The Internet experience 
in the US has been a huge success. The 
top five global Internet companies have 
a collective market cap of about $250 
billion. The network effect of these suc- 
cesses, along with better Internet infra- 
structure will mean that there are future 
opportunities to tap. We're already see- 
ing that in China with companies such 
as Alibaba and Baidu generating huge 
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cash flows. Analysts feel India is 3-5 
years behind China in this, but will soon 
be on investors' radar. Says Rashesh 
Shah, managing director of Edelweiss 
Capital: “The telecom revolution in In- 
dia gives people confidence that the Net 
presents mass market opportunities as 
broadband infrastructure is rolled out." 

Second, each of these four compa- 
nies have reached some mass and will 
end the year with Internet revenues of 
Rs 60 crore- 100 crore. Now, they plan to 
scale up, in some cases internationally. 
Naukriplans to use the capital to start its 
Middle East operations, while Sify wants 
to take its remote management services 
to the countries like US. Says Naukri 
CEO Sanjeev Bikhchandani: "An en- 
abling factor would be the current eq- 
uity boom." A year later, these compa- 
nies might find it difficult to raise the 
money that can be raised by listing now. 

Third, and perhaps the most 
important, these firms are command- 
inghigh valuations on the back of antic- 
ipated earnings. Rediff's Nasdaq market 
cap has doubled to about $410 million 
over the last year on announcements of 
profits in the recent quarters, although 
its turnover last year was a mere $12 mil- 
lion. "Valuations are high as there is a 
scarcity value that these 4-5 Indian In- 
ternet companies present; with barriers 
to entry high now, they are best posi- 
tioned to reap future profits," says Shah. 

Noteverybody, however, agrees with 
these high valuations. Shankar Sharma, 
director, First Global, feels Rediff is 
grossly overpriced and this level is un- 
sustainable. "At a price-earnings multi- 
ple of 35, these companies need exter- 
nal funds to survive and are utilising 
their high market cap to raise even more 
money," he says. Rediff's main competi- 
tor, Indiatimes, for instance, had similar 
revenues, but a much lower valuation of 
about $240 million when WestBridge 
took a stake in it recently. 

Having burnt their fingers in 2000, 
most investment bankers strike a note 
of caution. Says Saurabh Agrawal, se- 
nior vice-president, DSP Merrill Lynch: 
"Internet companies need to be valued 
like any other, on the basis of their cash 
flows. The days of page views are over." 
Bankers like Agrawal feel that the Net 
has not yet been able to deliver what it 
promised in India. B 

ADITYA KHANNA 


Today, millions of Indians are thinking big. 
Here's a bank that helps them think even bigger. 


IDBI is a 40-year-old financial giant that has powered infrastructure sectors like 
Power, Steel, Telecom, Fertilizers and Cement. It's also helped set up the 
NSE, EXIM Bank, SIDBI and NSDL. IDBI Bank is one of the fastest growing 
commercial banks in India with over a million customers across 163 branches 
in 95 cities. These two strategic business units, henceforth to be known as 
IDBI Bank, offer the solidity of a Rs. 80,000 crore asset base. IDBI Bank has 
thought big. Because a big thinking nation needs a big thinking bank. 


Regd, Office: IDB) Tower, WTC Complex, Cuffe Parade, Mumbai 400005. Tel: 565 2189111.F 
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ECURITIES & Exchan 
an of India (Sebi) has done away 
with charges for transferring se- 
wey. curities from one depository 
participant (DP) to another. Through 
N Z thisorder, which would come into effect 
from January 2006, the capital market 
regulator is trying to reduce the cost of 
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trading. To trade in shares in the dema- 
terialised (demat) form, one has to open 
an account with a DP. 

At present, if an investor wants to 
close his demat account or transfer it 
from, say, DP A to DP B, DP A would 
charge him Rs 250 or Rs 25 per scrip (on 
an average) for the transaction. Market 


BUSINESS 


is watching 


keeps you updated on the world of Current Affairs, Business, Economics, Politics, Sports 


in our 'World is Watching' contest and win exciting prizes 


pate SMS 'CNN' to 8558 or log on to w 


participants and investor associations 
say these charges are restrictive. Even a 
Sebi internal group report of January 
2004 had said investors should be al 

lowed to change their demat service 
providers with no charge. 

Earlier, in January 2005, to cut derat 
trading costs, Sebi had scrapped the ac 
count opening, custody and buy-trans 
action charges. The step ended up in in 
creasing costs as DPs increased the fees 
under other heads such as account 
maintenance charges. (See 'What Cost 
Demat?’, BW, 23 May 2005). It would not 
be surprising if DPs find a way around 
the latest diktat too. For starters, of 
course, they could increase charges un 
der other cost heads further. 

“It will remove impediments to 
competition, but the ultimate remedy 
is to standardise the terminology [of 
cost heads] and the charges levied by 
DPs,” says Prithvi Haldea, managing di- 
rector, Prime Database. Till that hap 
pens, investors must keep an eye on 
hidden charges. 


RACHNA MONGA 
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in branding in recent 
years. Everything 
about the Hutch 

communication, from its 
bills and visiting cards to 
television commercial 

and signage is about its clutter- 

free orange logo. It has won 

Hutch the “most creative 

advertiser' award at the Abby's 
for two years in 2003 and 2004. 
Come December the Rs-4120 crore company will be changing 
that to a distinctive pink. All the communication around Hutch, 
including its advertising, will be changed eventually. 

It marks a crucial shift within Hutch — not just of colour, 
but strategy too. The reasons are prosaic enough. Orange is 
ending its licence agreement with Hutchison Essar for the 
Mumbai circle. However, the need to have a common national 
brand — Hutchison was Hutch in the rest of India and Orange 
in Mumbai — has been felt for some time. The end of the 
licence agreement is just the push it needed to migrate to a 
national identity, says Naveen Chopra, vice-president (group 
marketing) Hutchison Essar. It is also designed to connect 
with younger consumers. But, as he puts it, the old Hutch had 
a lot of “equity and warm feeling among consumers". Will the 
new one alienate them? And isn't it too girly? Chopra reckons 
that the redesign went beyond the “gender of the colour". 





ASHISH SAHI 


is it a fruit?” Precisely, why pink? “The brand needed vibrancy, 
it needed to be bright,” says Chopra. 


TATAS’ MARUTI RIDE! The Maruti marketing team must be 
smiling at this one. Tata Indicom’s latest ‘Non-Stop Mobile’ 
campaign with the superstar duo Kajol and Ajay Devgan has a 
small hitch — one can spot a Maruti 800 in the television com- 
mercial. Why not use Tata’s own Indica? Is this a boo-boo, or 
was it done by design? While refusing to comment on whether 
the issue has been taken up at the corporate level, Abdul Khan, 
vice-president (marketing), Tata Teleservices, said: “In Non-Stop 
Mobile, we're talking to the lowest mobile user. The [Maruti] 
800 is a low-end kind of car, while the Tata 
Indica is at a higher level.” Is there 
some friction with McCann Er- 
». ickson, the advertising agency 
a. that made the commercial? 
' “No... every element or prop 
is discussed in pre-produc- 
tion meetings,” explained 
Khan. McCann chief San- 
tosh Desai was not reach- 
able till the time we went 
to press. m 






MARKETING 


Action time 
at Motorola 


Tis an unusual move by telecom standards. After being 
beaten by almost every major handset maker, Motorola 
is now looking to grab a bigger share of India’s booming 
market for mobile phones. In a first deal of its kind, it has 
allied with Bharti Teletech, one of India's leading telephone 
instrument manufacturing companies, to market its hand- 
sets and accessories through the latter's channels. Bharti 
Teletech has a network of 250 distributors and 12,000 retailers 
across the country. These stores currently retail Beetel fixed 
line phones and set top boxes. So far, Motorola's distribution 
partnership with Redington and Iris has confined its reach to 
big cities. The Bharti deal will push up its distribution strength 





The Indian alliances 


COMPANY 







DISTRIBUTION 
Bharti Teletech (12,000 
retailers, 250 distributors), 
Redington, Iris 








HCL Infosystems, 2 
Brightpoint, Nokia Priority > 
dealers (20,000 retailers) > 










Salora, Ingram Micro and 
Sony (51 outlets) 


UTL and 82 Samsung 
brand shops 


Vivek's (52 outlets) 


















Source: Industry 


MOVING 


IStiming couldnt be Earlier this year, Shringar 

better. On9 November | Cinemas had an initial pub- 
2005, Tushar Dhingra, vice- lic offer (IPO). Then Sunil 
president (marketing), PVR Patil, the former head of 
Cinemas, joined the Rs 87- Mukta-Adlabs, a digital the- 
crore Reliance-Adlabs as atre company, joined PVR 
chief operating officer Cinemas as COO. In July this 
(COO) ofits multiplex busi- year, Reliance Land, a part of 








ness. Film retailisatthecen- | theAnil Dhirubhai Ambani 
tre ofthe action in a record Enterprises, bought a con- 
year of media investments . trolling majority in Adlabs 





(See ‘Blockbuster’, BW, 5 
September 2005). As a result, 


for Rs 360 crore. And in De- 
cember this year, PVR Cine- ¢y 


the flow of people moving mas will have its IPO. 

between companies and the OfReliances total invest- 
pace of raising capital has ment in Adlabs, Rs 250 crore 
been frenetic. will be spent on ramping up 
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by three times, from 6,000 outlets to 18,000. 


This comes in the wake of the US-based $31.3-billion § 


(2004) Motorola's new-found confidence and rising revenues, 
thanks to Moto Razr. In India, despite being one of the early 


entrants into the market, Motorola has been on the fringes of ' 
_ the Indian telecom market. Ithasjust2.5 per centofthehand- | 
set market as opposed to Nokias over 75 per cent. Says Allen | 


Burnes, corporate vice-president for high growth markets: 
“Where we are is not where we want to be." 


Now at over 65 million mobile users, India is one of the : 


fastest growing markets for mobile handsets in the world. The 
government has set a target of 200 million subscribers by 
2007. Much ofthis growth has to now come from going deeper 
into the Indian demography. Notice the drop in prices from 
even top-end airtime brands such as Hutch. Its Rs 10 recharge 
and the pure-Hindi ads are meant to woo as many small- 
town, first-time users as possible. This is where Motorola's de- 
cision to ally with Bharti fits in. 

Globally, airtime and handsets are bundled to push usage 
and penetration. But, in India, the ‘revenue’ in revenue shar- 
ing includes the price of the handset. To avoid paying a per- 
centage of this combined price, airtime marketers do not 
bundle. Most handset companies distribute on their own. Yet, 
like in the FMCGs, the opportunity for one brand to ride on 
the others distribution, a la ITC, exists. 

And that is what Motorola is doing, using the power of 
partnership. The Bharti Teletech tie-up brings access to mar- 
kets all across the burgeoning Indian mobile market. The im- 
mediate impact ofthis relationship will be greater visibility for 
Motorola handsets in not just the urban markets, but also in 
rural India. The company expects good demand for its lower- 
end phones like the C 113a. 

By March 2006, the Bharti Teletech network is expected to 
reach 15,000 retailers. That could push Motorola' reach to 
over 20,000 and close to Nokia's. The next battle will be to 
make sure that buyers prefer a Motorola to a Nokia. To do that 
itwill have to dream up more unusual tactics. = 

ANUP JAYARAM 





AROUND 


k screens, digitaltheatresand | film retail experience and 

its film production and dis- zeroed in on Dhingra, 31. 

tribution business. Pooja TheIMT Ghaziabad gradu- 

Shetty, who runs Adlabs’ ate has managed operations 

multiplex business, was of hotel chains such as Taj 

looking for someone with and Maurya before joining 
Warner Brothers in the 
North. After that he spent 
four years with PVR in distri- 





SANJAY SAKARIA 


bution, programming, sales 





and marketing, among other i 
! lost huge amounts of taxpayers’ money running an unprof- 


areas. “Adlabs is in one re- 
gion. Therefore, a national 
roll-out will be the big chal- 
lenge,” reckons Dhingra. It 


sure will be. Wm: 


VANITA KOHLI-KHANDEKAR 
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MEDIA ROOM 


HEMANT MISHRA 


T is a mixture of the good, the bad and the ugly. The new 

downlinking policy smoothens out some of the rough 
edges, but creates new confusion and is downright unfair 
in other areas. In short, it highlights that essential element 
of media policy in India — ad hocism. 

The good news is that companies that downlink in India 
a channel uplinked from abroad, have to be registered in 
India under the Companies Act of 1956. This means they 
pay tax on the income generated in India, not just on the 
commission earned as sales agents as several foreign 
broadcasters do now. This creates a level playing field for 
all broadcasters. 

After this comes the bad news. Intemational news 
channels downlinked into India (CNN, BBC, et a/) cannot 
have news or advertising targeted at Indian viewers. 

It gets worse. Sports channels and sports rights man- 
agement firms with TV rights have to share their feed (sig- 
nals) with Prasar Bharati (PBC) for national and intema- 
tional sporting events of ‘national importance’. The events 
of ‘national importance’ shall be defined by (currently) 
Jaipal Reddy's Ministry of Information & Broadcasting and 
the Ministry of Sports & Youth Affairs and PBC. In cricket, 
these include all matches featuring India and the finals and 
semi-finals of intemational competitions. This feed has to 
be given to PBC for terrestrial and direct-to-home (DTH) 
broadcasting (free-to-air). DD operates the only free-to-air 
DTH service in India, DD Direct --. 

Why cricket and not, say, a seminar on Aids, is of na- 
tional importance is beyond us. The whole argument seems 
facetious for two reasons. One, cable and satellite penetra- 
tion is growing faster than DD's stagnant reach. Out of 108 
million TV homes, about 61 million are covered by cable. 
Two, the inclusion of DTH. Under the DTH guidelines, DD, a 
broadcaster, cannot have more than 20 per cent stake in a 
DTH service. That means DD Direct+ is flouting government 
norms while private broadcasters are being arm-twisted 
into giving away millions of dollars worth of rights. DD has 


itable business for so many years. Some more spent on 


: sports rights should go a long way in helping retain its hold 


over events of national importance and its audience. Bw 
VANITA KOHLI-KHANDEKAR 


a 
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The author is consultant 
editor of The Telegraph. 


Kisan credit 
cards have 
not reached 
new rural 
borrowers; 
but they 
have much 
reduced 
lenders’ risk 
and cut 
down red 
tape. They 
should now 
be turned 
into normal 
credit cards 


y ashok v. desai 


Rural credit in 











little sachets 


NCE, Yashwant Sinha was so 

pained by my criticism of his 

actions that he was constrained 

to protest. On reviewing my 

record, I found that I had really 
bestowed more criticism than praise on him. 
The imbalance cannot be rectified. But I would 
like to acknowledge one of his policy innova- 
tions that has paid handsome dividends. 

Sinha announced in his 1998 budget speech 
that NABARD would work out a scheme for 
kisan credit cards (kccs). The first cards were 
introduced in August that year. We now have 
seven years’ experience of their working, 
reviewed recently by Anil Sharma of NCAER. 

Kccs differ in some ways from the credit 
cards we townsmen are used to. Our cards give 
us interest-free credit till the end of the month, 
after which the card issuers charge us 25-30 per 
cent interest. The interest on kcc credit is 11 per 
cent on the first Rs 10,000, rising to 13.25-15.5 
per cent above Rs 2.5 million. The credit is for 
three years. Holders of kccs do not get monthly 


statements like us. They have a passbook just | 


like for a bank account. The first Rs 10,000 
is unsecured. Then borrowers have to pledge 
their crops; beyond Rs 2.5 million they also 
haveto geta personal guarantee. Lending insti- 
tutions apparently restrict the area of validity 
of kccs; three-quarters of the cards were limited 
to purchases within the village, and another 
eighth to purchases within the block. 

Kccs are issuéd only to those who operate 
farms (though they do not have to own the 
farms). There are 74 million agricultural land- 
holdings; in January 2004, 37 million kccs were 
active — 52 per cent of holdings. And they were 
not chiefly in the hands of big landlords. Large 
landholders were 1.8 per cent of all holders; 
they got 7 per cent of the cards. But marginal 
farmers, who had 55 per cent of holdings, got 41 
per cent of cards. Big fellows were more likely to 
get kccs, but many kccs went to small fellows. 

A loan against crops is vulnerable both to 
crop failure and the death of the borrower. So 





lending institutions insured one or both: 38 per 
cent of the borrowers took life insurance, 31 per 
cent insured their crops, 34 per cent took both, 
and 79 per cent insured one or the other. 

Although kccs give their users three years to 
repay, most of them repaid their loans within a 
year. The share of short-term credit was 68 per 
cent in 1994-98; it went up to three-quarters in 
1998-2002, after the introduction of kccs. Kccs 
gave farmers a new option of borrowing and re- 
paying quickly, and they made use of it. 

Itis not certain that kccs made credit avail- 
able to many who had not borrowed earlier. 
The proportion of landholders who borrowed 
from 'formal' sources (commercial, coopera- 
tive and regional rural banks) hardly rose after 
the introduction of kccs. 

But kccs did increase the volume of credit. 
After they took kccs, their holders' borrowings 
went up 50 per cent; they were borrowing 2.8 
times as much as those who did not have kccs. 

Kccs replaced other sources. The borrow- 
ings from ‘informal’ sources (relatives, friends 
and moneylenders) of those who took kccs 
came down 46 per cent. Those who did not 
have kccs borrowed 50 per cent more from 
informal sources. 

The government has for long faced reluc- 
tance from nationalised banks to lend in vil- 
lages. For decades it has forced them to give 
rural credit by including it in priority credit and, 
hence, in the minimum quota of money to be 
lent to favoured borrowers. This compulsion 
worked poorly; so the government also poured 
money into cooperative banks and regional 
rural banks. Both have been susceptible to 
spectacular corruption and have high levels of 
non-performing assets. 

Kccs have reduced commercial banks' re- 
sistance to rural lending. Of the Rs 870 billion of 
credit outstanding on kccs in January 2004, 30 
per cent came from commercial banks. Kccs la)? 
dle out small doses of credit with minimum red 
tape. If they were converted to ordinary credit 
cards, I bet rural credit would blossom. a 
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HE stress over distressed as- 
sets in India may soon be 
over. Foreign investors can 
now buy bad loans lying in 





' and financial institutions. Such transac- 
;; tions in distressed assets have flour- 
= ished in emerging markets like 
` Malaysia, Taiwan and Korea. And they 
are expected to open up in India too, 
“thanks to government permitting 49 per 
|! cent foreign direct investment (FDI) in 
_ ; asset reconstruction companies (ARCs). 
=> This is possibly the first step towards 
~~ developing a junk bond market in India. 
_ Also known as high yield bonds, 
bankers believe this class of assets holds 
-. great potential in India and will help the 
- banking system clear its bad debts. 

So far, the undercapitalised ARCs in 
the country have been issuing security 
-receipts (SRs) to banks from whom they 
-.: buy bad loans. The SRs are unlisted, and 
.. hence there is no trading. But as and 













receipts will become junk bonds. This is 
expected to be the next step, and will un- 
eil a goldmine of opportunities. Says 
_ Ashwani Puri, executive director, Price- 


the books of Indian banks | 


when listing becomes a reality, security | 





ANTHONY LAWRENCE 












waterhouseCoopers (PwC): “India has 
the third largest NPA (non-performing 
assets) market after Japan and China 
with gross NPA estimates between 
Rs 100,000 crore and 150,000 crore, de- 
pending on whether one includes stres- 
sed loans with non-performing ones. To 
clear the banking system and turn- 
around financing, India would require 
Rs 50,000 crore, a substantial portion of 
which would need to come through 
specialised NPA investors.” But invest- 
ments in NPAs carry far higher risks than 
normal equity investments, he adds. 
Several qualified institutional buy- 
ers are waiting at the doorstep, promi- 
nent among whom are Goldman Sachs, 





I 
| 
| 
i 
| 
| 


Actis, GE, Citicorp, Merrill Lynch, Amrox | 


and Morgan Stanley. 

However, Puri feels that allowing Flls 
to invest 49 per cent in each tranche of 
SR schemes of ARCs is inadequate. This 
still requires matching domestic fund- 
ing availability which is limited. Further, 
the proposed restriction in individual 
FII investment to 10 per cent in each 
tranche of ARCs' security receipt 
schemes makes things more compli- 
cated; foreign investors will need to look 
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The move to permit 
49% FDI in asset 
reconstruction firms 
is the first step 
towards a junk bond 
market in India 


The NPA* 
landscape in Asia 


India 


9 There are $2 trillion of non- 
performing assets (NPA) 
investor opportunities in the 
Asia region alone 


€ $100 billion has been 
directed to Asia for $20-billion 
worth of NPA 


€ $16 billion has been direct- 
ed to Japan 


€ All other Asian countries are 
competing for $4 billion which 
has been raised 


* non-performing assets 





"Usually, these NPA investors are not 
passive investors. With the 10 per cent 
limit, they may be unable to influence 
resolution adequately. With the current 
regulations, one can at best expect to 
mobilise an estimated Rs 5,000 crore- 
8,000 crore in the next two years. This is 
merely 10 per cent ofthe requirement of 
the system,” he says. 

While allowing FDI in ARCs is cer- 
tainly good news, there are grey areas. 
First, ARCs only forma vehicleto resolve 
NPAs. They are not trusts which hold ` 
stressed assets in their books. The regu- *» 
lation has not elaborated on this yet. 
"Until trusts are direct beneficiaries, I 


for multiple "co-minded partners" to | dontseea major change in the system," 
| says Siby Antony, executive trustee, 


invest in the Indian NPA market. 
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~ IDBIs Stressed Asset Stabilisation Fund 
(SASF). This IDBI fund, which holds Rs 
9,000 crore of bad assets, has adopted a 
“do-it-yourself” approach and is not 
willing to go to any ARC for the same. 
| Controlin the resolution process is 
; another grey area. Under the current di- 
rective, the 49 per cent FDI permit en- 
sures that no single investor can have a 
majority stake in the stressed asset. For- 
eign investors with deep pockets are 
- likely to have an issue with this. Says S. 
«. Khasnobis, president and chief operat- 
-ing officer of Asset Reconstruction 
Company of India (Arcil): “We have no- 
ticed that foreign investors who want to 
participate in distressed assets want to 
e early entrants, and want to make de- 
cisions without any hindrance, which is 
the only reason they like control. The so- 


Options to revive assets 
Dispositi 


9 Collateral sale The buyer carries out sale of assets attached like 
mortgages, personal guarantees or housing loans 


9 Single assets sale The pel cherry-picks one assets which, he 
believes, has the best potential from several bad assets 


€ Pooled assets sale The buyer buys a basket of sticky assets 
€ M&A Another asset is acquired or merged to tum around a bad asset 
€ Spin-offs A small division of a company is bought and tumed around 


Held assets 


€ Financial restructuring of troubled companies Typically, the 
bad assets are still in the books of the bank, and another party works on 
the financial restructuring, either on a fee- or profit-sharing basis 


€ Operational turnaround This happens when the management of 
the company concerned is changed or labour issues sorted out to tum 


on is investors coming in a consor- around an asset 
um, holding 10 per cent stake for prac- 
tical purposes, and working according 
to a pre-determined resolution process 
chalked out by consensus. Even then, 
they cannot take a unilateral decision as 
^e the trust laws say there must be 75 per 
cent controlling stake for this." 
However, it is an undisputed fact | 
_. that FDI and, consequently, FII are long- 
|. term investorsand are expected to bring 
.. in cash power and expertise to resolve 
bad assets. "There is a great opportunity 
_. for Indian stressed assets if it is stream- | number of entrants in the ARC playing 
.. lined," says William Da’Silva, executive | field. Already, banks like Kotak are buy- | 
director of Pegasus Asset Reconstruc- | ingbadloans and carrying out recovery. | 


tion. "Foreign investors are specialists in 
their area of expertise. For instance, we 
may see ARCs servicing the retail sector 
in particular. The expertise has to be cat- 
egorised for ARCs to be functional in a 
conducive environment," he explains. 
Cash deals for stressed asset buyouts 
are expected to become the order of the 
day, as opposed to the security receipts. | 
Bankers are also optimistic about the 


As of now, Arcil is the only functional 
ARCinthe country. And it has had prob- 
lems, owing to intra-institutional issues 
between principal sponsors, ICICI, SBI 
and IDBI. Says a senior banker closely 
associated with the functioning of ARCs 
in India: "While ICICI was the major 
beneficiary as it transferred 75 per cent 
of its bad loans on the books of Arcil, SBI 
soon lost faith in Arcil and formed its 
own resolution group. IDBI had SASF... 
ARCs must cater separately to term 
lending and working capital exposures. 
Thestructure of Arcil was faulty in itself." 

Further, while the RBI would have 
liked Arcil to recapitalise from its Rs 100- 
crore capital, the chances were slim till 
the sector was opened up. Arcil, how- 
ever, believes it has done the best it 
could in the given circumstances. Says 
Khasnobis: "There was a mismatch be- 
tween sellers' expectations and buyers' 
expectations of price because stressed 
assets are not a standard product, and 
there was no market for them. With the 
cash empowerment, we have an option 
of offering a security receipt or the cash 
as per the demand of clients." In a com- 
petitive environment, Arcil will prove to 
be a value creator, he asserts. 

Cash power will open up the asset 
reconstruction sector and the security ' > 
that were changing hands among the 
same players. But will it aid the resolu- 
tion of the gross NPA levels in the coun- 
try? The onus clearly is on the banks. Bi 



























The action in Asia 


The Philippines: The non-performing assets (NPA) activity increased dra- 
matically till April this year as banks tried to avail of the benefits of the Spe- 
cial Purpose Vehicles Act which was due to expire. There were seven trans- 
actions offering in excess of $1 billion of NPAs. 

China: Cinda AMC is preparing for two auctions to dispose off its NPAs. 
Deals between AMCs and established foreign buyers are in the pipeline. 
Japan: About $600 billion of NPAs have been disposed off since the late 
1990s. But with an estimated $300 billion remaining, the job is not done yet. 
Taiwan: The NPA clean-up continues with NPA auctions totalling around 
$4.4 billion in 2005, compared to $6.4 billion last year. Under continued 
pressure to meet a5 per cent NPA ratio policy, there were a large number of 
transactions in the second half of 2004: 11 deals out ofa total of 13. 
Thailand: The NPA ratio at its financial institutions has declined from over 
50 per cent during the financial crisis to 11.45 per cent in September 2004. 
~~ Korea: With the conservative attitude of Korean financial institutions and 
... signs of recovery in the economy, the corporate loan NPA market looks to 
_ bearepeat of 2004: some activity but notat the levels seen in previous years. 


NPL Asia Report, April 2005, PwC 
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Pair HP Integrity servers, powered by Intel” Itanium* 2 Processors, and 
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ready with a generic 
version of the drug 

that fights the deadly ` Ù 
bird flu virus. Will”,  2@ 
they take on the ` = 
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HEN you sip your next 


ticularly aromatic Chi- 
nese or South Indian dish, 





flavour comes from a 
spice that is possibly the most sought af- 


ter condiment going today, as it be- | 
comes the centre-piece of a desperate 


global hunt for an anti-influenza drug. 


Star anise, the rust-coloured fruit ofa | 
tree belonging to the magnolia family, is | 


a spice widely used in Asian cooking, es- 
pecially in China. But thanks to the avian 
influenza spreading across the world, 
the spice has been catapulted into a dif- 
ferent league — an item prized by the 


savour it. That special | 


Pernod or tuck into a par- | 
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pharmaceutical industry for its extract, 
shikimic acid. The fruits prices have shot 
up from $40 a kg six months ago to 
around $1,000 now. 

Cipla's chairman and managing di- 
rector Yusuf K. Hamied has managed to 
get “a few tons". But that won't go far, he 
says (aton can treat 770,000 people, or 
300,000, depending on the expert you 
believe). The Taiwanese have clinched a 
dealfor3 tons from a Chinese company, 
while Thailand appears to have laid its 
hands on a smaller quantity. Most of the 
current supplies have been snapped up 
by Roche, say industry sources. 

Why shikimic acid? Because it is the 
starting point for Tamiflu, the anti-in- 
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fluenza drug made by the Basel-based 
multinational E Hoffmann-La Roche, 
and so far regarded as the best defence 
against bird flu. In fact, Tamiflu (generic: 
oseltamivir phosphate) is just one of two 
anti-viral medications in the market, the 
other being GlaxoSmithKline's Relenza 
(generic: zanamavir). Spooked by the 
spread of the virus (H5N1) from South- 
east Asia to Russia, Kazakhstan, Roma- 
nia, Turkey and Kuwait, governments 
have been stocking up on Tamiflu on the 
advice of the World Health Organiza- 
tion. WHO has recommended that 
countries keep enough doses to cover at 
least 10 per cent of their population. 
While the resulting scramble has 
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transformed Tamiflu from an obscure 
drug into a star performer, with this 
year's sales expected to touch Swiss 
Franc 1.2 billion, Roche is in no po- 
sition to meet the demand. Ac- 
cording to sources, it would take Roche 
almost a decade of continuous produc- 
tion to meet the current orders from 
governments. GlaxoSmithKline, too, 
hasbeen overwhelmed by orders for Re- 
lenza — less popular because it has to 
be inhaled — but is not any better 
equipped to meet the demand. 

The urgency is triggered by the fear 
that the highly pathogenic H5N1 could 
mutate into a full-blown human disease 
that is easily transmittable. So far, this 
particular strain of the virus has affected 
only birds. Millions of poultry have died 
of it in China, Thailand, Vietnam, In- 
donesia and Cambodia, resulting in the 
culling of some 140 million more. But 64 
humans, half of those affected world- 
wide, have also died from contact with 
infected fowl. Experts fear it could infect 
millions of people within months. 

Scientists writing in the latest issue 
of Nature have put numbers to this fear: 
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in the case of a pandemic, 30 million 
people would need hospital treatment 
and 7.5 million could die. The World 
Bank has added to the gloom by esti- 
mating that it could cost up to $800 bil- 
lion, or2 per cent ofthe global economy. 

Given this nightmarish scenario, sev- 
eral governments have decided to start 
manufacturing on their own, with or 
without permission from Roche. There 
is a reason for this apart from the supply 
constraints. Tamiflu is prohibitively ex- 
pensive, with an average price of $60 for 
astrip of 10 tablets, the normal course. 

At the forefront of this drive to make 
cheaper generics — most countries are 
hoping to sell it at a tenth of the cost 
China. Government scientists there 
claim to have developed a different raw 
material for making oseltamivir. At the 
same time, Shanghai Pharmaceutical 
Group is reported to be seeking Roche's 
go-ahead to make Tamiflu. 

In Taiwan, too, it is the government 
which is steering the initiative. Taiwan's 
Centers for Disease Control announced 
on 14 November that two companies 
there would begin a trial run to mass- 
produce Tamiflu. 

In fact, Taiwan has 
blown a huge hole in 
Roche's claim that Tam- 
iflu production called 
for a complex, 10-step 
process. The National 
Health Research Insti- 
tutes of Taiwan took 


is 
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Global sales of Tamiflu, in million Swiss Francs 


Current production: enough to treat 50 million people 
Target for 2006: to produce for 150 million people 
Target for 2007: to produce for 300 million people 


The Tamiflu 
Challenge 





just 18 days to produce 
a small quantity of the 
drug using published 
papers and patent fil- 
ings. But whether they 
can scale up production quickly is 
another matter. 

Thailand has been equally quick. 
Its Government Pharmaceutical Or- 
ganisation says it will start producing 
a generic version of Tamiflu by Janu- 
ary-end. Interestingly, the initial re- 
search was started with 5 kg of raw 
materials imported from India. 

In sharp contrast, the Indian gov- 
ernment isn't providing any direc- 
tion. The two front-runners in the 
Tamiflu race, Ranbaxy and Cipla, are 
prepared to market their generic ver- 
sions by early 2006. At the same time, 
Ranbaxy is in talks with Roche fora 
global licensing deal. Ramesh L. 


Source: Roche 
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Adige, director (corporate 
affairs), says Ranbaxy "syn- 
thesised the molecule a 
while back... . We only need 
to scale up”. It used another 
intermediate, quinic acid, 
to make the molecule. 
Cipla, for its part, is go- 
ing ahead with its plans to 
make oseltamivir. Hamied 
intends to make around 
100,000 doses that can be 
used in a national emer- 
gency. He, too, is treading 
warily. Cipla's lawyers have 
written to Roche "suggest- 
ing that we make os- 
eltamivir only in countries 
where they have patents". 
The flu scare has cer- 
tainly shaken up the global pharma in- 
dustry. Roche, which had initially re- 
jected any idea of sharing its patent, is 
now of the view that licensing to reputed 
generic firms may not be a bad idea. 
But several issues are holding back 
Indian generic companies from taking 
the plunge. Unlike the governments in 
China, Taiwan and Thailand, Delhi has 
done little to mobilise its vast set-up un- 
derthe Council for Scientific and Indus- 
trial Research to help the industry. Since 
shikimic acid is unlikely to be available 
easily, government labs could explore 
alternative fermentation routes like the 
one Roche is planning to use to make 
theacid from genetically altered E Coli. 
The other issue is over the Tamiflu 
patent in India. Senior officials in the 
health ministry and the commerce min- 


AMIT VERMA 


istrys department of industrial promo- | 


tion and policy (DIPP) have clouded the 
issue by issuing contradictory state- 
ments. While the former claimed three 
weeks ago that Roche had not applied 
for a patent in India — promptly refuted 
by Roche— and, therefore, generic com- 
panies were free to produce Tamiflu, 
DIPP assured in a meeting last week that 
only one process patent on the drug had 
been filed. Thanks to the lack ofa search- 
able patents database in India, no one 
was left any wiser by these statements. 
Roche is not the innovator of Tami- 
flu, and holds only the manufacturing 
and marketing rights. Gilead Sciences, 
the US-based firm that invented the 
drug, had inked a development and li- 
cence deal (dated 27 September 1996) 
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‘We are looking 
at the global 
market’ 





with the Switzerland-based E Hoff- 
mann-La Roche and the US-based Hoff- 
mann-La Roche Inc. for the drug. Under 
this, Roche has the exclusive right to 
manufacture and sell Tamiflu worldwide 
in return for a 10 per cent royalty. 

In India, Gilead made a ‘mailbox ap- 
plication’ for its oseltamivir product 
patent dated 26 February 1996. In 2001, 
Roche filed two process patents here. All 
the three applications are pending. 

A well-informed legal expert says 
there is no question of India issuing a 
compulsory licence for making Tamiflu 
because there is no patent for it yet. (A 
compulsory licence can only be issued 
three years after a patent is granted.) As 
of now, no Indian company needs per- 
mission either from Roche or Gilead. 
But the catch is that investments sunk in 
making Tamiflu could prove a washout 
in the future. Once the patent is ac- 
cepted, Gilead and Roche can sue a 
company for infringement and ask for 
damages from the date the patent is 
granted. (Roche has only been given 
emergency marketing rights in India.) 

But with 150 companies besieging 
Roche for a licence, it seems unlikely 
that the Swiss MNC will be in a hurry to 
announce licensing rights. Thickening 
the plot is the rift between Roche and 
Gilead. The innovator has, after com- 
plaining for five years about “ongoing 
neglect of the product’, served a notice 
on 23 June 2005 for terminating its 1996 
pact with Roche. It also said it was owed 
$18 million in royalty payments. Gilead 
has made a filing with the Securities and 
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RANBAXY is a front-runner in 
the race to get a licence from 
Roche for making Tamiflu. The 
company has synthesised the 
molecule and is waiting to scale 
up production. Excerpts from an 
interview with Ramesh L. Adige, 
director (corporate affairs). 


BW How far have Ranbaxys talks 
with Roche progressed? 

Bü Ranbaxy had a meeting with 
Roche at their facilities in Nutley, 
New Jersey, on 29 October. We pre- 
sented our capabilities to increase 
production. We now await a feed- 
back from Roche. 

W What kind of agreement are you 
seeking with Roche? 

W Ranbaxy is in dialogue for a non- 
exclusive global voluntary licence 
for producing oseltamivir. 

E What does this mean? 

Bi Such a licence would give Ran- 
baxy the right to use the invention 
claimed in that patent on a non-ex- 
clusive basis anywhere in the world 
where the patent has been granted. 
Roche will retain the right to license 
others if it so wishes. 

E Will the drug be supplied only to 
governments? Is any deal in place? 

l B This will depend on thelawofthe 
land and the terms of the agree- 
ment. The approach could vary in 
different countries since the nature 
of patent coverage around Tamiflu 
is different in different countries. 

W Is Ranbaxy looking primarily at 
South-east Asia? 

Bi It is too early to comment. One 
year ago we didn't know the huge 
potential Tamiflu had. Now we are 
looking at the global requirements 
of Tamiflu. Some governments, too, 
have contacted us. 

E Can Ranbaxy make oseltamivir 
in commercially viable quantities? 

B B Ranbaxy is in a position to pro- 
duce sufficient quantities within 
the second quarter of 2006. In the 
longer term, volumes will be sub- 
ject to the availability of raw mater- 
ial — shikimic acid or quinic acid. 


For the full text of the interview 
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“We will opppose the 
patent for Tamiflu’ 


YUSUF K. Hamied, who busted the patents 
on AIDS drugs in 2001 and forced down 
their prices, has again made the headlines globally. The chairman and 
managing director of Cipla says he is determined to make oseltamivir, 
the generic of Roche's Tamiflu. Excerpts from an interview. 


W You have said that Cipla is going ahead with the generic version of Tamiflu. 
There are other reports saying you are in touch with Roche. Could you clarify? 

l We will produce oseltamivir with whatever shikimic acid I can lay hands on. I 
will keep the drug in my godown — either as a raw material (bulk drugs) or cap- 
sules, orboth — and only use it in an emergency. | am not interested in breaking 
laws. Our lawyers have also written to Roche suggesting that we make it only in 
countries where they already have patents. A meeting may happen shortly. 

W Do you plan to export it? 

B Lam primarily interested in India, not in the West... . 

B Would it help if India issued a compulsory licence under the Patents Act? 

Wi The patent has not yet been granted, so the question of compulsory licence 
does not apply. When the patent application comes up, there will be pre-grant 
opposition. We will oppose the patent — can't tell you on what grounds. There is 
an international patent — European patent 759917 of 6 September 1996. This 
will be challenged. Meanwhile, I can make oseltamivir. 

W How much cheaper would the generic be? 

E What was the price of the raw material a few months ago? $40! Today it is 
$600. Tomorrow it may be $6,000. Let us not discuss pricing at the moment. 

E What can be done for the impending crisis? 

E My suggestion is that if Roche wants to make a humanitarian gesture, let it 
publish its manufacturing process openly. Whoever uses Roche's process 
should pay it4 per cent royalty on net sales. Countries have to put pressure. The 
destiny ofa country cannot rest in the hands of one company. This is the major 
reason why 4-5 months ago Cipla took up the challenge to make oseltamivir. 

Bi How effective is GlaxoSmithKline’s Relenza? 

Bi I sincerely believe zanamavir (the generic for Relenza) is a far superior drug. 
We have started the R&D and also spoken to GlaxoSmithKline. If we can work 
outa deal [with them], we can make the drug in two months instead of six. 











Exchange Commission citing a series of 
problems with Roche, including conta- 
mination with other drugs, forcing the 
recall of Tamiflu in Japan and the US. 
But till the case is decided, Roche is the 
only one who can produce Tamiflu. 
Politics is affecting Relenza, too. The 
drughas been licensed to GlaxoSmithK- 
line by Australian biotech firm Biota 
Holding for a 7 per cent royalty. But the 
agreement was terminated by Biota last 
year and the dispute is in arbitration. 
One comfort is that Ranbaxy has 
been named as one of the four compa- 
nies — Teva, Mylan and Barr are the oth- 
ers — that are likely to be licensed to 


make Tamiflu. The announcement was | 





made by two US senators who have 
been pushing the Swiss MNC to pro- 
duce "substantial amounts" ofthe drug. 

India does not have any stock of 
anti-virals now. The health ministry has 
ordered 100,000 doses of Tamiflu. But it 
can at best hope to get 10-20 per cent of 
the order by the second quarter of 2006. 
And the price is not going to be easy on 
Indian purses. One report said a 10- 
tablet strip would cost around Rs 650. 

In that case, we would probably be 
better off with our Pernods. If we can get 
the stuff, that is. m 





With reports from Samar Srivastava 
and Gauri Kamath 
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“Demand for Steel will grow 
| phenomenally in India’ 





Vishambhar Saran 
Chairman, VISA STEEL 


1) What has been the progress of 
VISA since its inception in the year 
1994? 

We started with one office in kolkata 
and today we are present in seven 
countries with more than one and 
half a dozen offices. We began with 
a small turnover of Rs 5 Crores and 
our initial profit was Rs 75 Lakhs. In 
2004-05 our turnover was over Rs 
1600 Crores and profit approximately 
Rs 60 Crores. In terms of 
employment, we had only 10 
employees to begin with and now 
more than 350 people are under 
direct employment and then there is 
huge labour force at work at our 
various projects sites, working under 
the project contractors. 

2) What are your immediate manu- 
facturing plans in India? 

We are planning to venture into 
production of stainless steel 
immediately. We are setting up 1.5 
million TPA steel and stainless steel 
production plant by 2009-10 in 
Kalinganagar Industrial Complex, 
Orissa. The first phase will comprise 
of 0.5 million TPA of fully integrated 
steel and stainless steel plant, 
including the complete basic 
infrastructure for the entire plant 
which we are planning to complete 
by 2007. And then in every eighteen 
months we will increase our 


n emerging international conglomerate with global 
presence, VISA STEEL has emerged as one of the fastest 
growing company in the minerals and metals business. 


Vishambhar Saran, Chairman, VISA STEEL shares his vision 
to make the company as the leader in minerals and metal 
in his interview with Aritro Ganguly. 


production capacity by 0.5 million 
tons. Our ultimate goal is to ramp 
up production capacity in phases. In 
addition to this we are also going into 
production of separately marketable 
Ferro Chrome, Metallurgical Coke 
and certain other by products. 

3) What was the idea behind chang- 
ing the name of the company to VISA 
STEEL? 

Originally the manufacturing arm 
of the group was coined as VISA 
Industries Limited. We had certain 
plans to go into a joint venture with 
a Government of Orissa company 
called OMC Limited. The procedure 
was taking a long time so we de- 
cided to pursue the projects on our 
own and then decided to focus on 
the steel and stainless steel busi- 
ness. We wanted to send out a clear 
message of our business intentions 
to people and decided to change 
the name to VISA STEEL so that the 
people correctly interpret the pro- 
file and the product of the company. 
4) Whatare the main reasons behind 
such tremendous growth of VISA in 
the last five years? 

The main reason for our growth in 
the last five years is off course be- 
cause of the presence of a highly 
committed team. We have been 
very lucky to have very progres- 
sive and dynamic thinkers and 
team members and we synergize 
creativity with a preconceived plan. 
If you consider our growth from 
our initial position then it is doubt- 
lessly a massive leap forward, but 
while comparing ourselves with 





international majors, we are still a 
small company with miles to go. 

5) Where do you see the steel sce- 
nario heading in the next decade and 
what part do you see VISA playing 
init? 

Personally, I have been closely as- 
sociated with the Iron and Steel in- 
dustry for over 35 years and my ex- 
perience shows a huge potential for 
growth of the industry in India. The 
per capita consumption of steel in 
India is far below of the average of 
even developing countries. The 3 
present state of economic growth in 
India calls for developing infrastruc- 
ture, which would obviously require 
a huge quantity of steel and we can- 
not continue to depend on imported 
steel. So I personally believe that 
the demand for steel in the country 
is going to grow phenomenally. 
China produces 330 million tons and 
still needs to import steel. India is 
not far from that scenario and there 4 
is going to be relocation of steel in- 
dustry globally, where the high cost 
of production in the Western world, 
would mean the relocation of pro- 
duction facilities in developing coun- 
tries like India. 

VISA with its plans in Orissa, 
Jharkhand and Chhattisgarh is de- 
termined to play a big role in this 
steel revolution in India. 

6) What is the vision of the VISA 
group in the future? y 
Our vision is to emerge as a leading 
minerals and metals group, 
partnering with stakeholders to grow 
across an extended value chain. 
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Suhail Nathani is an 
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WTO and international 
tos rade laws. Raghav 
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v. forthe Hong Kong Min- 
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INCE the inclusion of agriculture in | 


the Uruguay Round of Trade Negoti- 
ations, it continues to be the Achilles 
heel for the WTO. The rich countries 
ofthe world continue to provide bil- 


lions of US dollars worth of subsidies and sup- | 
ports to large farmers in their countries. On the | 


other hand, the poor fiscal situation in develop- 
ing and least developed countries makes it al- 
most impossible for them to support their 
small and marginal farmers. Agriculture con- 
tributes less than 10 per cent to the GDP ofthe 
European Union and the US, but provides em- 
ployment to 7 out of 10 people in least devel- 
oped (LDCs) and developing countries. 

The huge surplus of produce in the devel- 


| Oped world logically makes its way to many 


LDCs, leading to dependency on this sub- 
sidised produce and loss of jobs in the coun- 
tries which need jobs the most. Under a convo- 
luted ‘box’ approach, such as the Green, Amber 


| andBlue boxes, most subsidies provided bythe | 


developed world are non-actionable. 

Indias negotiating position on agriculture is 
aligned with that of the G-20. While a stalemate 
in the agriculture negotiations resulted in the 
breakdown of the Cancun Ministerial Confer- 
ence, it gave rise to a powerful block of develop- 
ing countries called the G-20. 

In the run-up to the Hong Kong Ministerial 
Conference, the G-20 members met in Pakistan 
in September to discuss their strategies. Since 
then, the G-20 has introduced innovative nego- 
tiating positions on agricultural issues. Its mar- 


| ket access proposal of 12 October 2005 calls 


for an average minimum tariff reduction of 
54 per cent in developed countries and an aver- 
age maximum tariff cut of 36 per cent in devel- 
oping countries. 


To accomplish this, the G-20 proposes to set i 


up different sets of tiers for developing and de- 
veloped countries, coupled with higher tariff 
cuts for the latter. A differential approach to- 
wards thresholds and tariff reductions is neces- 
sary, says the G-20 proposal, to ensure that de- 





witation romain 


he Achilles heel of 
0 ministerials 


veloping countries do not end up witha dispro- 
portionate burden of commitments. 

By emphasising that ‘special products’ and 
‘special safeguards mechanism’ are integral to 
special and differential treatmentin agriculture 
negotiations, the G-20 proposal has seen to it 
that the interest of G-33 (which have pushed for 
a special safeguards mechanism and a special 
products mechanism) is not jeopardised. It has 
also taken on board the concerns of LDCs by 
exempting them from import tariff reduction 
commitments and demanding that agriculture 
products from LDCs get duty free access into 
developed countries. 

During the second week of October, the US 
proposed an approach to eliminate trade dis- 
torting policies in agriculture. An in-depth 
analysis of this reveals that it allows the shifting ` 


of boxes for US agriculture payments. In fact, as '* 


the 2007 US Farm Bill is expected to shift more 
current payments into the Green Box (where 
there are no limits on spending), the US pro- 
posal may require little or no cuts in overall 
spending. The food aid proposal, a major stick- 
ing point in WTO negotiations, does nothing to 
address the key problems in the US pro- 
gramme: the selling of US food aid, and the 
shipment of food rather than donating money 
to allow countries to purchase food locally. 

The EU has come up with an offer to give up 
its demand for ‘pivots’ that would have pro- 
vided members a measure of flexibility in cut- 
ting tariffs on particular products within each 
band. Interestingly, a memo circulated by the 
EU on 10 October 2005, during the Mini Minis- 
terial Meeting at Zurich, indicated that it ac- 
cepts the G-20's proposed farm tariff caps of 
100 per cent for developed countries and 150 
per cent for developing ones. The growing 
alignment of the EU with the G-20 and its hard- 
ening position on domestic support have P 
become matters of concern for the US. 

Is there political will to make bold sacrifices 
in the agriculture negotiations? That is the criti- 
cal question for which nobody has answers. Bi 
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The rupee is falling and the current account 
deficit is widening. Neither is necessarily a bad 
thing. But the real worry lies in the domestic 
economy. 


AST August, Morgan Stanley investment 
banker Daniel Liam met with a group of port- 


folio managers and analysts in Hong Kong | 


and Singapore. At the time, the Indonesian 

stock market had slumped by 20 per cent and 

thelocal currency, the rupiah, had sunk by 14 

per cent, ostensibly on the back of worries 

"about Indonesia's large oil subsidies. Investors told Liam two 

things: one, that it was a small group of hedge funds who were 

responsible for the turmoil in Indonesia, and two, that having 
tasted blood, the next target on their hit list ‘could be India’. 

But 2005 is not 1997. It took a very short time for the In- 

donesian central bank to stop the run on its currency. In India, 

although the rupee has depreciated by around 5 per cent since 


August, there is no sign of panic. Asian central banks have built | 
up huge war chests of foreign exchange reserves, and they are | 


E dn à far better position today to defend speculative attacks 
- .. against their currencies. The worry, however, may be a more 
‘o fundamental one for India. 


The Backdrop 


Accustomed to a currency that depreciated as a matter of | 


course, the world suddenly woke up to an appreciating rupee 
in 2002 on the back of a current account surplus and strong 
capital inflows. Some were quick to declare that the surplus 
was the result of a fundamental change in India's external 
trade, and that the rupee would strengthen further. 

They were right — for three years, at least. Their argument 
is that IT sector revenues and remittances from Indian work- 
ers overseas are now a permanent and substantial part of In- 
` dias balance of payments. As Abheek Barua, chief economist, 
_. India, ABN AMRO Bank, puts it: “ The qualitative improve- 
| mentin the structure of the balance of payments cannot be 
denied." He points out that even in a deficit year like this one, 
he expects 68 per cent of the trade deficit to be funded by such 
‘invisibles’ — a decade back, this proportion would have been 
as low as 20-30 per cent. 

Accustomed to a ‘normal’ depreciation of around 5 per 
cent against the US dollar, corporates had a hard time adjust- 
ingto the reverse situation. But booming global trade as well 
as higher realisations for commodities more than compen- 
sated exporters for the fall in the value of the rupee. At the 





same time, the continuous rupee appreciation, as well as the | 


low interest rates abroad, led corporates to start borrowing 
fromabroad ina big way. 

Athird resultofthe rupee appreciation (or rather the dollar 
depreciation) was that investors, especially US investors, 
moved away from dollar assets. This led to a movement of 
funds into emerging markets — the foreign investor in Indian 
equities, for instance, added to his gains because ofthe appre- 
ciation ofthe rupee. 

Now, however, the tide seems to have turned. The current 
depreciation of the rupee against the dollar needs to be seen 

-, against the background of a current account deficit which, in 

€ thefirst quarter ofthe current financial year, soared to $6.2 bil- 

lion against a surplus of $3.3 billion for the same period last 

~ year. The first quarter deficit was, indeed, almost equal to the 

wholeofthe current account deficit for 2004-05. Suddenly, the 
rupee has started to look vulnerable. 

























In real terms, the rupee has not 
depreciated as much 
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Current account deficit 
quarter of this year is al 
as for the whole of 200 
Apr-Jun ‘05 2004- 





Net $US Net $US. 
million million 
CURRENT ACCOUNT -6,201 6,531 
Merchandise trade -15,809 ^ -38,130 -i 
Invisibles 9,608 31,699 
CAPITAL ACCOUNT 7,050 32,475 
FDI 1,052 3,037 








Portfolio equity - 
Official flows — . 1,922 
Others 3,154 4,985 


Note: Capital account may not add up due to omission of c 
like rupee debt. Service debt comprises commercial boi 
term ioans and banking capital. 


reserves slows do 
US$ billion 


Apr-Jun ‘05 
VM Account inot o ee 
Capital Account (net) 7.058 
(ato f 


Foreign investment - 
Banking capital 


Of which: NRI deposits - 





1.916 

















External assistance 


External commercial — 
borrowings 


Other items in capital 





1.247 28.6 






E 
Note: Valuation change for April-June 2005 not available. Total for April- É 
June 2004-05 includes errors and omissions which is not shown here; D 


Source: REIS 


BUSINESSWORLD 41 28 NOVEMBER 2005 























The Link To The Dollar 
Closer inspection, however, reveals a 
, rather different story. Although the ru- 
4 pee did indeed appreciate against the 
' dollar, that's only because the dollar had 
been depreciating against all major 
currencies. In fact, in the last five 
years, the US dollar has depre- 
ciated against the euro by as 
kx much as 50 per cent. Poli- 
cymakers and economists 
try to gather the net effect 
ofthe rupee’s movements 
against all these curren- 
cies (after adjusting them 
or the difference in infla- 
n rates between India and 
lat country) into one num- 
takingthe trade-weighted 
tion or depreciation of these 
t the rupee. When one 
number, called the 'real' 
xchange rate (REER), it's no 
at there hasn't actually been 
fa change. 
ilarly, the story of recent rupee 
reciation is actually a story about 
| the dramatic tumaroundin the fortunes 
f the dollar. The dollar had already be- 
0 appreciate against major curren- 
cies by the end of 2004, but till well into 
:this year many saw that as an aberra- 
. tion. "In January, people were looking at 
-US interest rates at not more than 3.25- 
-3.50 per cent,” points out Sundeep 
‘Bhandari, regional head (global mar- 
_ kets South Asia) at Standard Chartered 
Bank. “People were also expecting the 
| Chinese to revalue the yuan by as much 
. as 7-10 per cent." The massive US cur- 
. rent account deficits also led to wide- 
-spread expectations that the dollar 
would depreciate. 
< “But the pace of US interest rate 
:.hikes was much quicker than the mar- 
ket expected. US growth turned out to 
be much faster than expected," says 
“Bhandari. This caused people to be- 
-come much more bullish on the dollar. 
_ The real change though came when the 
: yuan was actually revalued. The 2 per 
cent revaluation (on 21 July) was clearly 
. adisappointment, and since the rupee 
had been bid up in anticipation of a 
yuan revaluation, the scene was set for 
| the fall of the rupee against the dollar. 
-< Amajor reason for the sudden fall in 
| the rupee has also been heavy dollar 
_ buying by oil companies. In the early 
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HE sharp decline of the 

rupee has led to several 

corporates — both large and 
small — facing prospects of large 
losses on foreign exchange 
derivative contracts, say market 
participants. A dealer at a large 
public sector bank puts the 
notional losses suffered by 
companies on such contracts at 





around Rs 1,000 crore, though there | 


is no way of verifying this figure. 
Worryingly, instead of reducing 
their exposure to such derivatives, 
many large companies are now 
entering into many such contracts, 
which 'defer' the losses they would 
otherwise have to book in their 
balance sheet to the next financial 


year. What's worse, accounting rules | 


for such transactions in India are 


non-existent. 
In an earlier story (see “Troubled 
Waters, BW 5 Sept 2005), we had 


months of this financial year, the oil 
companies began to feel the pinch from 
buying oil in the overseas market and 
selling it domestically at highly sub- 
sidised rates. "The oil companies after 
drawing down on their domestic bor- 
rowing line resorted, around the month 
ofJune to using foreign currency buyers 


| pointed out that many companies 
| had entered into such contracts. 


















| These effectively bet that the rupee 
| would appreciate against the dollar 
| asit has done for the last three 


'ears, especially on the back of the 


| revaluation of the yuan on 21 July. 
| Since then, however, the rupee has 
| actually depreciated. 


Many of these contracts, entered 
into by exporters, were ‘leveraged’ 


| bets. Ordinarily, faced with the 

| prospect of getting fewer rupees for 
| each dollar they earned, exporters 

| would have sold in the forward 

| market. In the kind of options 

| contracts entered into before the 

| rupee started depreciating, the 

| exporter bought the right, but not 


| 


the obligation, to sell dollars to a 


| bankat a rate far below that prevail- 
| ingin the spot foreign exchange 
| market (called — 'put' option). 


Ordinarily, he would have had to 





credit to fund oil purchases," points out 
Amit Bansal, head of treasury at Bar- 
clays Bank. These buyers' credits are 
typically short-term dollar loans for 
around three months. When the loans 
began maturing in September, the oil 
companies rushed to the market to buy 
dollars to pay off their loans, just at a 


High interest rates lead to stronger currencies 


% points (Nov '08) 
1.75 


iaheg N NT RS 


Philippines 7.5 
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pay a hefty premium for such an 
option. But rather than do so and 
reflect these costs on the balance 
sheet, the exporter would sell two or 
more call options to the bank in a 
kind of barter deal. 

At the time, this seemingly made 
sense, because with the rupee 
appreciating against the dollar, the 
bank wouldn't find it profitable to 
exercise the option. And given the 
fact that put options were much 
more valuable than call options — 
because of the trend in the 
exchange rate — the exporter 


_ would probably sell two or more 
.. ¢all options to the bank in exchange 


for one put option. 

However, with the rupee 
depreciating so sharply, the call 
options have suddenly become 
extremely valuable. The exporter, 
on the other hand, is suddenly 
faced with the prospect of having to 
sell dollars to the bank at a rate that 
is well below the market. The 


| time when the market turned bearish 


-on the rupee. “There was a whole 


Avus 


bunching up of demand for dollars 
around that time from them," he says. 

In fact, the rupee has not actually 
'depreciated' in any meaningful sense of 
the word since July. While it has depreci- 
ated against the dollar, it has actually 
appreciated against the euro and the 
pound — the currencies of other impor- 
tant trading partners. The REER has 
barely moved since July and still re- 
mains ‘overvalued’ by around 8 per cent. 
Which is why finance minister P. Chi- 
dambaram recently pointed out that 
the rupee was not weak. 


Welcome Depreciation 

However, with 70-80 per cent of India's 
exports billed in US dollars, rupee de- 
preciation is something the RBI and the 

government might actually welcome. 
‘For the past three years in which the ru- 
_ pee has appreciated, the RBI has fought 
-aconstant battle to prevent it from go- 
ing up too much and eroding the com- 


petitiveness of Indian exporters. 





| exporter potentially faces huge 


| losses which will show up in his 


P&L account. 
So exporters are now trying to 
defer such losses by entering into 


| further derivative contracts 


(euphemistically called 'derivative 
restructuring contracts). The 
exporter now has to buy the right to 
buy dollars (a call option) in the 
market at Rs 44.50, so as to be able 
to pay the bank its dollars when it 


| demands them, without any losses. 


Such call options, because they are 
highly fikely to be exercised are 
extremely expensive. 

Again, to avoid paying the hefty 
premium, the exporter has to give 
the bank a whole set of other 
contracts, which are equal in value 


| to thecall option he just bought. 


i 


| The tenor of these contracts 


| 
| 
Í 
| 
i 
| 
| 
i 


extends well into the next financial 
year so that any losses will not have 


to be booked in this year's balance 


| sheet. No accounting standards 


The central bank has done this by 
buying up as many dollars as it could 
fromthe market in exchange for rupees. 
Ithas then tried to mop up the rupees 
from the market by issuing government 
bonds, thus raising government debt, 
already at high levels, even higher. It's 
not impossible to imagine RBI governor 
Y.V. Reddy breathing a sigh of relief, 
when after almost three years of almost 
constant appreciation, the rupee began 
to depreciate again. Some dealers point 
outthatfarfrom opposing the rupee de- 
preciation, the RBI may have also done 
its bit to nudge the rupee down. 

Chetan Ahya, an economist at Mor- 
gan Stanley, points out that typically, 
countries have been able to ‘afford’ an 
appreciation in their currency (in real 
terms) only when their share of world 
exports crosses 1.5-2 per cent. It's only 
then that a country can still remain 
competitive in the global marketplace 
even if its currency appreciates. India, 
with a share of global exports of goods 
and services of less than 1 per cent, 
doesn't qualify. Its manufacturing sec- 
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| exist which require companies to 
: account for notional losses on 
| derivative transactions. 


! the rupee will appreciate, thus 
| cutting the losses faced by the 
| corporate. But if the rupee 

| continues to depreciate, to. 
| to the dollar, the compan 
| again be faced with big losses. 


| also frowned on by the RBL E 
| this week, RBI deputy governor! 
_ Leeladhar expressed concern aver 
| the fact that even for banks, then 
| are no clear accounting guidelines 
| for derivative transactions, But 
| dealers point out that many 

| corporates freely do such deals... 


| “Corporates are now angry at banks 
| and consultants and are telling 
| them: Find a way to get us. out of i 
| this mess you got us into..." 
| Banks are only too happy to do so 
! — for a price, of course. 

































This last set of contracts bet t 





Such ‘loss deferral’ cont 


Says a public sector bank dealer. 











tor, argues Ahya, still needs the prot: 
tion offered by a depreciating currency. 
Corporates have been quick to react ` 
to the change, with importers taking for 
ward cover. They are uncertain, ho 
ever, whether the depreciation in the 
pee will continue, which is perhaps 
the premium for the near fo 
higher than for the far forward 
stance, at the time of writing, th 
mium on the one-month forward 
was at 1.09 per cent while the si 
forward premium was 0.47 per 
porters, on the other hand, h. 
fitted from the return of rupee 
ciation, a fact seen clearly fr 
the second quarter financial re 
sults of the IT services compa- 
nies. But, as the low level of ` 
forward premia show, most - | 
importers are still un- 
hedged, which raises the 
possibility that the deprecia- 
tion has some way to go. 


The Change in The CA Deficit 
Should we welcome the current ac- 



























































W count deficits as well? India began run- 
| ning large current account surpluses 
beginning in 2001-02. This means that 
we were saving more than we were in- 
vesting — and lending those excess sav- 
"ingstotherestofthe world, much ofit to 
| large multinational banks and the cen- 
-tral banks of the West, and especially the 
-US government. A developing country, 
-with a per capita income of $2,892 per 
. year (in purchasing power terms), was 
_ lending billions of dollars every year to a 
country where the average person 
| earned $37,562 per year. 
Running surpluses like this was 
neverthe plan. As economists Ajay Shah 
and Ila Patnaik have pointed outin a pa- 
per last year: since independence India 
has sought the Holy Grail of running 
current deficits ‘sustainably’. Since 1991, 
they point out that our current account 
. deficits have been well below target — 
_ never going above 1.7 per cent of GDP 
- (except for the crisis year of 1991 when 
| Our current account deficit was around 
3.1 per cent of GDP). In contrast, while 
the current account deficit for the last fi- 
| nancial year was just under 1 per cent of 
. GDB that deficit virtually quadrupled in 
| the first quarter of the current year, on 
an annualised basis. 
More importantly, the low current 
, account deficit reflected a deeper prob- 
_ lem: there just wasn't enough domestic 
. investment. In fact, as the RBI Report on 
"Currency and Finance for 2002-03 
"pointed out: “The decline in the [current 
| account deficit]... during the 1990s [re- 
- flects]...the...infrastructural and other 
bottlenecks in the economy that ham- 
per high levels of investment.” 
|. The recent turnaround in the cur- 
rent account then, seems to be as 
_ welcome as it has been dramatic. It has 
_ coincided with a revival in private in- 
; vestment after many years. 


| What's Driving The Import Bill? 


| Much headline space has been given to 
theincrease in oil imports as a factor be- 
- hind the rise in the current account 
deficit. As a proportion of total imports 
"though, petroleum imports between 
April and August rose by just one per- 
-centage point to just over 31 per cent 





| year. Thus, other items of imports have 
| been growing almost as fast. 
Capital goods imports, an important 


| compared with the same period last | 














Top 5 most affected 
companies 

Company Effect of 5% 
depreciation of 
rupee on earnings 
(% change) 

Tata iron & Steel +13% 

intact 

Indian Hotels — — + 

Naleo | 

Hindalco Ind. 41095 — 

HCLTech  —~CS 

Hughes Software = 

Patni +9% 

Satyam 485 


Note: impact of 596 depreciation in rupee 
against dollar on Fiscal 2006 earning. Impact 
has been assessed assuming all other variables 
remain constant. Source: Morgan Stanley 


indicator ofthe strength of industrial in- 
vestment increased again by just one 
percentage point to around 11 per cent 


of total imports. So-called 'other non- | 
POL imports were around 42.5 per cent | 


of the total, just marginally down from 
last year. Just three items in that list — 


electronic goods, gold and silver, and | 


other precious stones — account for 
around 26 per cent of India’s total import 
bill, two-and-a-half times that of capital 
goods imports. Gold and silver imports 
have soared by almost $2 billion 
since 2004. 

That’s a worry. Running a current ac- 
count deficit to use foreign savings to set 


up factories is one thing, using them to | 


buy TVs, DVD players and gold is quite 
another. Ahya points out that much of 
the rise in the current account deficit is 
mainly due to higher domestic con- 
sumption by government and house- 
holds, not investment. “This is definitely 
a problem,” he says. India’s ‘twin’ deficit 
— the sum of the current account and 
fiscal deficit — is the worst in the 
Asian region. 

Nevertheless, a large body of opin- 
ion still believes that financing the 
deficit is not a problem. The long-term 
India story continues to be very attrac- 
tive. For instance, a Citigroup India Eco- 
nomics report in September said that 
the buoyancy in capital flows is ex- 
pected to continue and should more 
than offset the widening current ac- 
count deficit. ABN AMRO's Barua says 
he is optimistic about two aspects of the 
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capital account. “Average foreign direct 
investment inflows are likely to increase 
from this year.We estimate inflows of $5 
billion plus from this year compared to 
the historic average of $3.5-4 billion. 
Long term corporate commercial bor- 
rowings are also set to increase with In- 
dian paper being seen to be more attrac- 
tive in global markets," he adds. "I see no 
slowdown at all in the volume of debt 
being raised by Indian firms abroad 
through external commercial borrow- 
ings or convertible bonds," says Madan 
Menon, co-chief executive officer, Bar- 
clays Capital. 

However, too much reliance on ex- 
ternal debt could be a problem. Inflows 
from debt raised abroad by corporates 
accounted for 20 per cent of the growth 
in foreign exchange reserves in 2004-05. 
But in the first quarter of this year, they 
accounted for almost 70 per cent. 


Until The Dollar Weakens... 


As for the question on where the rupee 
will be against the dollar, that depends 
on whether the dollar will continue to 
appreciate against all the major curren- 
cies. The dollar has gone from strength 
to strength, mainly because the US Fed- 
eral Reserve has been raising interest 
rates. And most analysts expect the US 
central bank to continue to tighten its 
Fed Funds rate to at least 4.75 per cent, 
or another 75 basis points. 

But this isn't the first time the rupee 
has fallen so sharply against the green- 
back these last three years. Between 
April and September last year, the rupee 
fell by as much as 6 per cent before 
bouncing back up. “People hope that 
something like that will happen this 
time around too,” says Bansal, which is 
why we see importers still not covering. 

Much depends, at the margin on 
flows from foreign institutional in- 
vestors and oil prices. Dealers point out 
that one reason funds are flowing back 
to the US is because of the Homeland 
Investment Act, which offers tax breaks 
for US corporates repatriating profits. 
Once the effect of that wears off and 
fund flows resume, the rupee could 
rebound. And of.course, once the US 
Fed stops tightening, that could signal 
the break in the dollar's rapid ascent. 
Points out one currency trader: “It is 
the next trigger the entire market is 
looking at.” B8 
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Econversation 


Gerard Kleisterlee, 59, chairman, 
Royal Philips Electronics, is presiding 
over the fortunes ofthe 114-year-old 
electronics giant during extraordi- 
nary times. Markets areshifting away 
from Europe and the US towards 
Asia. TheAsia-Pacific today accounts 
for 23.4 per cent of Philips sales, up 
from 5.8 per cent in 1996. Meanwhile, 
rapid commoditisation of consumer 
electronics is squeezing margins. 

In 2001, the year Kleisterlee took 
over, Philips' revenues had shrunk to 
32 billion euros from the previous 
year’s 37.8 billion euros. It also incur- 
red net losses of 2.6 billion euro. By 
2002, revenues were 31.8 billion euros 
and losses 3.2 billion euros. In 2003, 
though revenues fell to 29 billion eu- 
ros, profits rose to 695 million euros. 
In 2004, revenues stood at 30.3 billion 
euros and profits at 2.8 billion euro. 
Inan interview, Kleisterlee talks to 
BW's NandiniVaish about coping in 
times like this. Tip: you need to keep 
reinventing the business model. 


B What brings you to India? 

l B We came in 2003 with the board to 
challenge our Indian organisation to 
speed up growth; to capture the full po- 
tential that the Indian economy was of- 
fering. I also brought the board to create 
the right level of attention in the com- 
pany. You can have ambition and a fan- 
tastic crew here, but if you don't get the 
support of R&D, or business creation, or 
marketing, little will happen. 


B Itseems that the Koreans have taken 
the initiative in electronics here. 

W I would like to correct you on that. 
Philips was an early entrant in India and 
we have set up many manufacturing 
operations here, particularly in lighting, 
where we still have a strong presence. 
We've gone up and down with the 
changes in the Indian economy. 

We have restructured the company, 
not only globally, but also in India. With 
40-45 per cent, we have by far the lead- 
ing market share in lighting across all 
categories. There is an opportunity in 
consumer electronics and the team 
here has done an excellent job. In the 
last two years, we have been able to 
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more than double the number of televi- 
sions that we sell in India. That apart, we 
are among the top three semiconductor 
suppliers to India and our strengths lie 


in the platforms we provide for home | 


entertainment, mobile communication 


and audio. We are also increasing local | 


manufacturing with companies like El- 
coteq, Flextronics, Nokia, etc. 

We want to become the leading so- 
lutions provider in ‘healthcare lifestyle 
technology’... In the late 1990s to the 





quisitions that made us a Top Three 
player in the league of our competitors, 
GE and Siemens. We plan to strengthen 
our position in the local healthcare mar- 
kets by moving down in our product of- 
fering and launching a range of econ- 
omy X-ray equipment that will further 


| enlarge our footprint in hospitals. 


E Does that mean, relative to the other 
businesses, there is a deliberate defocus- 
ing of consumer electronics? 


early 2000s, we made a number of ac- | lil There is a focus on consumer elec- 





‘Healthcare 
is a leading 
theme for 





) 





tronics in categories in which we 
can get a global leadership posi- 
tion. For example, we are push- 
ing very hard for categories like 
flat-screen televisions. In the 
third quarter, we were the largest 
brand in LCD (liquid crystal dis- 
play) TVs globally. We are playing 
very hard to be a leading player 
in DVD. In Asia, in South Amer- 
ica, in the US and Europe, we 
have good shares in DVDs. 


i Does the rapid pace of commoditisa- 
tion in consumer electronics bother you? 
Even if you inventa technology, the win- 
dow of opportunity to get a premium on 
- itis getting narrower So, does it make 
` sense to look at, perhaps, less commodi- 
- tised electronic products like healthcare? 
@ You have formulated the essence of 
our strategy. We have done two things. 
One, we have reengineered the consu- 
mer electronics value chain. In the 1990s 
we were fully vertically integrated. To- 
day, it is clear that value in the chain is at 
the two ends: as close to the customer as 
possible, and upstream, in key technol- 
ogy, particularly in intellectual property 
(IP) and, to an extent, in semiconductor 
= platforms. Its not in the middle part of 
the value chain. 
t0 So what did we do? We changed the 
/ « - business model from [that of] an inte- 
grated manufacturer by divesting our 
circuit board assembly to Jabil, and by 
outsourcing all the commodity prod- 
ucts to OEM (original equipment man- 
ufacturer) and ODM (original design 
manufacturer) partners. We created al- 
liances with TCL, which supplies about 
(2005-2006 projections) 4 million TVs to 
us, We created a joint venture (JV) with 
TPV of Taiwan for them to become our 
OEM supplier for monitors and small- 
sized flat TVs. So, now, we move to an 
OEM/ODM modelas soon as we hit the 
commodity phase and focus only on the 
p, initial stage. 
k — Wetookoutabigpartofthe mid- 
| dle by focusing on the marketing, 
| brand management and IP Philips 
then looked at world demo- 
graphics. In the West, there's 
ageing population [and, thus, 
demand for healthcare]. In de- 
| veloping countries, there's a big 
need for basic healthcare. When- 
ever I talk to governments about 










new product development early. 

Second, we have given design 
authority to see that there's uni- 
form signature so that you recog- 
nise a Philips product on sight. 

Third, in 2003, for the first 
time in Philips history, we en- -> 
gaged a chief marketing officerat — 
the corporate level to lead theef- ` 
fort not only of the corporation, 
but also all the business activities. 


| the problems of society, healthcareison ; We changed our communication from 





the agenda, whether it is in the US, 


where people can't pay for it anymore, | 
or India and China, where people dont | 
i technology can do for them, but are 


have access to it. Healthcare is a leading 
theme for Philips and we will grow via 
acquisitions and organically. 


8g What is the most exciting technology 
at Philips right now? 

@ There are different things. Lighting 
was for long seen as a mature and de- 


| clining activity. Yes, you're good at it, but 


who cares? That is going to change with 
LEDs (light-emitting diodes). Out of our 
research, I see a lot of new develop- 
ments where the combination of light- 
ing, electronics and software will create 
anew paradigm in the future of lighting. 

I see many exciting things in health 
care coming out of our R&D. We want to 
create better and faster MRI (magnetic 
resonance imaging), allow personal mo- 
nitoring of patients in an unobtrusive 
way, we have monitoring pilots where 
people are being monitored at home. 


| Technology has become so versatile that 


it can be integrated into clothing: you 
can wear it without people noticing. 

Other interesting developments are 
in our appliance division. We create 
whole new categories by finding new 
models of cooperating between the ap- 
pliance and the FMCG industries. We 
look for new formats to bring coffee and 
beer to the markets. That creates new 
interesting avenues where the innova- 
tion is not so much in the technology, 
but in the business model. 


| 88 Design has been a focus for Philips. 


What are the major changes that you 
have made in the design division and 
how has it changed the company? 

Wi Sometimes design comes in too late. 
Design has insights into peoples behav- 
iour; designers do a lot of socio-cultural 


research. That needs to be fullylinked to | 
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‘Lets make things better’ to'Senseand 
simplicity’ because the feel of the re- 
search showed that people like what ` 


sometimes a bit scared of the complex: 
ity with which it comes. The other side 
of complexity is simplicity. With this 
theme, there was a focus on design-l 
innovation. The total package changes 
the market profile ofthe company. 


@ Isan increasing portion of your rev- 
enues coming from Asia? 

B Yes. That is the faster growing part. f 
you look at the split of Philips revenues 
in 2004, around 45 per cent came from. 
Europe, 30 per cent from the US around 
20 per cent from Asia. Europe is a low 
growth economy and Philips’ market... 
share is established. In the US, Philipsis 
growing at 5-6 per cent. In Asia, the 
growth is in the order of 16-17 percent. ^. 





Bl Organisationaily, how do you deal E 
with this? Does the head office need tobe 
closer to the more active market? Ñ 
@ Absolutely. The first Asia growth plan 
thatlknowofwasformulatedin 1996by 
anewpresident for the Asia-Pacific who 
wasamemberoftheboard.Hethenbe- 
came the president of the company ==: 
my predecessor. In 1998, came thecrisis, « 
and Asia was out of fashion. The US was: 
the fashion. You needed to be in the US. 
After the tech bubble, things got back to 
normal, Í said: ‘Guys, it's Asia.’ But it was 
also clear that if you wanted to focus on 
Asia, you needed to do things differently. 

First of all, you needed to get people ~ 
out of their offices in the US and in Bu- 
rope. So we decided to organise field: 
trips for the board to India and China In ` 
August-September 2003, wecametoln- 
dia. We went to Bangalore, Mumbaiand ` 
Delhi. ... We talked to business leaders, 
people who run software companies; 
people who did BPO processes... those 
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who were in totally different industries. 

In November that year, we took the 
board to China and did the same thing 
there. We even went into homes to see 
how people use products. We formu- 
lated ambitious growth plans for China 
and India. I myself visit Asia at least 4-5 
times a year. 

We have, for example, the business 
centre for our total home entertainment 
activities (set-top boxes, DVDs, etc.) in 
Singapore. Standard television is in 
Shanghai, and so is 


semiconductors. in that fashion. 
; í 
The business cen- We had the 4 
tre for our optical lB Philips has been 
storage data activi- product, but at theforefront of 
ties is in Shanghai :11: introducing new 
too. Philipshasin- the brilliance — produers Burin 
vested approxi- of Steve Jobs consumer electron- 
mately 2.5 billion ics in India, you 
euros in China till was to con- have not been able 
now.) ° to maintain your 
nect the iP od leadership position 
P . . ) 
De. o0 0 eT i nat we 
kets the biggest have maintained a | 
challenge for mul- fairly strong leader- 
tinational com- ship in all audio cat- 
panies? egories and we have 
W It is a challenge been able to mi- 
in the sense that it is grate that leader- 
abalancingact. The ship, for example, 
sophisticated, into a leading posi- 


high-end markets 
are still predomi- 
nantly the US and 
western Europe. 
They are also there 
in Asia. Just 5-6 
weeks ago, when I 
was in China, we 
launched the first 
64-slide CT scanner 
in Beijing. The chal- 
lenge for a company like us is that more 
than half of the revenues of Philips [in 
China] is in medical systems. And glob- 
ally, it's over 20 per cent. In India, the 
consumer electronics market [is the 
largest], then is the lighting market. 


B In consumer electronics, what are the 
lessons that Philips may have learned 
from the Koreans? 

B I don't think that we have learned 
lessons from the Koreans. I think Philips 
tried to learn from the computer indus- 
try. It was clear that as consumer elec- 











tronics move from analogue to digital, 
therules ofthe PC industry would apply. 
And what are the rules? You specify your 
product, you manage your brand, and 
you manage your channel — whether 
its an online channel like Dell's, or a re- 
tail channel. You're good at supply-chain 
management and you go to Asia and 

work with OEM/ODM manufacturers. 
We spoke to Michael Dell and his 
people. We looked at the essence of their 
success and reengineered our con- 
sumer electronics 


tion in DVD players. 
Where we failed to 
make a transition at 
the right moment 
was in colour TVs. 


E But the audio 
market itself isn't 
too large, and it is 
moving towards 
portable music 
players where Philips does not havea 
strong presence, especially after your 
venture with Nike was called off. 

W Absolutely. The Nike tie-up was an in- 
teresting marketing experiment from 
which we learned alot. Butit was not the 
mainstream of our presence in MP3 
players. (Philips had tied-up with Nike 


to develop portable sport audio prod- | 
ucts. The tie-up was called offearlier this | 


year.) We do have a full range of MP3 
players and, in Europe, we are the sec- 
ond-largest MP3 player brand. But I 
agree with you, that is a smaller part of 
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the consumer electronics category. 


B Apple has the iPod and Sony has the 
Walkman. What is the global consumer's 
favourite Philips product? 

B The global consumer's favourite pro- 
duct today in consumer electronics 
probably is the Ambilight television. It is 
a product that is totally different from 
what you see in the flat screen television 
market. It has been very well received 
by consumers. 


E Would you have liked it if you had in- 
vented the iPod? 
lB Ofcourse. Who would not? 


W Did you do any research on it? 
W It was not a matter of research. Cre- 
ative had the product before Apple had 
it. We, too, had the product at the same 
time, but the brilliance of Steve Jobs was 
to connect the iPod with iTunes. 


E What is the next big wave in con- 
sumer electronics and what role will 
Philips play in it? 
W The role that Philips will play is very 
clear. We want to win in flat TVs, and 
that's what we've focused on. We want to 
be a large global player in what goes 
with the flat TV. You could say home en- 
tertainment network. We have intro- 
duced the concept of a connected 
planet as what we have around the TV 
will be connected wirelessly. That is 
something that has to happen. 

The other is an accessory company 
(Gemini Industries) we bought one- 


| and-a-half-years ago. That's an interest- 


ing category that we would like to drive 
hard. We are increasingly successful in 


| set-top boxes, particularly since it mer- 


ged with satellite, cable and Internet 
protocol TV. We tied up recently with 
large telecom providers like British Tele- 
com for triple play set-top boxes. 


E What do you think Philips will look 
like in the next 10 years? 

E The consumer will increasingly see 
Philips as a lifestyle electronics com- 
pany. And I say lifestyle electronics in 
contrast to consumer electronics as that 
is too narrowly defined. Lifestyle also in- 
cludes electronics to manage your 
health and your wellness. Health and 
wellness is a category that we will bring 
to consumer markets. = 
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Would 
you 
believe 
that 50 
per cent 
of all ads 
telecast 
drew zero 
ratings? 














Of niche channels 


HERE are over 300 television chan- 
nels clogging the airspace nowa- 
days. Of these, between 60 to 90 
descend on to our TV sets. Some of 
them deliver fare for undifferenti- 
ated target groups — usually referred to as 
‘mass channels’ like Doordarshan 1, Star Plus, 
Zee and SET in Hindi, and Sun and ETV among 


the regional languages. These channels pickup | 


the giant share of viewing — close to 70 per 
cent. The rest is split across a myriad of special 
interest offerings, ranging from music and 
movies to adventure, sport, fashion, news, and 
spiritual, educational and children’s pro- 
grammes. News and movies enjoy more view- 
ership than the others but here too, there 
are differences in appeal across socio-eco- 
nomic groups. 

A few years ago, the mass channels gar- 
nered more than 95 per cent share of audi- 
ences. As Indian viewers mature, channels 
have carved out attractive niches for them- 
selves. Advertisers looking for superior target- 
ing and minimum waste are drawn to these 
channels. Justifying their inclusion in a media 
plan remains a qualitative hunch, since the rat- 
ings that we use now cannot be used as sam- 
ples for any meaningful analysis. 

Developing a model to assess the effective- 
ness of niche channels is badly needed for the 
marketing community. They cannot continue 
to be measured by the same yardstick as mass 
TV channels and, indeed, need to be looked at 
as differently as magazines are from newspa- 
pers. Many niche channels still use TAM data to 
estimate their reach or profile their audiences. 
They are doing themselves a huge injustice. 

Take a look at some analysis that Intellect, 
Lintas Medias research and technologies unit, 
drew out of the September TAM data. Would 
you believe that 50 per cent of all ads telecast 
drew zero ratings? This, thankfully, was a little 
lower on the weekends at 43 per cent. In other 
words, nearly half of all the spots telecast were 
watched by nobody, according to the TAM 





& TAM ratings 


sample. These do not include the channels’ 
own promotions, just advertiser-booked spots. 
According to TAM estimates, this added up to 
13 per cent of all the money spent. It could well 
be much more since advertisers buy packages 
of air time, where costs are averaged across var- 
ious kinds of spots. 

Even for the mass channels, as much as 20- 
30 per cent of spots have no viewership during 
weekdays. While that could be a matter of con- 
cern for advertisers and agencies, and indicates 
that better scheduling negotiations ought to be 
done with the channels — that's not the point 
of this column. What is of concern is that TAM 
data suggests that 79 per cent of all the spots 
aired on English entertainment channels are 
watched by nobody, and account for 67 per 
cent of the money spent on these channels. 
Does this mean that only desperate advertisers 
advertise with Desperate Housewives? 

What about the news channels? Fifty-eight 
per cent of spots aired on these channels have 
no viewers and account for 27 per cent of the 
money unwisely spent on them. Or so the cur- 
rent TAM ratings would have you believe. 

TAM cannot and must not be used by these 
special interest channels to sell themselves, 
price themselves or compare themselves with 
each other and against other genres. At weekly- 
reach levels of less than 1 per cent, the number 
of targeted individuals included in the TAM 
sample by these channels would be in the re- 
gion of 50 or less — too little to make too much 
sense. Yet, viewer identification and involve- 
ment levels with these channels are much 
higher, as proved by individual studies. 

As an industry, we need to put our heads to- 
gether and come up with a fairer measure of 
how these niche channels are performing, and 
what makes them tick with their audiences. 
They already command 30 per cent share of all 
viewing, a figure that is rapidly on the rise. Time 
is of the essence. Unless, of course, no one feels 
guilty about spending hundreds of crores of 
rupees on spots that ‘nobody’ watches. n 


BUSINESSWORLD 52 28 NOVEMBER 2005 


Canon 


Delighting You Alway 


(D 
—- 
2 
O 
= 


ss o 
4 2 2244244 
A 4 2 2422444244 
REN DADA Me 
pp ” 
2 4 224444 
2 4 2224444 


» 
» 
P 
» 
» 
» 
» 
» 
» 


wvevvvUPTPTT 


When it's colour, it's easy and better. 


With the Canon imageRUNNER C3170i, you can now 
add colours to your office communication and reach 
your goals in a faster, better and affordable way. 
Research proves it that colour not only captures 
attention and improves communication but also enhances 
productivity. Which is why, Canon imageRUNNER 
brings to you the benefits of colour printing as part of 
an integrated data management solution. Thereby 
helping you acquire, retrieve, and distribute data in 
colour with speed, simplicity and security. Call us for 





a demo and discover how the Canon imageRUNNER 
iR C3170i C3170i can work wonders for your business. 


Also available - Model No. iR C2570i & heavy duty work group solution imageRUNNER Model No. iR C3220N 
South & South East Asia Regional Headquarters: Canon Singapore Pte. Ltd, 1 Harbour Front Avenue, 404-01 Keppel Bay Tower, Singapore 098632. www.canon-asia. 
CORPORATE OFFICE : Canon India Pvt. Ltd., Second Floor, Tower A & B, Cyber Greens, DLF Phase-lll, Gurgaon 122 002. 
Call Canon at 1600 345 3366 / 39010101 or visit us at www.canon.co.in 
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conversation 


US President George W. Bush's 
current visit to China is raising the 
inevitable question of how relations 
between the world's superpower and 
the nation many consider its likely 
successor will pan out. 

, a close associate 
and adviser to Chinese President Hu 
Jintao, argues that China's rise will 
be completely peaceful. Zheng was 
vice-director of the Central Party 
School — where much of the 
Communist Party’s ideas are shaped 
— when Hu was director just before 
he became president. His closeness to 
Hu ensures this message is getting a 
sympathetic hearing. 

Over the last year Zheng, who is 
head of the China Reform Forum, a 
government-affiliated think-tank, 
has been taking his message to world 
capitals. Now, the term "China's 
peaceful rise” is increasingly showing 
up in speeches by leaders such as 
former US president George H. Bush 
and US Deputy Secretary of State 
Robert Zoellick. 

Last week, Zheng spoke with BW's 


Jehangir S. Pocha on how China is 
working to ensure this peaceful rise, 
and much more. 


Whatspecifically is China doing to en- 
sure its rise will be peaceful? 
E We are pursuing three strategies 
aimed at overcoming three challenges. 
The challenges are: getting access to re- 
sources and energy, managing and 
maintaining our environment and ecol- 
ogy, and ensuring harmonious develop- 
ment in society as the economy grows. 

The strategies we are adopting to 
deal with these are: first, a transition 
from the old industrial ways and to 
build new sunrise businesses. That is 
why scientific development is key to us. 
Also, we want to continue opening up, 
connect with the global economy, de- 
velop international cooperation, and 
realise win-win situations. 

Lastly, we want to surpass the unrea- 
sonable, old-fashioned model of society 
to construct a more cultured, harmo- 
nious society. AII this will take 30 to 50 
years and our population will be 1.5 
billion by then. So we just don't have the 
time or the interest to develop hege- 
monic tendencies — not now, not in 
the future. 
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If this happens, it will be the first time 

in history that such a big nation has 
risen peacefully. 
l B To develop China, we realise we have 
to be a part of the global system, not 
subvert it with violence as Germany or 
Japan did. If we have some differences, 
we will use the way of reform and dis- 
cussion. That way, we can develop 
socialism with Chinese characteristics 
independently, but without creating 
trouble for other countries. 


Yet China, as Donald Rumsfeld likes to 
point out, is spending up to $70 billion 
on its military every year. 

Wi Well, we are a big country with 1.3 bil- 
lion people and a long border. Our de- 
sire to upgrade our basic defence abili- 
ties is very natural, particularly, when 
globally military technology is changing 
so rapidly. With other countries spend- 
ing so much more than us on defence, 
shouldn't we improve ourselves too? 
Should we just give up our own defence? 


Which countries in this region are de- 
veloping their military to a higher level? 
Æ Basically, I think global military tech- 
nology and equipment has been under- 
going a revolutionary change. This isn't 
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- driven by China, but America. America’s | 
level of sophistication is so high that 
; China can't compete with that. Under 
. such a situation, as I just mentioned, 
our goal is only to obtain the basic de- 
_ fences needed to protect our country. 


Bl But it is now a matter of public record 
` that China has proliferated nuclear tech- 
nology to Pakistan and North Korea as 
... recently as 1996, and the CIA says it still 
coL cannot confirm this has stopped. So per- 
` haps your idea of a ‘peaceful rise’ has not 
_ been totally accepted by the government. 
|. W My view is the same as 
_ the national strategy. I 
_ won't comment on events 
that have happened in the 
past. The crucial issue now 
_ is to ensure that North Ko- 
| Teadoes not go nuclear. On 
_ this, our goal is very clear 
and the international com- 
munity has recognised our 
_ hard work towards it. 











_ BB Perhaps China does face 
| some excessive criticism 
| over its military moderni- 
_ sation and rising national- 
__ ism. After all, India just overtook China 
_ to become the world's largest arms im- 
-` porter. Japan, too, has rising national- | 
ism. Why is this so? 
5M This is where we say there is a double 
_ Standard. I think this double standard | 
.. comes from Cold War thinking, but it 
|... did not begin in China. In fact, we are | 
... victims of this thinking. Obviously, that's 
_ Mot good for a healthy international co- 
- operation, development and under- 
... standing. We would like to communi- 
'. cate and be better understood — that is | 
part of our idea ofa peaceful rise. 


- 8 Do you think people worry more 
.. about China because it lacks trans- 
:. parency and is not democratic? 

B If you pay attention to the changes 
~ during these last 25 years, you will see 

the democratic lifestyle is progressively | 
> expanding. We have more private news- 

papers today than party papers. We | 
. have hundreds of millions of people | 
~- with access to the Internet. Freedom of | 
_ free speech is improving. People can get 
. involvedin national events. At some lev- 
_ els of the government, people are 
- chosen through popular mandate. The | 





judiciary is improving. All these are 


positive changes. 


Bi There may be significant improve- 


ments compared with the 1980s. Butover 


the last 2-3 years, there has been a roll- 
back in personal and political freedoms. 
W Overall, I think we will keep moving 
forward for sure. During these years, 
people have become richer, are more 
conscious and more involved. The long- 
term goal of our political reform is de- 
mocratic politics. This and peaceful de- 
velopment are the two big concepts we 


The Future According To 
Jheng Bijian 


China will need to 
support a population 


of 1.5 billion by 2040 , 


China will never try to 
expand as a hegemon 


China's peaceful rise 
necessitates a "cultural revival" 





will pursue in the next 25 years. 


El Do you think America will be mature | 


enough to accept Chinas rise and ac- 
commodate it on the world stage? 


W This is an issue that all should be con- | 


cerned about. First, for China to become 


more mature, we need to use our three i 


strategies to overcome our three chal- 
lenges. But we also need to be prepared 
tofacethe disputes and conflicts that are 
likely to arise as we do that. Both China 
and the US need to be calm about how 


to deal with this. For example, peopleto- | 


day talk about China cooperating in the 


field of energy with ‘bad countries’ like | 


Iran, Sudan and Venezuela. Not long 


| ago, we wanted to cooperate with Amer- 


ica (a Chinese company, China National 
Offshore Oil Company wanted to buy 
the US oil giant Unocal), but the US re- 
jected us. So where are we supposed to 
go? Working through all these issues will 
require patience. 


E But theres no doubt that China is try- 
ing to intrude into areas of political in- 
fluence that America considers is its own 


domain. For instance, at the East Asia | 
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| Summit where the architecture for a pos- 
| sible Asian Union isbeingformed, Amer- 
| ica has not been invited. 
| @ China is mainly interested in mind- 
| ingitsown business. We are not thinking 
of taking a leading role in East Asia, 
| Northeast Asia, Southeast Asia, or the 
Asian Union. We don't have the ability to 
do that. In Asia, we respect the leader- 
ship of Asean, and we also think Amer- 
ica playsan important role in the region. 





Bl China is also acquiring ‘soft power’ — 
the power to influence world thought 
with its culture. 

Wd like to emphasise 
that part of the goal of the 
peaceful rise of China is to 
realise a bloom and revival 
of civilisation — to com- 
bine the best Chinese tra- 
dition with new thought 
and technology from 
around the world. 


@ Even if China commits 
itself to a peaceful rise, 
what could go wrong? 

@ During these last 25 
years, every year some- 
thing has gone wrong; sometimes it's 
been quite serious. But we have come 
through. We have never allowed our ba- 
sic direction to change. What's more, we 
| continued to develop rapidly. This June, I 
met with many important officials like 
Rice, Zoellick, Hilary Clinton and others 
| in the US. They all showed their under- 

standing of China's peaceful rise. 


Bi Yet when people ask for new rights 
| and new approaches, such as creating 
| independent trade unions (which are 
| banned in China), their views are not 
| welcome. With all this talk of new 
| thought, can there be independent 
| unions in China under Hu? 
| B Wealways try to understand, reflect 
| oF represent everyone's views. We still 
have many problems in our develop- 
i ment process. We should resolve them 
in a gradual way. A gradual approach is 
always more successful and good for 
everyone. All the other ways will not be 
| good to our people, in the end. B y 
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Through 
wikis, 
anyone 
on the 
Net can 
make a 
difference 
to content 
— and 
that's 
going to 
change a 
lot of 
things 








Collaboration: 





T'S Hawaiian for "quick and informal", 
and Web fora group of pages that let you 
add and edit content. A wiki is both the 
result and the process — the software 
engine and the database. The best wiki 
around is probably the Wikipedia, the free on- 
line encyclopedia that is the ever-growing re- 
sult of a collaborative effort by hundreds of 
people who volunteer to add definitions and 
descriptions. The Wikipedia has become so 
powerful that it gives standard encyclopedias a 
run for their money. Internet users know it, 
trust it, and rely on it more and more for quick, 
free references and checks on anything. Yes, ac- 
curacy can be questionable, but that doesn't 
seem to worry its users who are more than will- 
ing to let it evolve and improve over time. They 
find it convenient and always there — often 
with information you can't find elsewhere. 
Atthe heart of the Wikipedia is another one 
of those ‘disruptive’ technologies. If peer-to- 
peer software turned the music industry on its 
head, blogs and podcasts forced the media 
enter the Net age, and Skype worked its away 
into the revenue of phone companies, the wiki 
concept is another step in the evolution of the 
Internet as a catalyst for participation. Anyone 
on the Net can make a difference to something 
— and that's going to change a lot of things. 
Wikis will probably worry software makers. 
Specifically makers of expensive and fancy 
knowledge or content management applica- 
tions. This breed of collaborative software is 
dead easy to use — and now, not too difficult to 
set up either. The next logical question is: how 
can they be put to use at work? They can make 
up an entire knowledge base. Documentation 
and technical information, manuals, proces- 
ses, etc., could easily lend themselves to being 
'wiki'd" In fact, wikis are getting to be more 
prevalent in companies than in public do- 
mains on the Internet. They are also beginning 
to replace Intranets altogether. 
A company called SocialText first took this 
open content format into the commercial 


wikis at work 


space. Wikis can also be inside a company, not 
on the Internet for everyone to access. It can be 
used to increase and enhance work flow, re- 
duce training time, get team participation and 
increase motivation and ownership of projects. 
Wikis can also throw up wonderful new ideas 
and set off completely new ways of working to- 
gether. Over 200 global organisations appar- 
ently use Socialtext to accelerate project cycles 
and help groups communicate more effec- 
tively than with email, which, incidentally, it 
can cut down drastically. Head to SocialTexts’ 
website, www.socialtext.com, and look at the 
type of wiki solutions enterprises can adopt. 

Try your own wiki at JotSpot (jotspot.com). 
You don't need to know any html and you don't 
even need to understand a wiki's background. 
Set up a free account at JotSpot and create a 
wiki for one of your projects to see just how easy 
it is to set up an entire collaboration system — 
literally in minutes. Any user with a login can 
make one-button edits to content. Or explore it 
and consult it when needed. You don't need to 
go hunting for your system administrator to fig- 
ure out how to access or create content online. 
You can act on the wiki immediately and not 
wait for someone more tech savvy to help. You 
can put in links or link to the wiki from else- 
where. The interface is simple, much like the fa- 
miliar Microsoft Word. All you need to do is 
click ‘Edit’. You can also send email from any 
page in the wiki, which means it integrates 
seamlessly with ongoing communication. You 
can even attach files to the wiki's pages. 

Wikis can, of course, have their drawbacks. 
They can get completely unruly and unwieldy. 
They can have a lot of noise and poorly-created 
content, or they can be a total waste of time 
if the relevant people aren't able to use them. 
Just this year, the LA Times had a short-lived 
wiki based on an editorial carried in the paper. 
It made news because it had to be closed up 
after being defaced by cyber vandals. Analysts 
say that it's important to build up a wiki slowly, 
in the context ofa community. a 
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AILED by civic rights activists, 


controversy, the National 
Act finally came into force in 
India on October 12 this year. 
With it, the world’s biggest democracy 
finally granted its citizens the right to 
demand information on all public 
works from the government. 

The Act has far-reaching implica- 
tions, for it empowers the common man 
to question powerful departments like 
the police and municipal corporations, 


as well as other offices of the Central and | 


state governments, the panchayati raj 
institutions and all bodies funded even 
partially by the government. 

In theory, the NRTI Act has empow- 
ered common people like no other 
piece of legislation has so far. Some 
Right to Information activists go to the 


extent of saying that the Act has effec- | 


tively raised the status of ordinary citi- 

. zensto that of MLAs. The information 
that could earlier be demanded only 

z during question hour of the Assembly 
can now be demanded by anyone — 
.. and without the accompanying drama. 
Since the NRTI Act was passed, it has 
spawned several firsts. One example: 
serving officers of the UP government 





dogged by confusion and | 


Right to Information (NRTD | 


i 
i 


i 








have sought details about the promo- 
tion of officers from other state services 
to IAS cadre and postings of PCS officers 
for the first time in the history of inde- 
pendent India. If the state government 
answers honestly, it will shed light on 
thealleged anomalies in the out-of-turn 
promotions of officers. Satark Nagarik 
Sangathan (SNS), a citizen awareness 
group in Delhi, has invoked the Act to 
seek information from DDA, Central | 
Ground Water Authority and the Central 
Forests Authority about the illegal con- 
struction of a five-star hotel and a pro- 
posed shopping mall in the ridge area 
adjoining Vasant Vihar. 

"The National Act is so comprehen- 
sive that I'd say it's one of the best such 
Acts in the world,” says Nikhil Dey of Ra- 
jasthan-based Mazdoor Kisan Shakti 
Sangathan (MKSS), an organisation that 
has spearheaded the RTI movement in 
the country. Shekhar Singh, convener of 
National Campaign for Peoples Right to 
Information (NCPRD, which has long 
worked towards greater transparency in 
government functioning and citizens' 
right to information, goes a step further: 
"We believe the RTI Act will impact all 
areas in every state in the country!" 

Comprehensive it may be. But in the | 
months to come, the proof of the pud- ! 








me reforming 
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ding will lie, as.always, in the eating. 
"The sky is the limit for what can be 
taken up under the NRTI, provided 
there are determined information seek- 
ers," says Prakash Kardaley, a Pune- 
based RTI activist and a member of the 
NCPRI. So far, the data trickling in from 
across the country shows that citizens 
haven' exactly flocked to use the NRTI 
Act in the one month since it has come 
into effect. In Andhra Pradesh, depart- 
ments ofthe state government have not 


The National 
Right to 
Information Act 
can be a potent 
weapon to bring 
about change, 
only if enough 
people learn 


to use it. 
| By Geetanjali Krishna 
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received a single query in this period. 
The report from Chandigarh is depress- 
ingly similar. In Delhi, most of the RTI 
applications filed after 12 October have 
been personal — checks on the status of 
applications for licences, passports, etc. 

Even government departments 
have been lax in posting information on 
how the NRTI Act can be used — the Ut- 
tar Pradesh government has been one of 
the worst offenders in this regard. In 
Andhra, departments including endow- 
ments, school education, and civil sup- 
plies have not even maintained their 
records. PSUs like BSNL have been dilly- 
dallying about appointing public infor- 
mation officers (PIO). 

In the first month of the Act being in 
operation, several glaring lacunae have 


emerged. In many states, the post of | 


chief information commissioner (CICs) 
have been filled up by retired bureau- 
crats,even though the NRTI Act says the 
posts could be given to any person of 
public eminence. It is terribly disap- 
pointing, says Dey. "I know of only one 
academician who has been appointed 
on any commission — everywhere else, 
the posts have been taken up by retired 
bureaucrats who've spent their entire 
careers obfuscating information!" he 
says. In Karnataka, the appointed CIC 


1. Figure out the 4. If the information 
information you How to file is dissatisfactory or 
require, and from if the department 
which department an RTI refuses to give infor- 
: application mation, fle the first 
2. Submit the appeal with a senior 
application, in writing or in the department concerned 
electronically, with the prescribed 
fee to the public information 5. If still dissatisfied or if 
officer in the department (Rs 5 per | information has still not been 
application, and Rs 2 per page for given, file a second appeal with 


photocopying the information) 


3. Remember, the information has 
to be provided by the department 
concerned within 30 days in 
ordinary circumstances; within 48 
hours where life or liberty is invol- 
ved; 40 days where third party is 
involved; and 45 days for human 
rights violation information from 
listed security/intelligence agen- 
cies. No action on the application 
for 30 days is deemed a refusal 








4 HE 
(Btic, Anjali Bhardwaj of 
Batark Nagrik 
about loopholes 
in the legislation fike no specified 
time framerfor ule second appeal 


d 


retired recently from the post of chief 
secretary of the state, and has had stric- 
tures passed against him for not disclos- 
ing information during his tenure. 

"The multiplicity of public informa- 
tion officers in each department is an- 
other practical problem, for common 
people don't know whom to contact," 
Kardaley points out. "Few departments 
have put notices on their notice boards 
clarifying the exact jurisdiction of each 
PIO. The RTI is aimed at demystifying 
governance. Bureaucrats, on the other 
hand, have fortified mystification!" 


the Information Commission. In 
both cases, the onus of proof will 
be on refuser/public authority 


6. Penalty for unreasonable delay: 
Rs 250 per day up to Rs 25,000 


T. The central chief information 
commissioner can be contacted at 
whabibullah@nic.in, and more 
details on the Act is available at 
http://rti.nic.in and 
http://righttoinformation.info 
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Uday Gosain, a Delhi-based execu- 
tive at HCL, who has filed RTI applica- 
tions seeking information on roads in 
Delhi, complains: ^When you go to the 
department concerned, you find that 
information about PIOs is given at one 
place, the addresses of all officials are 
given in another manual. It would be so 
much better if all the information about 
the PIO were at one place like what 
MCD has done in Delhi." 

Another loophole in the Act con- 
cerns the two appeals that RTI appli- 
cants are entitled to. "There's no time 
frame for the second appeal, though for 
every other provision in the Act, there 
arestringent, specified time frames. So if 
the applicant isn't satisfied with the re- 
sults of his first appeal, he could wait in- 
definitely after the second appeal for the 
information he'd asked,” says Anjali 
Bhardwaj, member of SNS and part of 
NCPRI'5 working committee. 

But these are initial hiccups. "Most 
of the roadblocks with implementing 
the RTI Act are merely teething prob- 
lems," says Bhardwaj. The full benefits 
of the Act, she believes, will start show- 
ingup once enough people start using it 
(see ‘How To File An RTI Application’). 
Two aspects of the Act are likely to have 
an immediate impact, according to ex- 
perts. First, it states that all departments 
under its purview have to voluntarily 
publish information about their activi- 
ties, functions and duties, even if no- 
body has asked them specifically for any 
information. "This alone will go a long 
way in making government functioning 
more transparent," says Bhardwaj. 

The other point is that the NRTI Act 


=depth ANS: SUY 


RTI success 
stories 


UNG-ho users of the 
Right to Information 

(RTI) in the nine states, which 
had their own RTI Acts, even 
before the National Act was 
passed, have achieved 
interesting results. Earlier this 
year, Shailesh Gandhi used 
the Maharashtra RTI Act to 
discover that 89 land leases 
under the BMC, and 386 
under the collector, had 
expired. This meant that sub- 
stantial public land was being 
occupied by private institutions 
years after their leases had 
expired, leading to loss of 
thousands of crores in revenue. 
Another RTI application filed in 
2004 by a Mumbai advocate 
revealed that in one year, the 
police chief got 143 requests from 
politicians recommending 
favourites to different posts. 

Some applications have even 
translated into changes on the 
ground. Says Anjali Bhardwaj of 
SNS, a citizen's body: "There were 
two shops in Delhi's Malviya Nagar 
which hadn't issued rations to the 
“below poverty line’ (BPL) ration 
cardholders for eight years. We 


Right to 
Informatión 


(RTI) activists 
realise that 
educating the 


T Ou nfi ap using 


zu Act will 
maximise its 
effectiveness 





requisitioned their records and 
found they had also been selling 
grains to fictitious cardholders.” 
The assistant food commissioner 
was charge-sheeted, the 
shopkeepers were fined Rs 
10,000, and the BPL cards were 
transferred to other shops. 

In another case in Delhi, retired 
rear admiral J.D.M. Sodhi, pre- 
sident of a residents welfare 
association of an up-market South 
| Delhi colony, filed an RTI appli- 
cation seeking information about 
the roads in and around his colony. 
Though he hasn't got the 
information yet, the roads which 
hadn't been repaired for the last 
10 years were re-laid overnight. 
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empowers citizens to ask for public in- 
terest information about private enter- 
prises. “This tremendously widens the 
scope of information that can be ac- 
cessed,” says Dey. Even if an enterprise 
doesn't fall under the purview of the 
NRTI Act, if it has given the government 
any information in compliance with 
any other law or rule, it will now be open 
to public scrutiny. For instance, assume 
someone wants to see how many pollu- 
tants a soft drink company is releasing. 
The company isn't under any legal com- 
pulsion to give out such information, 
but the government, who would (or 
should) possess all such data because 
the company would have applied to it 
for licences, permissions, etc., would 
have to share it under the NRTI Act. 

The NRTI Act can also be used to 
monitor the government's performance 
on other citizens’ rights, be it the Right to 
Food under the government's Public 
Distribution System, or the Right to 
Work addressed partially by the Rural 
Employment Guarantee Scheme. 

What RTI activists need to do to 
maximise usage of the Act is educate 
more people about it. MKSS in Ra- 
jasthan, and Parivartan and SNS in 
Delhi are doing exactly this. “We organ- 
ised an Information Week in Rajasthan 
after the NRTI Act became operational, 
and got people to file a vast number of 
applications. In a few days, we're going 
to review all these cases to see how 
many applications were successfully 
replied to," says Dey. The NCPRI has al- 
ready made primers in Hindi and Eng- 
lish. “We plan to publish more RTI 
handbooks and participate in work- 
shops and training programmes," says 
Singh of NCPRI. Kardaley has created a 
Yahoo! Group, HumJanenge, for people 
interested in the RTI movement. 

After one uses the Act successfully, 
he's hooked. The lively discussions be- 
tween multiple-time RTI users of the 
Humjanenge group bear testimony to 
this. The sheer power of information, 
the heady David vs Goliath feeling when 
one gets information that incriminates 
the very people who are forced to give it, 
makes people want to do it again and 
again. "Its a mode of participatory ' 
democracy whose time has come in In- 
dia," says Dey. "Civic consciousness has 
finally come of age.” All we need to do is 
to make the most ofthe momentum. lB 
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ETER Drucker, who died on 

11 November at the age 

of 95, was not even 10 Á 

years old when hun- 

ger stalked his 
hometown, Vienna. World 
War I had ended, leaving 
in its wake brutal des- 
truction and an uneasy 
peace. “I was saved by 
Herbert Hoover, whose 
feeding organisation 
provided school lun- 
ches,” he wrote several 
years later. His biogra- 
pher suggests that Dru- 
cker's belief in “organi- 
sation as an instrument 
of human creativity" 
grew out of the experi- 
ence during the hun- 
gry winter of 1918. 

From there, Dru- 
cker emerged as the 
Father of Modern 
Management thought; 
subsequent manage- 
ment gurus could 
never quite match his 
erudition and range of 
interests. He could 
draw from a variety of 
sources — from ancient 
Chinese history to the 
novels of Jane Austen. 
His intellectual curios- 
ity helped him see the 
future better than others. He pre- 
dicted the rise of the knowledge wor- 
ker, saw the first signs of Japan's in- 
dustrial resurgence in the early 1960s, 
and coined the word ‘privatization’. 

Drucker was more of a prophet 


than a plumber — his quest went be- | 
yond just attempting to reengineer a 
business process. We are the first hu- | 


mans to live in a society of organisa- 
tions, he said. So management has a 
social function, and the modern com- 
pany is a social institution. 

To him, management was a liberal 
art rather than a bundle of tricks 
taught in business schools. “Man- 
agers draw on all the knowledge of the 


humanities and social sciences — on | 








The management 


prophet 


Peter Drucker 1909-2005 


Peerless in his range of interests and 
erudition, Drucker inevitably 
became a management visionary 


psychology and philosophy, on eco- 
nomics and history, on the physical 
sciences and on ethics. But they have 
to focus this knowledge on effective- 
ness and results — on healing a sick 
patient,teachingastudent,buildinga 
bridge, designing and selling a user- 
friendly software program,” he wrote. 

Drucker was born in an elite Vien- 
na family at a time when the city was 


bubbling with intellectual ferment. It | 


gave us such modern intellectual gi- 
ants as philosopher Ludwig Wittgen- 


stein, his rival Karl Popper, economist | 
Friedrich von Hayek, economic histo- | 
rian Karl Polanyi, statistician Oscar | 


Morgenstern, and Peter Drucker. Af- 
ter brief stints as a journalist and an 
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analyst at a bank, he wrote The End of 
Economic Man: The Origins Of Totali- 
tarianism. Winston Churchill gave it 
a glowing review but Hitler's 
cronies hated him. He was a 
marked man. Drucker fled 
Europe and became a uni- 
versity professor in the US. 
His next book, The Fu- 
ture Of Industrial Man, 
caught the attention of 
the most important 
business manager of 
his day, Alfred Sloan of 
General Motors. Dru- 
cker got his first con- 
sulting assignment. He 
spent 18 months with 
the company, and 
wrote a report which 
became Concept Of The 
Corporation, the book 
that gave birth to mod- 
ern management tho- 
ught. A large part of it is 
on his pet theme: the 
corporation as a social 
institution. His sugges- 
tions: treat workers as a 
resource rather than a 
cost, decentralise man- 
agement and offer a 
minimum wage. These 
were dismissed by GM. 
But in the 1950s, GE 
and Ford embraced 
Druckers lessons. And, 
significantly, the Japan- 
eselapped them up too. 
It takes guts to say unpopular 
things during a consulting assign- 
ment, especially if its your first and the 
client is GM. But intellectual honesty 
was one of Drucker's hallmarks. He 
consistently defended the corpora- 
tion as a key building block of modern 
society, but refused to become an 


| apologist. He spoke out against exces- 


sive CEO pay and hostile takeovers. So 
there is an ambivalence through his 
later writings, as greed overpowered 
everything else. "Although I believe in 
the free market, I have serious reserva- 
tions about capitalism,” he said. Or: 
“Free enterprise cannot be justified as 
being good for business. It can be justi- 
fied only as being good for society.” BB 
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automotive systems 






Upasna (haz ci 


Women achievers who write their own 
success stories have... 


Desire to earn a name 


Spirit for competition 


Inspiring employer. . . 


. ..Anand. India's front-line manufacturer of automotive components and systems. 


For two years consecutively, it has 
been rated among the top 25 'Great 
Places to Work’ in India. 


And what drives Anand is the 


commitment to nurturing its people. 


Education and development are an 
integral part of the group culture 
and its people are provided various 
opportunities, including exposure to 
international practices through 
secondments to its global partners 
besides world-class knowledge and skills 


at its corporate university, Anand-U. 


Upasna Khazanchi - Manager (HR), 
Anand Automotive Systems, an MBA 
in HR, says, "Anand is a mentor 
to me. It nurtures, guides and 
helps me hone my skills to face 
new challenges. Anand values every 
individual and provides an 
environment of freedom, respect 


and opportunities." 

We require: 

Women professionals in HR for our 
in Pune, Nashik, Chennai, 


Hosur, Gurgaon and Parwanoo. 


locations 


Job Profile: 

Will be responsible for all HR activities 
at company/plant level. 

Eligibility: 

You should have an MBA/PGDBM with 
specialisation in HR / PGDIR / MSW and 
be below 35 years of age with at least 
5-year work experience. 

Please forward your CV along with a 
photograph within 15 days to: 

Geeta Nanda, Executive Assistant to the 
Chairman at: 
g.nanda@anandgroupindia.com 

For more on Anand, visit: 
www.anandgroupindia.com 


> Sales Rs.20 billion » 17 companies > 6,000 employees > 10JV partners » II TLs » 37 plants in 8 states 











SAMEERA ANAND in Hong Kong 





RADITIONAL wisdom prea- 

ches you to match your wine 

with the cuisine. With Italian 

food, drink Barolo or Bar- 

baresco. With French, open a 

Bordeaux or a Burgundy. Then 
Australia entered the arena. With no 
widely accepted indigenous cuisine to 
pair their wines with, Australia scoffed 
atthe rules. 

The grapes were the key, Australian 
winemakers said. And as they were 
making Syrah (popularised by the more 
pronounceable Shiraz), Cabernet 
Sauvignon, Chardonnay, Riesling and 
most other popular varieties that the 
traditional producers were also produc- 
ing, their acceptance grew. 

That was a while back. The newest 
contenders at wine competitions 
around the world come from an un- 
likely region — China and India. 

Despite centuries-old tradition in 
Asian countries of growing grapes and 
making wine (for example, the erst- 


while Portuguese colonies of Goa and | 


Macau have been large consumers of 
some varieties), established wine pro- 
ducing countries used to believe that 
Asian climatic conditions were unsuit- 


able for cultivation of high-quality | 


grapes. The opening up of Asian 
economies and 'westernisation' saw 
the emergence of a wine culture. The 
demand rose. International vineyards, 


especially the Australian ones which | 
viewed Asia as their backyard, started | 


targeting the region in their marketing 
plans. To them, this seemed to be an au- 
dience ripe for picking. 

Both China and India had indige- 
nous wine industries. China's Great Wall 
brand was established in 1983 and is 


now probably the country's best known. | 


It has a significant export market too. 


Other local brands are Dragon Seal, | 
Changyu, Huadong, Lou Lan. Similarly, | 





in India, Chateau Indage's sparkling 
wine Marquise de Pompadour has had 
quite a following for almost two 
decades. Grover Vineyards is another 
old hand at the game in India. 

But rather than these old brands, 
two new players in these two growing 
markets are the ones creating waves 
across the world — Grace of China and 
Sula of India. What's different about 
them is their focus on quality from the 
very beginning. 

Grace Vineyards was promoted in 
1997 by Hong Kong-based Chinese C.K. 
Chan, whose other business interests 
include power generation and water 
treatment. A wine drinker himself, Chan 
was contemplating setting up a vine- 
yard. On learning that a part of China 
lies along the same latitude as Bor- 
deaux, he made up his mind. He in- 
vested in his Shanxi-based vineyard to 
"showthe world that China can do more 
than produce cheap products". 

Grace selected its location with help 
from a French expert who actually went 
to the extent of tasting the soil — the all- 
important 'terroir' — at Shanxi. Grace 
brought in French wine expert, Gerald 
Colin, who had four decades of experi- 
ence, as a consultant. The focus on qual- 
ity went to the extent of compensating 
farmers for producing only an optimum 
quantity of grapes, so that sub-standard 
produce doesn't come in. At present, the 
company puts out only 4,00,000 litres of 
winea year, though it has the capacity to 
produce up to 10,00,000 litres. 

The success of the 2004 vintage 
gave Grace the confidence to launch in 
Europe in March 2005. The interest 
shown was widespread. In just a few 
years, Grace won awards in France, 
Belgium and Shanghai and earned ac- 
claim from well-known wine critics 
such as Daniel Schuster and Jancis 
Robinson. Leading hotel chains like 
Peninsula and Shangri La selected 
Grace wines on blind tasting. 
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From the estates 


Company Grace, China 


Shanxi 
province 
Output * 4,00,000 


Varieties Cabemet Franc, 
Cabernet Sauvignon, Chardonnay, 
Chenin Blanc, Merlot, blended red 


Location 





Company Sula, India 
Location Nashik district 
Output * 1,70,000 


Varieties Chenin Blanc, Méthode 
Champenoise sparkling wine, 
Sauvignon Blanc 


* The latest available 12-month data, in litres 


—— 


WINE 





gracefully 


‘New latitude wines’ from India and 


China are increasingly finding 
acceptance at the global high table 


Even though the Chinese are not tra- 
ditional wine drinkers, Judy Leissner, 
CEO of Grace Vineyard, is “confident 
that this will change over time”. Leissner 
and Chan share a dream of a “business 
geared towards local customers rather 
than the export focus many Chinese in- 
dustrialists have”. 

In September 2004, wine critic and 
writer Robert Parker Jr made some pre- 
dictions about the global wine industry. 
One of them was “diversity will be the 
word". He predicted that by 2015, we 
would see quality wines from unex- 
pected places. Parker proceeded to 

* name eight countries that may surprise 
us on this count "and perhaps even In- 
dia". He may not have to wait until 2015 
if Rajeev Samant has his way. 

Like Leissner, Samant had taken up 








land mass, labour force, and above all, 
consumers. The per capita consump- 


| tion of wine in China is estimated at 0.3 


litres a year. In India, the figure is esti- 
mated to be at a meagre 0.007 litres. 
Comparably, in the more mature wine 


| markets ofthe US and France, the figure 


People from old wine-making | 
nations like France and Italy 
are buying more and more 
wines from India and China. 
Here, a few foreigners are 
seen savouring Sula wines at | 
the company's vineyard | 
| 


ajob at a multinational (at Or- 
acle; Leissnerhad worked with 
Goldman Sachs) after finish- 
ing his studies in the US. The 
chucked that and came home 
to start Sula. He convinced 
Californian wine expert Kerry | 
Damskey to join him. Recog- 
nising that the terroir was criti- 
cal, the duo made a detailed | 
study on climate and soil con- 
ditions near Nashik, before de- 
ciding what grape varietiesto | 
$ plant. They introduced new 
€ grape varieties and harvest 

practices there. In October 
1998, their labour bore fruit with thecre- | 
ation of Sula Vineyard. 

Like Leissner at Grace, Samant is 
not content with capturing the domes- 
tic market. He invested in introducing 
Sula wines to overseas markets. Today, 
they are being successfully sold in Italy, 
France and the US (see interview with | 
Sula's resident winemaker, Ajoy Shaw, | 
on page 70). 

Investors obviously share Samant's 
vision. In September this year, private 
equity firm GEM India Advisors invested 
Rs 15 crore in Sula for a 30 per cent stake. 
The moneyisto be deployedforbuilding | 
athird winery withacapacityof1 million | 
litres. Sula's existing vineyard does not | 
form a part of the transaction. | 

Thegrowingwineindustriesin India | 
and China benefit from sheer size — | 


iphs: SANJIT KUNDU 
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is 12 litres and about 60 litres annually. 
But the most attractive aspect of the 
Chinese and Indian markets is their ex- 


| plosive growth — at 25-35 per cent à 


year. The potential for growth extends to 
the thousands of Chinese and Indian 
restaurants dotting the globe today. 

Yet, Grace or Sula do not want to 
adopt any strategy except selling on the 
backofa reputation they establish and a 
quality they perfect. They want their 
wines to be preferred not as a match for 
ethnic cuisine, nor as a novelty, and not 
even by patriotic countrymen. They are 
confident their wines will win the 
world's taste buds and nose. 

Thanks to the efforts of all these 
payers from Asia, wines from the region 
have earned a new epithet — New Lati- 
tude wines. Robinson credits Thailand- 
based writer Frank Norel with the 
coinage of the term. It is derived from 
the historical belief that quality wines 
can be produced only in the countries 
lying in latitudes between 30 degrees 
and 50 degrees. 

Grace and Sula have a great deal in 
common. They are addressing the criti- 
cal success factors peculiar to this in- 
dustry in unique ways. Their search of 
excellence began with minute attention 
to detail with respect to location and the 
variety of grapes suitable for the loca- 
tion. They have involved experienced 
winemakers to provide guidance and 


| advice. Their sights are set farther than 


their home markets. 

Above all else, they are driven 
to prove to Messrs Robinson, Parker 
and others that high-quality wines will 
emerge — sooner rather than later — 
from new latitudes. * 





some two decades back, Chateau 
Indage sought the help of French ex- 
perts. When Sula Vineyards started in 


1997, it sought the advice of a Cali- | 


fornian. As the industry bloomed, so 
did a clutch of homegrown winemak- 
ers. Ajoy Shaw, resident winemaker at 
Sula, is one of them. In conversation 
with Businessworld’s Rohit Viswa- 
nath, Shaw explains what all goes into 
making a quality tipple. 

E Sula has been somewhat of a late- 
comer on the Indian wine scene. How did 


it catch up? 
W We now have had seven harvests 


since 1999. When we started, we ob- | 


served that the other Indian players had 
begun by taking inspiration from the 
French. However, the French system is 
quite complicated. Take Bordeaux wine 
— very few know what grape has gone 
into it. In contrast, new world wines' 
simplify everything and use the name of 
the grape variety. We adopted the latter 


system and tried to deliver the best | 
quality. We were choosy on all invest- | 
ments. We had specialist consultants | 


like Kerry Damskey to advise us. 


FOR making the first Indian wine | 
| gan 





| and he is happy 





Coincidentally, around this time, | 







people in India be- 
appreciating 
good wine... . This 
has helped us in our 
rise considerably. 
The global Indian 
has accepted Sula, 


with it. 

Our expected ~~ 
turnover this year 
is Rs 28 crore on 
sales of over 1 million bottles. 


B How has the International market re- 
ceived Sula? Has the 'made in India' tag 
been accepted? 


‘We are ` 
here to 
declare 
Indian 
wine to ` 
the world” 


Wi International markets have woken | 
up to the fact that even Indian wines can | 


be of excellent quality. We are exporting 
to the US, France, Italy, the UK, Ireland 
and Canada. Our products go to coun- 
tries that produce wine and where peo- 
ple know about wine. It is our quality 
that is selling it there. We are getting re- 
peat orders from France, Italy, etc. ... 
And all our products declare their In- 
dian origin. 

Recently, a newspaper reported a fa- 
mous restaurant in San Francisco that 
had organised a blind tasting. A wine 
connoisseur tasted our wine and 
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thought that the Sauvignon 
Blanc was from the best 
vineyard in France. When 
he realised that it was 
from India, he was 
simply astonished. 
We are a minus- 
cule player interna- 
tionally. We have just 
entered the market 
and are not directly in 
competition with the 
Chinese or the 
French. We are there 
simply to make our 
presence felt, to de- 
clare Indian wine to 
the world. 








lB What does it take to 
bea winemaker? 
B The duties require 
anincreasing amount 
of scientific knowl- 
edge, since laboratory 
tests are gradually 
supplementing or re- 
placing traditional 
methods. Nonethe- 
less, one still requires 
an excellent sense of 
taste and smell. I 
learnt most tricks of 
the trade on the job. 
The company sent 
me to California. I 
have done two har- 
vests there. This 
year, I went to Bor- 
deaux. All this has helped me quite a bit. 














lB What's unique about your processing? 
Bi We are unique in the sense that all our 
processes are scientific. For sustainable 
farming, we have introduced distinctive 
procedures including watershed man- 
agement, organic trails, and integrated 
pest and nutrition management. We 
have 200 acres of plantations. We also 
get grapes from contract farmers whose 
vineyards we monitor. 

The grape varieties planted include 
Chenin Blanc, Zinfandel, Muscat, 
Cabernet Sauvignon, Shiraz (Syrah) and , 
Sauvignon Blanc... . 

When fermentation is over, we grade 
the lots, blend, filter and bottle. Wine is 
not necessarily sterile. In fact, there is a 
new trend in unfiltered wine. a 
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ERE ON OFFER 


* USS 1,300,000+ of exclusive scholarships: 
information on eligibility criteria at the Fairs 


GMAT and Admissions Strategy Workst 
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“these fairs attract the types of 
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BROWSING 


Manoj Bhatia 
CEO, INOX Leisure 


Iam reading TWO LIVES by Vikram 
Seth. This is a fabulous book anda 
true story. It shows how resilient we 
are as humans, but how little we 
know about an individual from the 
outside compared to what that 
person feels on the inside. Seth 
wonderfully portrays his characters, 
two survivors who made something 
good out of their lives. 

The last book that I read was the 
2004 Man Booker prize winner, THE 
LINE OF BEAUTY by Alan Holling- 
hurst. Generally, I read fiction, ad- 
venture and spiritual titles. The Al- 
chemist and Tuesdays With Morrie are 
two of my favourite books. I am also 
part ofa book club; we meet once a 
month and discuss books. "m 


ALERT 


The Little Book That Beats 
The Market 


By Joel Greenblatt 
(Wiley) 





THIS book shot to the 
top ten list of Ama- 
zon.com before it was 
even released. Looks 
like there's still a big 
market for snakeoil, 
especially when it 
has an Ivy League 
degree attached to it. 
To be fair, the 'value-based' 
approach to playing the market 
advocated by the author is inter- 
esting, and the research and writ- 
ing are sound. But over use of the 
term “magic formula' should al- 
ways make one wary. 














BIBEK DEBROY 





AVALJIT Singh's book begins 
with a familiar quotation 


philosophers, both when 
they are right and when they 
are wrong, are more powerful than is 
commonly understood. Indeed, 
the world is ruled by little 
else. Practical men, who 
believe themselves to be 
quite exempt from any in- 
tellectual influences, are 
usually the slaves of some 
defunct economist." The 
allusion, presumably, is to 
economists pushing glob- 
alization through the 
Washington Consensus. 
This part of the Keynes 





Creating a 


| croachment of ideas. Sooner, or later, it 


from Keynes. "The ideas of | 
economists and political | 





QUESTIONING 
GLOBALIZATION 


is ideas, not vested interests, which are 
dangerous for good or evil" Thus, 
Keynes would hardly have approved of 
Kavaljit Singh's exaggerated emphasis 
on the role of neo-liberal economists, 
"transnational elites, corporations and 
fund managers" Indeed, the choice of 
this quote is singularly inappropriate, 
because it comes from 





QUESTIONING 
GLOBALIZATION 
By Kavaljit Singh 
KEPAHITEMOR Madhyam Books/ 
Zed Books 

ras: 192 


200 


price: Rs 


quote can be fished out from the Net | thelastand 24th chapter of General The- 
| ory, where in the preceding few para- 
Let's complete the quote first, which is | 


without necessarily reading Keynes. 


the last paragraph of the 1936's General 
Theory. “Madmen in authority, who 


hear voices in the air, are distilling their | 
frenzy from some academic scribbler of | 


a few years back. I am sure that the 
power of vested interests is vastly exag- 
gerated compared with the gradual en- 


SELECTION 


How to keep it 
in the family 


ET another jargon-laden 'how to' 
Y management book? Not quite. In 


fact, the authors are at pains to 


graphs, Keynes has argued for interna- 
tional division of labour, spliced with 
appropriate domestic policy. 

Singh's slim book has five chapters 
on financial globalization, global rules 
on investment, globalizations link with 
promotion of democracy and human 
rights, aid and the link between global- 


everybody involved to give context to 
evolving situations, guide decision- 
making and measure progress. 

All right, it's about strategy, but 
why the focus on family business? 
Well, the authors point out that half the 
GDP of the US is contributed by family- 
owned businesses and 60 per cent of 
all business in the US is family-owned, 
including Wal-Mart, Ford, Motorola and 








distance themselves from the hype PRACTICAL "Ae Vous 
types and promise to “demystify the STRATEGY ; PRACTICAL 
process of mapping out future strategy, | FOR FAMILY 
and to present a concise set of prac- BUSINESS 
tical tools... of implementing strategy". By Michael K. Allio 
Strategy must not be confused with & Robert J. Allio 
a plan, a budget or an aspiration, the Tata McGraw Hill 
authors argue. They stress that for a 
strategy to deliver, it must be practical Pages: 267; 
— something than can be used by price: Rs 375 
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brand from a bias 


ization and the nation-state. 

This is meant to be a 
non-technical and popular 
book. Hence, one doesn't 
expect it to be peppered 
with footnotes. But one does 
expect it to be factually cor- 
rect. Consider the introduc- 





KAVALJIT SINGH is 
founder-director of 
the Public Interest 
Research Centre, 
Delhi. He has written 
several books on 
globalisation and is 
editor, Asia-Europe 
Dialogue Project 





tion: "For most people irre- 
spective of their location, the benefits 


offered by globalization of trade and | 


capital flows are yet to be materialized. 
Instead, the era of global economic inte- 
gration has witnessed sluggish eco- 
nomic growth, worsening of living con- 
ditions, occurrence of financial crises 


and greater social and politicalconflicts. | 


.. Growing income inequality, both 


within and between countries, has been | 


a characteristic feature of contempo- 
rary globalization." Unless one restricts 
the domain to sub-Saharan Africa, each 
of these statements can be empirically 
contested. To state them as universal 
truths is tantamount to distorting facts 
to suit theory. 

Let's focus on another issue that 
Singh picks for discussion in one of the 
chapters: international aid and its links 


with good governance. "Due to lack of | 
precise definition, the debate over the | 


use of the term ‘governance’ instead of 


Cargill. Family firms dominate business 
elsewhere too, and the authors point to 
the Reliance, Tata and AV Birla groups 
as the superstars of India. Also, owners 
tend to dismiss strategy-making as a 
waste of time. 

Loyalty, focus, speed, growth- 
orientation and follow-through may 
make family businesses tick. But 
flawed individuals can use the same 
tools to kill the business if they're given 
a chance. The book points to some 
basic but vital things that will help 
business families discipline impulses 
and connect with employees.The book 
takes one through the process of 

4 Situation analysis, strategy formulation, 

` management system designing and 
implementation. There aren't any 
miracle tips here, but just some plain 
good sense. 





government remains inconclusive." 
Since Singh dislikes the World Bank, 
there is an attempt to suggest that the 
Bankalone is responsible for definitions 
of governance. Not quite. There are also 
definitions of governance from the 
UNDP and the European Commission. 

Across all three, governance is dis- 
tinguished by bringing in processes and 
interactions between citizens and the 
state. The Bank defines governance as 
| the process by which those in authority 
are selected, monitored and replaced, 
the capacity to effectively manage re- 
sources and implement sound policies 
and the respect of citizens and the state 
for institutions. 


fined governance with six characteris- 
tics: voice and accountability, govern- 
ment effectiveness, quality of regulatory 
framework, rule of law, independence 
ofthe judiciary and curbing corruption. 





The author tells us the Bank has de- | 


This is incorrect on two counts. First, 
this is not the Banks definition of gover- 
nance, it is the Bank's set of governance 
indicators. The two are not the same. 
Second, Singh has got the set of indica- 
tors wrong. They actually are: voice and 
accountability, political instability and 
absence of violence, government effec- 
tiveness, regulatory quality, rule of law 
and corruption. Such factual inaccura- 
cies reduce the author's credibility. 

Itis true that attempts to push good 
governance are often donor-driven. 
"Further, these indicators have yet to 
demonstrate a linear relationship be- 
tween the quality of governance and de- 
velopment goals." No economist will 
use the expression linear. But no econo- 
mist will dispute correlation between 
governance indicators and economic 
development. Instead, the economist 
will argue, as Jeffrey Sachs has in The 
End of Poverty, that correlation doesn't 
necessarily imply causation. And every 
economist will also distinguish domes- 
tic governance issues from global gover- 
nance issues. But Singh is no economist. 
He is a pamphleteer and his biases con- 
stitute his USP. m 

Bibek Debroy is director, Rajiv Gan- 
dhi Institute of Contemporary Studies 


prem and stirred the establish- 
About Tony ' ment. Outraged politicians 
I D and officials say that it 
the pood le violates the civil service 
sevens uen code of conduct by telling 
“riemresmenm™s tales out of school. It's not 


HRISTOPHER Meyer 
{ was Britain's 

ambassador to 
Washington, the high point of 
a diplomat's career, from 
1997 to 2003. He had a 
ringside view of the relationship 
between George Bush and Tony Blair, 
and was privy to the backstage politics 
that led to the invasion of Iraq. In his 
just-published DC CONFIDENTIAL 
(Weidenfeld & Nicholas), Meyer gives 
his perspective along with a racy 
account of his time as press adviser to 
former prime minister John Major. 

The book has thoroughly shaken 


M 


COVER 
EYE 


——_—_—— 


so much the near ribald 
account of the morning 
briefings Major held in his 
bedroom — and occasionally 
the bathroom — while 
dressing up (with a serene First Lady 
reading the newspapers in bed) that 
has offended people. It is his portrayal 
of Blair as a poodle of Bush, of a man 
completely dazzled by American power, 
that has upset Whitehall. Foreign 
minister Jack Straw comes off even 
worse in this account, who for reasons 
unfathomable, finds Bush to be “as 
smart as a whip”. 
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s HE government's nod to foreign direct invest- 
 mentin asset reconstruction companies — 
together with the Reserve Bank of India's noti- 
fication allowing foreign institutional in- 
vestors to invest in security receipts and the 
Cabinet decision to amend the Securities Contract (Regu- 
lation) Act to allow trading in securitised debt — should, 
at last, enable the asset reconstruction companies to 
. perform the function for which they were set up. The 
ARCs were widely expected to clean up bank balance 
. sheets on one hand, and to create a market in distressed 
_assets on the other. 














_.. The first objective has been successful to some degree, 
with the non-performing assets (NPAs) picked up by the 
Asset Reconstruction. Com- 
any of India (ARCIL) repre- 
senting about 10 percent of the 
NPAs in the banking sector. 
Many banks had taken advan- 
tage of the windfall capital 
gains made at a time of falling 
interest rates to write off their 
< bad loans. This enabled them 
0 transfer their NPAs to ARCIL 
at substantial discounts, since 
any profits made on recovery 
"would go directly to the bot- 
.tomline if the asset had already 
been written off. ARCIL has, 
therefore, been successful in 
cquiring a large number of 
distressed assets. However, its 
fforts have been hampered 
because it is not well-capi- 
talised and cannot offer cash; sellers of distressed assets 
have to remain content with security receipts. Several 
banks have accordingly been unwilling to transfer their 
‘non-performing assets to ARCIL. 
: In addition, there is also the feeling among banks that | 
ARCIL can scarcely claim to have more knowledge about 
_ loan resolution than the banks themselves, especially 
when the banks have had rehabilitation cells for years. So 
far as the second objective is concerned, however, there 
has been little progress. The upshot has been that a bank | 
that has sold its NPA to ARCIL has in its books replaced it 
with an investment, represented by the security receipt, 
which in tum represents theunderlying value ofthat NPA. 
imply put, a non-performing asset has been replaced by 
investment of dubious quality. In the circumstances, 
not only have asset reconstruction companies other than 
ARCIL not taken off, but even ARCIL has been faced with 
problem of how to manage the bad debts it has 
cquired. That is the reason ARCIL has been lobbying for i 


































Countries like China have found 
international buyers for their 
bad loans. There is no reason 
why India cannot follow suit 





allowing Flls to invest in security receipts. At the same 
time, the longer the delay in selling off the distressed asset, 
the greater the problem becomes, as the underlying asset 
deteriorates with time. — ' 

The decisions taken now, therefore, are critically 
important to asset resolution in this country. Allowing 
foreign investors to invest in ARCs will mean that a com- 
pany like ARCIL will no longer be starved of capital. 
There are many foreign companies and funds that spe- 
cialise in buying up distressed assets the world over, 
repackaging them and selling them at a profit. In many 
instances, these are specialised funds with deep domain 
knowledge in one or more sectors. In short, asset recon- 
struction companies can now benefit from the spe- 
cialised knowledge and global 
experience that foreign funds 
have of restructuring loans 
and businesses. Allowing FIIs 
to invest in security receipts 
will not only give foreign. in- 
vestors another avenue for 
investment in distressed as- 
sets, but will also pave the way 
for trading in them. That may 
ultimately lead to the develop- 
ment of a junk bond market in 
this country. 

Much depends, however, 
on the implementation of the 
new decisions. First, the Cabi- 
net decision must be quickly 
followed through. Second, the 
Central bank has said that FIIs 
could invest up to 49 per cent 
in each tranche of security receipts issued by ARCs, sub- 
ject to the condition that investment of a single FII in a 
single tranche would not exceed 10 per cent of the issue 
size. Foreign investors would naturally like to be in a posi- 
tion to control decisions on howto restructure the assets, 
and restricting an FII to acquiring only 10 per cent of a 
tranche is likely to prove to be a stumbling block. The gov- 
ernment and the RBI must realise that these are dud as- 
sets that are on the block, and the sooner they get off the 
books of banks, the better. Third, much depends on the 
number of ARCs that the RBI allows to be set up — the 
more the merrier, provided they conform to capital ade- 
quacy rules. Countries like China have been quite suc- 
cessful in finding international buyers for their bad loans, 
and there is no reason why India cannot follow suit. More 
importantly, the new rules (if properly implemented) 
have the potential to re-use a large part of the Rs 60,000- 
crore fundslocked up in NPAs, as well as their under-lying 
assets. That willbe a huge gain for the economy. = 


ANTHONY LAWRENCE 
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HSBC Investments 


A LITTLE EVERY MONTH GOES A LONG WAY. 
Presenting the HSBC Systematic Investment Plan (HSBC SIP} 
which lets you invest as little as Rs 1,000/-* each month in our 
mutual fund schemes*. Think of it as a discipline that could help 
you get closer to your dreams, systematically. To know more, call 
us or your investment advisor. 
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HSBC Mutual Fund 
y sms INVEST to 7333 


> www.hsbceinvestments.co.in 






Issued by HSBC A. Management (India) Private Limited N _ ja 
w Delhi 5149 0719 < Bangalore 2557 4444 / 0404 + 








For more informa : * Mumbai 5666 8819 
* Hyderabad $573 9805 / 06 + Gujarat/ Ahmedabad 98983 77319 / 21 + Vishakapatnam/ Andhra Pradesh 9849 
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Investors may obtain Offer Documents and Key Information Memorandums along with application forms from the office of HSBC Mutual Fund, 52/60 Mahatma 
Gandhi Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and Capital 
Markets (India) Private Limited (liability restricted to the corpus of Rs 1 Lakh). The Sponsor / associates of the Sponsor/ Asset Management Company (AMC) 
are not responsible or liable for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed HSBC 
Asset Management (India) Private Limited as the Investment Manager. Risk Factors: All investments in mutual funds and securities are subject to market risks 
and the Net Asset Value (NAV) of the Scheme(s) may go up or down depending on the factors and forces affecting the securities markets. There can be no 
assurance that the objectives of the Scheme(s) will be achieved. Past performance of the Sponsor, AMC, Mutual Fund or any associates of the Sponsor/AMC 
does not indicate the future performance of the Scheme(s) of the Mutual Fund. Terms of Issue: Units of the Scheme(s) are being offered at NAV based prices, 
subject to the prevailing loads. The AMC calculates and publishes NAVs and offers for sale and redemption, units of the Scheme(s) on all Business Days, at the 
Applicable NAV. Load Structure for SIP: Where each installment of investment is Rs 25 lakhs or below: Entry load of 1% in case of investments into HSBC 
Equity Fund / HSBC India Opportunities Fund / HSBC Midcap Equity Fund. Exit load of 1.25% if such amount is redeemed / switched out of the Scheme within 
2 years from the date of the relevant investment. If SIP is discontinued before 6 months, exit load of 1.25 % irrespective of date of redemption. Where each 
installment of investment is more than Rs 25 lakhs: Entry load of 2.2596 on.each investment. Exit load Nil. In case of all other schemes where SIP is applicable: 
No load (entry/exit) will be charged. Load in case of investments by Fund-of-Funds (FOF) Scheme: No load (entry/exit) will be charged by the Schemes of 
HSBC Mutual Fund under this Offer Document, on the investments made by Fund-of- Funds Schemes launched by mutual funds. The entry / exit load set forth 
above is subject to change at the discretion of the AMC and such changes shall be implemented prospectively. For load structures of our Schemes, kindly contact 
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WhinkPad recommends Windows? XP Tablet PC Edition. 







INTRODUCING THE THINKPAD X41 TABLET. Finally, a tablet 
PC worthy of the name ThinkPad. Together, ThinkPad and 
Microsoft bring you the power you expect in a ThinkPad 
with Windows XP, plus the pen and digital ink technology 
that lets you write directly on the screen. It's a whole new 
way to use a ThinkPad 


18% LIGHTER. 6% THINNER. At just over an inch thick, the 
ThinkPad tablet is almost a full pound lighter than the next 
lightest in its class. But it's no lightweight, with features 
like shock absorbers, biometrics, award-winning keyboard 
and Intel? Centrino" Mobile Technology on many models. 


1600 425 4240 thinkpad.com/shop/in 
buy@in.lenovo.com 


ThinkPad is a product of Lenovo. 
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BEST OF ALL, IT’S A THINKPAD. 


THE WORLD'S MOST SECURE TABLET PC. Together, the 
integrated fingerprint reader (select models), encryption 
software and embedded security subsystem make 
ThinkPad the most secure tablet PC there is. No one offers 
a higher level of security as standard. 


STARTING AT Rs. 1,32,000*. ThinkPad is now a product of 
Lenovo, a new global company uniting Lenovo and the 
former IBM PC Division under the Lenovo name. Our 
mission is to bring more innovation to more people so they 
can do more amazing things. Find out more and take the 
3-D tour at thinkpad.com/tablet. 
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IT'S A DRAWING PAD. IT'S A NOTEPAL 


517 


zc ES dmn] 


© Lenovo 2005. All rights reserved. ThinkPad is a trademark of Lenovo. Intel, Intel logo, Intel Inside, Intel Inside logo, Intel Centrino, Intel Centrino logo, Celeron, Intel Xeon, Intel SpeedStep, Itanium and Pentium are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States ar 
other countries. Microsoft and Windows are registered trademarks of Microsoft Corporation. Certain Microsoft® software product(s) included with this computer may use technological measures for copy protection. IN SUCH EVENT, YOU WILL NOT BE ABLE TO USE THE PRODUCT IF YOU DO NOT FULLY COMPLY WITH TH 










PRODUCT ACTIVATION PROCEDURES. Product activation procedures and Microsoft's privacy policy will be detailed during initial launch of th or upon certain reinstallations for the softwa duct(s) or reconfigurations of the computer, and may be completed by Internet or telephot Charges mi 
apply). Other company, product and service names may be trademarks or service marks of other companies and remain the property of their respective owners. All offers subject to availability. Lenovo reserves the right to alter product offerings and specifications at any time without notice. responsib 
lor photographic or typographic errors. *Estimated street price. Sales tax and other levies extra. Offer and prices Subject to change without prior notice. Visuals shown may not represent the actual product. Rescue and Recovery, System Migration Assistant, Embedded Security Subsystem, PC cess IBM ar 


Lotus SmartSuite are available on select models, not available on Linux/DOS models. Visuals shown may not represent the actual product. Fre ight, handling & installation charges of Rs. 1000/- will be extra for East à 
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OUTPERFORM 





lve, 100 ps, 1.5 litre next generation VTEC engine | Stylish tail lights | Spacious, luxurious interiors | Opti-tron meter with illumination 


dentsumarcom/hsci/1336/05 
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You've always wanted to outperform in life. You've always wanted to move ahead 


With advanced Honda technology you can do just that. Introducing the City ZX VTEG 
16 valve, 100 ps, 1.5 litre next generation VTEC engine 

Contemporary styling. Dynamic new looks. The City ZX VTEC. More powel 

more performance, more economy and even lesser maintenance 


Go ahead, outperform everyone on the road 


' c vr v 2 


www.hondacarindia.com In addition to VTEC, City ZX range includes EXi, GXi and CVT (all with i-DSI engin 
















b Every man must have a dream, 
a passion and a blue blazer 


| 
I 


Presenting 


AZZUTO 


The Best Blue Blazer 
The ultimate standard in blazers, 
Right from the right shade of blue 
to ultra-soft lining from Germany, 
watermarked with a world map, 
Besides special non-corrosive metal 
buttons, rolled lapels, rolled sleeves 
and floating chest pieces, | 
| 





Power. Evolved. 


VANHEUS ENa 


FLAGSHIP SHOWROOM: C-1 5, CONNAUGHT PLACE, INNER CIRCLE, NEW DELHI. Ph: 51513980. 
VAN HEUSEN EXCLUSIVE SHOWROOMS: BANGALORE: Ph: 25585994, 51531022 CHENNAI: Ph: 52137977/787 COCHIN: 
KOLKATA: Ph: 22815167/8 NEW DELHI: Ph: 51647925/6 SECUNDERABAD: Ph: 27812423. 






Ph: 2365594, 2275739 HYDERABAD: Ph: 55820733, 55827330 
Also available at: Planet Fashion, LifeStyle and all leading retail outlets. 
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SGH-D600 





imagine a phone that lets you 
harness the power of business. 


Imagine an ultra-sleek phone that has a 2-megapixel camera with flash, 
direct TV output function, 262K QVGA TFT colour screen, and even 
prints wirelessly. At last, a phone that's as ambitious as you are. With 


the Samsung D600, it's not that hard to imagine. To learn more, visit 


ensued 


www.in.samsungmobile.com 





UNLESS Shi latas New Plan 





278, 28131279, 28131286. 










Q Although your article described them 
as schemes which will “result in chaos,” 
the free incoming call mobile plans will 
do wonders for the industry. Tata 
Indicom will get revenue from its 
unused spectrum. Why let it go waste? 





































re MR me aratri 
Even an ARPU (average revenue per E = 





user) of Rs 70 is better than none. === mccuur === 

Although incoming calls are free 
for now, Tata is right in thinking that 
the most customers will buy some 
talk time. It isa basichuman 
tendency to try to be in touch if one i 
has a phone. Yet, for the plan to be a real success, Tata 
will have to issue top-up cards with small values like Rs 50, Rs 75 and 
maybe even Rs 10. People would buy these for specific calls which 
would otherwise be made from PCO booths. 

In my opinion, average ARPUs of Rs 110-125 for the entire consumer 
base will be a reality in the next 9-12 months. Lastly, an increased 
consumer base gives Tata an opportunity to offer its network for SMS 
and other added services, which, even if used sparingly, will still boost 
use and make profits. 


Dhruv Puri, via email 
ere 


GOVERNMENT VS GREENERY | BHARTI RESPONDS 

You can't expect a company like Infosys | Your news article ‘Is Bharti In Race For 
to be given land in order to make a | Air Sahara?' (BW,21 November) is 
concrete jungle (“The Humble Farmer speculative and without any basis. We 
& Murthy’, BW, 21 November). You have high regard for Air Sahara. But we 
need space and greenery to make a wish to state in unequivocal terms that 
world-class campus. Tisco at Jamshed- | neither the Bharti promoters in their 
pur was also built on land given by the personal capacities nor the company 
government. Does anyone accuse itself are interested in acquiring a stake 
Tisco of hoarding land? I don't think so. | in Air Sahara. 

Naveen, posted on BW website Senjam Raj Sekhar, head (corporate 
communications), Bharti Enterprises 





CORRIGENDUM 
In ‘Gradient Changed For Speed’ 
(BW, 14 November), the infographic 
carried along with story inadvertently 
gave some incorrect figures. The 
correct number of contracts for the 
Golden Quadrilateral, both under 
implementation and total, is 49. The ` 
correct amount of expenditure till 
date for the NS&EW corridors is 
Rs 2,809.67 crore. 

We regret the errors. + 
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E-ITidil ere. 
Look good everywhere. 


To: ArunKumar@Mera(ompany.com 





Cc: Finance@MeraCompany.com 


L 





Subject: N9300 now with BlackBerry Connect. 
Dear Arun, 
Just to inform you that 9300 is now available T 
with BlackBerry e-mail. Please get in touch with someone aff 
at Airtel/Nokia to have this solution activated asap. results.xis 
Regards, Satish. 
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BlackBerry Connect™. Only on Airtel. 


The Nokia 9300 smartphone, with QWERTY keyboard and a brilliant 65K colour widescreen lets you create 
full messages with attachments easily. And now with BlackBerry Connect™ on Airtel, mobile e-mailing 
is serious business. Find out more at www.nokia-asia.com/9300 and www.airtelworld.com/blackberry 


e E-mail with attachments* « Office applications « EDGE (EGPRS) for high-speed data transfer 
e Fax e Hands-free speaker phone e PIM functionalities e Widescreen viewing and full keyboard 


e 80MB user memory and 128MB MultiMediaCard 


Connecting People 


* Attachments can be viewed In text format only 












$: BlackBerry 


Connect 


Air 


Lead by example Express Yourself 


y is applicab! 





Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warrar 
Pokia Core | # 
O 30303838 for phones imported by Nokia India Pvt. Ltd. #For assistance on Nokia products and services, call Nokia Care. Add STD code when diall 
all now for attractive offers: NCR & Haryana: 9810602788 ° Jaipur: 9829091098 * Chandigarh: 9876363456 * Punjab: 9814999938 ° Mun 


§21091707 * Pune: 9890909976 * Ahmedabad: 9879204040 ° Bangalore: 9845248841 ° Tamil Nadu: 9840277372 * Hyderabad: 986613 
Sochin: 9847433222 ° Lucknow: 9839511575 * Kolkata: 9830555657. 






COVER STORY 36 | 
Economic 
Twins 


In the mid-1990s, India saw three 
straight years of 7 per cent-plus 
growth. Investors showed a huge 
appetite for expansion and the stock 
markets were on a roll. Ten years later, 
we are enjoying a very similar boom. 
But the 1995 boom ended in a bust. 
Will this one be different? 


42! A Brighter Future Prominent 
economists predict that India will sur- 
pass the GDP of Italy, France, Japan 
and Germany by 2032 and become 
the third biggest world economy. 












IN THE NEWS IN DEPTH 


10| Tamiflu Deal 32| Zoned For Success? 


The recent deal between the innova- | Theresa rush to set up special economic zones. Will they 
tor Gilead and marketer Roche on sport the infrastructure needed to make a real difference? 
Tamiflu may lead to patents that : . 
could effectively keep genericsout — | 46: Broking As online 





of the market. trading volumes soar, 
| broking goes through a 
< Star anise, the spice that isa key — | sea change. And two di- 
ingredient in Tamiftu | vergent models emerge. 
i 
.10! Stock markets india needs to expand them and The Chatterjees prefer » | 
-garner more resources for real investments. to trade only online 


52 Telecom with alittle help from technology, mobile 
operators are extending coverage to the hinterlands of India. 


54. Private Equity Major private equity firms in the Y 
| world are flocking to China to close lucrative deals. 


| 12/ Iran Despite the fall of the USSR, Russia is still giving 
:: succour to India's Left. 


BE 16 VC funds They are back to doing what they do best. 





| 28! Productivity An ILO study shows why good | 60 Patents Scitech is the only company in India de- 


| workplace nutrition is not just important, but essential. | voted to patent analysis — putting a new spin on offshoring. 
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. IN VOGUE 


ee! Electrified 
< Howan HTanis trying to take 
_ power into rural areas through 
.. projects built with local labour. 





Amini hydro power unit > 


72 | Bookmark A look inside secretive North Korea. 





BW EVENTS 

70| The Big Night 

oa India's biggest IT ex- 
position is here once 
— again. The BW-Nass- 
com event will be held in Kolkata from 7th to 11th December. 





COMMENT 

30 Omkar Goswami Fifteen years of 
total Lalu misrule have made Bihar the worst 
state in terms of every economic indicator. 
GUEST COLUMN 

‘50| Samir Gandhi & Suparna Karmakar 
Balancing agriculture, services and industry at theWTO. 
Wm BY INVITATION 


| 58 Sridhar Mitta CEOsand CFOsneed 
to delve deeper into issues of intellectual capital 
to unearth the latent value of their companies. 


DOUBLE TAKE 


64 | Emcee ofAbu Salem, Monica Bedi and 
the other stories that made headlines in the week 
that whizzed by. | 


"6i FEEDBACK 
76| BW OPINION 
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A Wavelength: The new climate change talks starting 
I in Montreal are critical for India, says P Hari. 
gg Pharma Capsules: Your fortnightly dose of pharma 
ed news, deals and developments. 
1 # Mediascope: Marc Landsberg, CEO, Arc Worldwide, 
"speaks to Vanita Kohli-Khandekar on marketing. 
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Those days are here aga 


NDIA is likely to close this financial year (April 2005- 
March 2006) with a growth rate of over 7 per cent, 
perhaps even close to 8 per cent. Thiscomesáftera — 
scorching growth rate of 8.5 per cent in 2003-2004 and x 
acreditable 6.9 per cent in 2004-05. It would only bi 
the second time in India's economic history that it ha: 
maintained a growth rate of about 7 per cent for three years, 
| Deputy editor Niranjan Rajadhyaksha looks at this phase of 
high growth through the lens of recent history to understand. 
| thethreats and the opportunities better. 

There is a clear possibility that this is the break-out tha 
| India has been looking for. According to calculations done by 
Arvind Virmani of Icrier, India should become the world’s 
| second largest economy (in purchasing power parity terms) 
by 2040, if it continues growing at 7 per cent a year. China, 
according to him, will be the 

| largest economy by then and 

| the US, the third largest. Seven 
per cent is much lower than the 
9-10 per cent growth rate that 
China has managed over the 

| last few decades, but then, 
China has a government that is 
neither shy of attracting foreign 
investment nor diffident about 

| investing in infrastructure. Until 
we bridge that governance 
deficit, we are unlikely to bridge 
the difference in economic performance between the two. 
Wrong policies hurt growth in two ways: they restrict capital 
| investment, and they dampen the productivity of capital 
The change of guard in Bihar after the latest round of st 
|. elections suggests that the governance deficit may be 
becoming manageable. The political environment in the two 
large states of Bihar and Uttar Pradesh has been one of the 
major drags on India’s economic growth. The fact that the 
| new chief minister of Bihar, Nitish Kumar, has put I 
development on the top of his agenda is an indication that. 
things might be about to change. Hopefully, Lalu Prasad 
Yadav would be the last of the chief ministers to believe th: al 
development does not matter. If you see this developmen 
along with the pro-market policies of the Marxist chief — 
minister of West Bengal, Buddhadeb Bhattacharjee, and the 
aggressive wooing of business by Jharkhand’s chief minister, _ 
Arjun Munda, the pattern is strikingly positive. Mindsets are. 
beginning to change in the heartland of poverty. 


| le 





















































TONY JOSEPH, EDITOR 
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TAMIFLU 


Generic in 
jeopardy 


HE innovator and the mar- 

keter of the world's most 

sought-after drug have kis- 

sed and made up, but gene- 
ric drug makers are not sure if they will 
be joining the celebrations. 


iflu, the drug which appears to offer 
the best hope against the H5N1 strain 
of avian flu sweeping South-east Asia, 
has settled its spat with Swiss MNC 





_ Will almost double from 10 per cent to 
<: 19 percent. In addition, Roche will be 
<- paying $62.5 million to reimburse the 


first nine months of 2005. 
Under the deal announced by the 
companies last week, Gilead, which 
sold Roche the right to make and sell 
-Tamiflu in 1996, will see its Tamiflu 
revenues swelling to $100 million- 162 





HE rebound in the Sensex 
from itslows in October is part 
and parcel of the bounce in 
i emerging markets, with the 
_ MSCI Emerging Markets Index up 5.9 
per cent in the month to November 22. 
Emerging Portfolio.com Research, 
Which tracks fund flows into emerging 
markets, says that inflows into emerging 
market equity funds in the second week 
: of November, at $1.87 billion, was the 
highest in any week this year, while in- 
-flows in the third week were $1.2 billion. 

Clearly, liquidity has once again flooded 
-the emerging markets. 

One clue to the resurgence is pro- 
vided by the US Treasury International 
Capital data, which records how much | 
_ of US securities have been bought by | 
_ foreigners, and how much foreign secu- 
rities have been bought by US residents. 
Recent data show that net foreign capi- 
tal flows into the US soared to an all- 
time high of $101.9 billion in September 
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Gilead Sciences, the maker of Tam- | 


Roche. The royalty it gets from Roche | 


Foster City-based biotech firm for the | 











| million in 2004. 











million in 2005 from $45 


What is significant 
for Indian firms such as 
Cipla and Ranbaxy, 
which are ready with 
generic versions of the 
drug, is the part of the 
pact that says Gilead 
and Roche will work to- 
gether through a joint 
committee to oversee making and 
commercial development of Tamiflu, 
which is in extreme short supply. 

Ranbaxy, one of the four firms that 
appeared to have been shortlisted by 
Roche for a sub-licence, has now writ- 
ten to the health ministry, asking it to 

























Star anise (L), the ingre- 
dient for Tamifiu (below) 
check on the extent of 
patent coverage sought by 
Roche and Gilead in India. 
Ithas also sought the views 

of the commerce min- 
istrys department of in- 
dustrial policy. & promo- 
tion on allowing generic 
firms to make the drug. 

The letter, say sources, 
is a response to the worry 
that the seven process and 
product patent claims filed 
by Gilead-Roche coverthe  . 
use of every intermediate, .: 
including quinic acid, in 
making Oseltamivir, the 
generic ingredient of Tami- 
flu. Ranbaxy has been us- 
ing quinic acid for its for- 
mulation. 

The bigger concern is that the 
mailbox application in India by Gilead 
on the compound is too broad in na- 
ture (it is for carbocyclic compounds, 
according to our information), unlike 
drug patents, which are quite specific. 
Cipla chairman Yusuf K. Hamied had 











STOCKS 


Markets bounce back 
on global liquidity 


Most of last year, when the US dollar 
was depreciating against all the major 
currencies, the concern was that for- 


eigners would tire of putting their | 


money in US stocks and bonds, thereby 


making it difficult to fund the yawning | 
US current account deficit. And if for- | 
| eigners did not buy US bonds, the long | 


bond yield would rise, raising mortgage 
rates in its wake, which could burst the 
housing bubble, deflate consumption, 
prick the debt bubble and hurt the US 
economy and the markets. 

Thankfully, this doomsday scenario 
was never realised. The low point was 


i 
i 


reached in April this year, when net for- | 
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eign buying of US securities was around 
half the September levels. . 
Things are different now. With a high 
US Federal Funds rate and a strong dol- 
lar, foreign buying of US assets is at 
record levels. This has a two-fold im- 
pact. One, it boosts the dollar. Two, it 
keeps the downward pressure on bond 
yields, which sustains the US mortgage 
and consumer credit markets. The up- 
shot: the continuation of the virtuous 
cycle of US consumption-led growth * 
leading to foreign exports, the surpluses ` 
from which are reinvested in the US. 
Already, the yield on the benchmark 
10-year US bond is around 4.4 per cent, 








told BWthat he would be opposing 
the patent. If the broad patent is 
granted, it would close most options 
forgeneric companies. 
All that Ranbaxy executive direc- 
tor for corporate affairs Ramesh L. 
Adige would say about the com- 
panys new approach is that "as a re- 
sponsible Indian multinational, we 
have offered our product to the gov- 
ernment as well. We are also in dia- 
logue with Roche for a global, volun- 
tary, non-exclusive licence." While 
“listing out the patent applications 
made in India by Roche and others, 
“we have brought these issues to the 
attention ofthe government”. 
; Ranbaxy, which had its initial 
"meeting with Roche on 29 October, is 
expecting another one soon. One 
comfort for it is that the process 
patent claim is for an enteric-coated 
formulation; Ranbaxy officials say 
theirs is not an enteric-coated ver- 
sion. What all this shows is the lack of 
transparency on the patent process 
in India and the government's inabil- 
ity to spell out its stance on Tamiflu 
despite the threat ofapandemic. @ 
LATHA JISHNU 





WHY CORPORATE MARGINS ARE BEING SQUEEZED 


Fuel costs continue to rise by around 10 per cent y 


ear-or-year, while 


the rise in prices of finished goods has decelerated sharply 


rowth in WPI: 


Manu 


WPI: Wholesale price index 





well below its peak of 4.68 per cent on 4 | 


November. (However, one point of con- 
cern is that the central bank inflows 
into the US bond market have eased 
considerably.) 

Add the fall in the price of oiland the 
easing of concerns on inflation, and you 
have a strong basis for the stockmarket 
rally. In India, of course, buying by do- 

;::mestic funds, which were sitting on 
"cash, has added to the recovery. 


Nor does global liquidity appear to | 














Ë the UK and the euro area, the data are for Sep 2005 





Figures in %. Money Rund growth for the US and Japan are T Oct 2005; For i 


be ebbing anytime soon. According to a 


report by Morgan Stanley's Joachim | 
Fels, despite the hikes in the Fed Funds | 
rate, global liquidity has become more | 


abundant this year. Fels measures ex- 
cess liquidity by comparing money sup- 


| thesame quarterlastyear, broad mor 


plygrowth with growth innominalgross | 


domestic product. 
Taking the US, the UK, Japan, Eu- 


| time last year. Note that thei 
| growth in US money supply is below t 


roland, Canada and China, he finds that | 


growth in money supply in these re- | 


gions has outpaced nominal GDP 


growth, thus adding | 


to the already over- 


In Fels’ view, the Eu- 
ropean Central 
Bank has been the 
main contributor of 
excess liquidity this 


main financier of 
global asset price 
inflation". 
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year, and thus “the | 
| tion, but alse bring in new investors a 


| Bos. which means more money is 
abundant liquidity. | 


| vestment. 
The same point | 


























is made in the table, which shows! 
while the rate of growth in GDP in i 
four main countries/regions is lowe: 
the third quarter of 2005 compare 


£ 


growth (with the exception of Japan 
now higher than whatit was at the san 


rate of growth in nominal GDE i 
ing monetary tightening. But i 
=e area bane me UK, money su 


available for speculation. 

To be sure, an abundance of global 
liquidity is no protection against high 
relative valuations, All the more reat 
in a market like Indias, to have large 
IPOs and disinvestment programmes 
that not only expand market capità 


garner resources to be used for real i 


MANAS CHAKRAVARTY. 


_/ Limits of coercion: The stance on Iran that Prakash Karat (R) demanded at this rally with Amar 
Singh (L) and Mulayam Singh was quietly but firmly refused by Manmohan Singh 


SEI TERT YEP LY se PENT 
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ESPITE the collapse of 

communism worldwide 

and the disintegration of 

the USSR, Moscow is still 

giving succour to the 
communist parties in India. That's the 
irony of the three-week-long talks in- 
volving Russia, Germany, France, the 
UK, India, the ‘troika’ of the Non-Align- 
ed Movement (NAM), and finally, the 
US, which has taken Iran off the list of 
mounting problems facing Prime Min- 
ister Manmohan Singh. 

It is now hypothetical to consider 
what may have happened to Left pos- 
turing on the UPA government's foreign 
policy if the Kremlin's plan to shift the 
enrichment of Iranian uranium to Rus- 
sia had not defused the crisis at the In- 
ternational Atomic Energy Agency 
(IAEA) in Vienna and hauled Tehran be- 
fore the UN Security Council instead. 

The Kremlin-inspired talks, which 
reduced the 24 November meeting of 
the IAEA board of governors to an anti- 
climax on Iran, area telling comment on 
how far Manmohan Singh has travelled 
down the road as a practitioner of for- 
eign policy since he became Prime Min- 
ister one-and-a-half years ago. 





IRAN & THE IAEA 


Russia to the rescue 


India’s communists wanted a hard line, but the 
PM'S diplomatic efforts have spared them a red fade 


The first indication that a new diplo- 
matic initiative on Iran was under way 
came from the PM on 8 November, 
when he was asked about comments by 
Natwar Singh in his twilight hours as ex- 
ternal affairs minister in favour of 
changing Indias vote at the IAEA to sup- 
port Iran on 24 November. The PM 
tersely said a new vote may be unneces- 
sary in Vienna. Pressed further, he just 
added that "talks are on with a lot of 
countries to evolve a consensus". 

The New York Times got wind of the 
Russian initiative 48 hours later, after 
IAEA director-general Mohamed El Ba- 
radei met US secretary of state Condo- 
leezza Rice and told her that Moscow's 
plan had the backing of the ‘EU-3’ (Ger- 
many, France and the UK, which had 
earlier tried to talk Tehran out of a con- 
frontation with the international com- 
munity over its nuclear programme), 
India and leading NAM nations. 

As India had broken ranks with its 
traditional allies, it had unexpectedly 
emerged as a factor in the talks over 
Iran's nuclear future: a factor with the 
EU-3, the US and, most important, Iran. 
Before his departure for Dhaka for the 
Saarc pre-summit meetings, the British 
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High Commissioner in New Delhi met 
foreign secretary Shyam Saran and 
briefed him how things were going. 

The Iranians, meanwhile, did the 
same with Indian ambas- 
sador K.C. Singh after the 

\ NAM ‘troika’ of Cuban, 
! Malaysian and South 
African foreign ministers 
visited Tehran and sought 
Iran's co-operation to avoid 
a crisis in Vienna. At least 10 
days before the IAEA meet- 
ing, South Block knew that 
Irans programme was no 
longer a crisis and Tehran 
would not be referred to the 
UN Security Council. 

Meanwhile, the Left was 
cutting a sorry figure, organ- 
ising a rally with Samajwadi 
Partys Mulayam Singh in 
Lucknow and demanding 
that the government declare 
g its stand before the Vienna 

meet even though there was 
no resolution at the IAEA on 
which India could take a 
stand. By refusing to brief the 
Left at every stage of the Iranian talks 
and insisting that decisions on key na- 
tional security issues will only be taken 
at the Cabinet Committee on Security, 
the PM has quietly, but firmly, insisted 
on his right for enough room to ma- 
noeuvre on sensitive diplomatic negoti- 
ations. Hopefully, the experience will 
make the Left realise the limits of its co- 
ercion on strategic issues. 

If Russia had not come up with its 
proposal to defuse the Iranian crisis, or 
if Iran had rejected the Russian propo- 
sal, India would have had no option but 
to go along with a broad international 
consensus in Vienna against Iran. That 
would have left India's Left with egg on 
its face, but Moscow has once again 
saved their day. In his eternal resting 
place, this is enough to turn Vasili Niki- 
tich Mitrokhin, one-time senior archi- 
vist in the First Chief Directorate of the 
KGB, who has broughtto lightalot ofthe 
secret dealings between Indian com- 
munists and their patrons in Moscow 
when they both believed, to use a line 
from the latest, posthumous, Mitrokhin 
book, "the world was going our way". 8 

K.P. NAYAR 











The author is diplomatic editor, The Telegraph 


Today, millions of Indians are thinking big. 
Here's a bank that helps them think even bigger. 





IDBI, a 40-year-old financial giant has powered infrastructure sectors like 


Power, Steel, Telecom, Fertilizers and Cement. It's also helped set up the NSE, 

in Bada! 
EXIM Bank, SIDBI and NSDL. IDBI Bank, one of the fastest growing A&O Sochein i 
* commercial banks in India, has over a million customers across 1€ 





in 95 cities. These two have joined hands to form a new banking entit 
IDBI Ltd. Together they offer the solidity of a Rs. 80,000 crore a 


IDBI Ltd. has thought big. Because a big thinking nation, needs a big thinking ba fustrial Development Ba 


Befecam sanae 





3 branches 
y known as 
sset base 
bing bank 


LEMS 


Regd. Office: IDBI Tower, WTC Complex Cuffe Parade, Mumb 





F you thought the hedge fund 
business couldn't get any bigger, 
tty this out for size: $100 billion. 
That's how big a new 'quant' fund, 
to be started up by one of the most 
* successful managers in the 
, business, could be. 
: ‘Quant’ funds use complex 
, Mathematical and statistical 
* models that seek to exploit minute 
;, price differences between different 
markets for the same assets. It is 
computers, often programmed 
«€ with models developed by 
"e mathematics and physics PhDs, 
? that do the trading. 
s The most famous 'quant' fund 
" was Long-term Capital Manage- 
*.4. ment (LTCM), the infamous hedge 
^ fund with two Nobel laureates on its 
; board. it threatened to take global 
iU financial markets down after it 
_@ collapsed seven years ago. Not 
^*' much was heard of these funds 
; thereafter, but they never really 
"?' went away and are back in the 
^4» headlines now, 
1 James Simons, a mathemati- 
. cian, has run one of the hedge fund 
' world's most successful ‘quant’ 
. funds for the last 17 years. Called 
; Medallion, it has retumed an aver- 
' age of 34 per cent every year since 
. its inception on assets of $5 billion, 
and the retums have reportedly 
= been highly consistent. Simons’ 
. record is reported to be better than 
“>. that of his much more famous 
counterpart, George Soros. Like 
other ‘quant’ funds, Medallion uses 
sophisticated computer models to 
look for predictability in the prices 
of thousands and thousands of 
assets, and trade on the basis of 
, that. Unlike LTCM, however, it uses 
much lower amounts of leverage. 
: Simons is now all set to start up 
= = anew, $100-billion fund, which is 
"€ to be targeted at large institutional 
. investors. The world's central 
; bankers must be hoping that the 
' models used by Simons and others 




























| unlikely to be wrong, at least with 
|. respect to broad trends. The far 
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by Avinash Celestine 


like him are a bit more robust this 
time around. 


£ 


ROM the perennially happy 

state of the bourgeoisie to the 
perennially sorry state of the prole- 
tariat. Last week, the Central gov- 


emment released statistics showing j 
that the more educated you are, the | 


greater the chances that you might 
be unemployed. One of 10 males 


| who has completed secondary 


education in rural India is unem- 


| ployed. For women, the unemploy- 


ment rate is double that, or one in 
five. In urban India, the unemploy- 


| ment rate among similarly educated 1 
| men and women is 13.8 per cent 1 
and 23 per cent, respectively. For 


male graduates, both in rural and 
urban areas, the rates are 7-8 


| percentage points higher. Two out of | 
| five female graduates in urban and. | 


rural India are unemployed. 

These unemployment rates are 
far higher than that of the labour 
force as a whole (educated and 
uneducated) simply because when 
one is poor and, hence, more likely 


be uneducated, he or she will pretty x 


much take whatever job is on offer, 


j never mind the quality of work. 


Researchers don't usually trust 


| Such data because they are based 
| on so-called 'thin-sample' surveys. 


But the fact remains that it is 


more accurate "large sample' data, 
last released in 2000, reveals 


| similar trends. Fourteen per cent of © 
| youth (age group of 15-29 years) | 


who had completed secondary 
education in both rural and urban 
India were unemployed then, 


| compared with just 5.4 per centfor | 
| all youth in that age group. Almost. | 
| one of four youth who had 

; completed some form of technical 


very comforting thought. B 
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CREDIT CARDS 


Some respite 
for the harassed 


HE Reserve Bank of India's 

norms for the credit card indus- 
try should bring some relief to har- 
ried card users. The norms address 
issues like the disclosure ofthe the 
conditions under which the card is 
issued and the privacy of personal 
information of card holders. 

Some of the guidelines will need 
an overhaul of banks' systems and 
processes. Puneet Chaddha, head 
(cards & retail assets), HSBC, says: 
"In anticipation of these RBI guide- 
lines, the large players like us have 
started working towards complying 
with them." 

Flouting the norms will attract 
penalties, but consumer bodies 
doubt how effective enforcement 
will be as they feel the redressal ma- 
chineryisnotstrongenough. W 

RACHNA MONGA 


THE SALIENT POINTS 
When the card is issued: 


€ Brochures to show all fees and 
service charges, credit limits and 
billing procedures in Aríal-12 font. 
€ Interest rates to be given as an- 
nualised percentage rates; method 
of charging interest on unpaid sums 
to be displayed prominently. 

After the card is issued: 

€ The bank cannot charge on un- 
solicited cards. If it does, it will be 
penalised double the card charges. 


€ Bank will need a prior consent for 
upgrading the credit limit. 

For maintaining privacy: 

€ Do-not-call registry (DNCR) to be 
set up in 2 months. 

@ For tele-marketing, DSAs of 
banks to get customer list approved 


by latter. Consent of customers 
must before sharing information. 


€ Customers to be explicitly told 
about credit information sharing 
with the credit information firm. 
For grievance redressal: 


® Machinery with a designated offi- 
cer to be set up by banks. Contact 
details to be mentioned in bills. 





































ILICON Valley's angels are fi- 
nally ready to let the money 
do the talking. After a two- 
year-long scrutiny of the in- 
vestment landscape in India, 
the alley: 5 venture capital fraternity is 
ing down to what it does best — 
, bankrolling start-ups. 

| Conservative industry estimates of 
the fund flow over the next 12 months 
peg at least $800 million to be invested 
in India. Just as the private equity party 
is beginning to get interesting in India, 
venture capital has decided to step into 
the arena as well. 

Although it appears that venture 
capital had taken a back seat to private 
equity through most of 2005 in terms of 
deal flow, the former hasn't exactly been 


Investors 





Deal run: VCs return to start-up funding 


Investee 


VENTURE CAPITAL 


Return of the angels 


Private equity has dominated 2005, but VCs are beginning to make a mark 


sitting idle. (See “Deal run: VCs return to 
start-up funding’). If the big boys of pri- 
vate equity — the Singapore govern- 
ment controlled Temasek, Warburg Pin- 
cus, General Atlantic Partners and 
Blackstone — have been hogging the 
limelight with large and small deals, the 
venture capitalists have been busy set- 
ting the stage for their comeback. 
Sample this: Bangalore-based West- 
Bridge Capital Partners has just raised a 
$200-million India fund to invest in 
early-stage non-technology services 


companies. Draper Fisher Jurvetsonhas | 


raised a $200-million fund for technol- 
ogy start-ups. Cisco Ventures has ear- 
marked $100 million for early-stage 
funding in India, and the Nokia-con- 
trolled BlueRun Venture has set up shop 





Deal size Sector 


($ mn) 
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in Delhi to look at start-ups in the wire- 
less networkingspace. Meanwhile, Intel 
Capital has earmarked a fresh $100 mil- 
lion for the Indian market, and Jump- 
startup is raising a new $100 million 
fund, That's a lot of activity for a fairly 
short period. 

Outsourcing and the India-US 
cross-border model remain the domi- 
nant theme, led by investors like Nor- 
west Venture Partners, Jumpstartup and 
Sequoia Capital. But a few investors are 
also betting on new themes. 

Take WestBridge. Co-founders 
Sumir Chadha and K.P Balaraj have de- 
cided to gamble on what they term “the 
flip side of outsourcing”. One of the ear- 
liest India-focused funds to invest in 
cross-border start-ups, WestBridge now 
plans to invest in sectors that are grow- 
ing due to the outsourcing boom — re- 
tail, hospitality, healthcare, consumer 
finance and even the Internet (mobile 
content). “The outsourcing boom has 
brought in its wake an increase in con- 
sumer spending and we think there is a 
big opportunity in domestic [Indian] 
companies," says Chadha. 

Other venture capital funds too are 
beginning to look at the Indian market 
more closely. Norwest's Promod Haque 
is betting that companies like Veraz Net- 
works and OpenSilicon, which do back- 
end development in India, will, over 
time, generate revenues from the Indian 
market as well. 

Ifthe momentum sustains over the 
next 12 months, venture capital could 
well run neck-and-neck with private eq- 
uity in terms of the dollar value of the 
deals. In 2004, venture capital and pri- 
vate equity firms invested $1.1 billion in 
India. Venture capital accounted for just 
12 per cent of that amount. From the 
looks of it, private equity funds would 
dominate the dollars invested in 2005 as 

well, but if venture capital steps in to 
even the balance, private equity's big 
boys will have to look that much harder 
for companies and deals. B 
SNIGDHA SENGUPTA 


ENVIRONMENT FRIENDLINESS 
BEGINS AT HOME. 


Grundfos' Chennai plant rated a 
“LEED Gold' Green Building by U.S.GBC. 


At Grundfos, we understand the significance of responsibility towards 
the environment. It is this recognition of the need to think long-term that 
drives us to constantly innovate a range of energy-efficient pumps and 
pumping solutions. We take pride in extending our commitment not only 
to business but also to the way we do business. 





Think long-term. Think Grundfos. 


GRUNDFOS / 





Grundfos Pumps India Pvt. Ltd. No. 118, Old Mahabalipuram Road, Thoraipakkam, Chennai - 600 096. Tel: +91-44-2496 6800 / 2496 030 
Fax: +91-44-2496 6969 Email: salesindia@grundfos.com Website: www.grundfos.in Mumbai: 022-26867317. Delhi: 011-5222609 
Bangalore: 080-26492660. Kolkata: 098300 54047. Ahmedabad: 098240 99618. Pune: 098223 22309. Hyderabad: 098480 3905 
Vizag: 098486 53227. Kochi: 098474 28872. Surat: 098241 49229. For service enauiries: serviceindia@ grundfos.com 








WE HELP YOU 
READ THE FUTURE. 





HERE'S SOMETHING 
TO PLAN IT. 





* Dimensions: |5cm X 20cm 

* One page per day for better planning 

* Project plan notes 

* Finance notes 

* Seperate sections for appointments and addresses 


* 3 year calendar 


To help you keep track of the coming 
year, Businessworld brings you a unique 
leather bound Planner. So fill out the 
form below and mail it to us immediately. 
After all, it's best to plan ahead. 


_* Till stocks last. 


Read Business. 
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MARKETING 


Coming of age for 
marketing services 


ELOW-the-line mar- 
keting has certainly 
arrived. Last week, 
the — 3.83-billion- 
euro Publicis Groupe, the 
worlds fourth largest market- 
ing communications group, 
bought 60 per cent of Solu- 
tions Integrated for an undis- 
closed sum. At billings of Rs 
300 crore in 2005, Solutions is 
among the largest 'integrated 
marketing services' outfits in 
India. It does below-the-line 
(BTL) marketing activities like 
events and retail promotions. 
Publicis-Solutions is the 
second such deal in 2005. Ear- 
lier, Mudra took a 74 per cent 
stake in Kidstuff Promos & 
Events. The deals underline 
the importance that marke- 
ters are attaching to BTL or non-adver- 
tising communication. Solutions' is also 
the first buyout of an Indian services 


firm by a foreign holding company. The | 


idea, says Marc Landsberg (L), president 
of Arc Worldwide, the marketing ser- 
vices arm of Publicis, is to plug a gap in 
its Indian portfolio. Solutions will be a 
resource for similar companies in Publi- 
cis Groupe — Publicis Dialog and Saat- 
chi & Saatchi X. That means Solutions 
could bean offshore arm for tele-calling 
or loyalty programmes. 

The 10-year-old Solutions has been 
looking to scale up. Managing director 
and co-founder Srikant Shastri reckons 
that would now be possible with access 
to the clients of Publicis' five agencies in 
India, such as Leo Burnett and Saatchi & 
Saatchi. Could Solutions end up being a 
mere BPO arm for Publicis? Says Shastri: 
"Offshoring is an opportunity since it 
makes Publicis more cost-efficient and 
we intend doing that. Currently, about 
15 per cent of our business comes from 
the rest of Asia-Pacific.” 

Landsberg says his clients are con- 
stantly asking him if he can cut costs by 
offshoring to India, or elsewhere. 





Shastri estimates that the market for 
non-advertising communication is 
worth Rs 2,500 crore. "The big difference 
between BTL and above-the-line [ad- 
vertising] is that the latter is largely 
through organised players," he says. 

For more than five years now, mar- 
keters have been increasingly spending 
on 'extending consumer experiences' 
through events, promotions and so on. 
At 0.35 per cent of GDP or Rs 13,000 
crore, ad spends (mass media) are 
rather low for a market that boasts of 
one ofthe world’s largest bases of young 
consumers. Brazil, for instance, does 
1.52 per cent and the US, 0.93 per cent. 

Marketers still need mass media, but 
are hard put to find clutter-free avenues 
of reaching consumers when almost 
every medium is booming. Many ad 
agencies tried to offer marketing ser- 
vices. When they failed, specialist firms 
proliferated, with many having loose af- 
filiations with mainline agencies. Now, 
with non-advertising communications 
contributing 30-40 per cent to agency 
billings, agencies are seeing merit in 
buying marketing services firms. a 

VANITA KOHLI-KHANDEKAR 





SANJAY SAKARIA 
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WORLD No. 1 Pfizer and Indian 
leader Ranbaxy Laboratories have 
locked horns over the former's $11- 
billion Lipitor, the best-selling anti- 
cholesterol drug. Their latest court 
battle was in Norway. Oddly, both 
companies issued press releases saying 
the verdict has gone in their favour. To 
get some clarity, BW's GinaS. Krishnan 
contacted both the companies. Till the 
time of going to press, Ranbaxy had 
not spoken, but Pfizer's assistant gen- 
eral counsel for IP enforcement, Jeff 
Myers, had. Excerpts from the 
interview. 


m Has Pfizer won in Norway? 
Pfizer has won. You must understand 
that patents are national rights given 


to a company. Most pharmaceutical | 


companies will file patents in the 


markets that are significant to them. | 


In the US and the UK, they are part of 
a family of patents that have been 
filed to protect the drug. In countries 
like Finland and Norway, Pfizer has 
filed patents on the product as well as 
on processes. Ranbaxy is either trying 
to bypass Pfizer's patents by using a 
non-infringing process to manufac- 











Pfizer's patent is 
intact in Norway' 


| Bi Where are the main litigations hap- 


ture the product, or it is trying to prove 
that Pfizer's patent is invalid. In Nor- 
way, Ranbaxy has a process claim. It 
has used a non-infringing process in- 
volving the conversion of crystalline 
atorvastatin to make the product. We 


sell it in crystalline form. But unless | 


Ranbaxy can get the intermediate 
compound infringement ruling over- 
turned, Pfizer's Lipitor patent pro- 
tection remains intact in Norway. 


m Tin when's the Norway patent valid? | 


It is valid till 2009. 


= How large is the Norway market 
for Lipitor? 

We really do not split up our interna- 
tional sales figures. We give out sales 
in the US and the rest of the world 
[separately]. US sales of Lipitor are 
worth $6.6 billion. 


} 





pening with Ranbaxy? 

Weare defending Lipitor in all the ma- 
jor markets of Europe — Germany, 
Italy, Spain, Ireland, Belgium and the 
Netherlands — except France. Ran- 
baxy has not made any case in France 
and we have no idea why the French 
market is different. While most trials 
will come up in 2006-07, the big one is 


| in the US. We have been waiting since 


last December [2004]. 


m How does the trial go in the US? 
The trials in the US happen with three 
weeks of witnesses. Thereafter, there 
is a post-trial briefing. That has been 
completed. With all papers submitted 
in the court, both the parties get a 
chance to present their case. At the 
moment, we are waiting for the 
judge's decision. 
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/ percentand earnings before in- 
. terest, tax, depreciation & amor- 


- first nine months of 2005, Ran- 


/ percentand EBITDA marginisat 


- period of 2004. The last quarter 


. swers. From what the company 
— banking rather heavily on cost 


^ (See ‘Making It Work). “We want 


Ranbaxy sets itself a daunting task 


PHARMACEUTICALS 


The company says it will double EBITDA margin during the next year. Can it really? 


HE  $1.17-billion 
Ranbaxy Laborato- 
ries has predicted a 
rosier 2006 than 
many analysts are 
estimating. It expects consoli- 
dated global sales to grow at 18 


tisation (EBITDA) margin to 
double to 16 per cent of sales. 
These announcements were 
made atits annual analysts’ meet 
in Mumbai. 

This makes one sit up. In the 


baxy's sales have dropped by 3 


8percentofsales compared with 
23 per cent in the comparable 


was particularly brutal — net 
profit dropped 91 per cent. Pric- 
ing pressures on generics in Ran- 
baxy's largest market, the US, 
show no signs of easing. Some 
large generics buyers in the US 
are cutting inventories from 90 
days to 45 days citing price defla- 
tion, says CEO Brian Tempest. So 
how can Ranbaxy achieve such a 
turnaround? 

There are no radical, new an- 


told analysts, it appears to be 
cuts, and new generics launches. 
to come out of this a lean, mean 
company,” said Tempest. Sure, this is the 


thing to do in a commoditised business 
like generics that is also facing a cyclical 


7 downturn. "The company is clearly 


making an effort," says an analyst. 

Itis an uphill task. In spite of organi- 
sation-wide initiatives since 2002, Ran- 
baxy's costs are still higher than that of 


; its peers like Sun Pharma or Cipla. (See 


"Trial By Fire, BW, 12 September 2005.) 
Some ofthe proposed measures appear 
fairly straightforward — like conducting 
bioequivalence trials in-house, instead 





MAKING IT WORK 


Key Factors 


R&D (lower spend) 
Cost saving initiative 
Litigation (lower spend) 
US: Price erosion 


New products 
Branded 


Rest of world: New products/mix 
Improvement in cost of goods sold 


of in the West, starting early next year. 
The company will commission a new 
facility in January 2006 for these trials. 
That should save it a good amount of 
money immediately, says Vijay Batra, 
head (generics, NDDS and drug devel- 
opment), Ranbaxy. 

However, other initiatives, like re- 
ducing the cost of goods sold, will take 


time to show results. Ranbaxy also | 


wants to pare its litigation expenses, 
even as at least three cases involving its 
drugs are set to go for trials in the US 
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next year. "The question is ` 


whether it can pare costs with- 
out adversely impacting the 
business," asks an analyst who 
attended the meeting. 

Ranbaxy has also assumed in 


ket exclusivity in the US on one 
dosage form of pravastatin, the 
generic of Bristol Myers-Squibbs 
$2-billion statin Pravachol, and 
'shared exclusivity' (with three 


Johnson & Johnson's $350-mil- 
lion Provigil, prescribed for nar- 
colepsy, one kind of sleep disor- 


announce officially that Ran- 
baxy is entitled to exclusivity on 
pravastatin. And the Provigil op- 
portunity is subject to the out- 
come oflitigation. 

Earlier this year, the com- 
pany had to revise both topline 
and earnings per share guidance 
for 2005. Since October the com- 
pany's market capitalisation has 
shrunk by 21 per cent. The com- 
pany accepts it was taken un- 
awares this year by the pricing 
environment in the US, but says 
it is better prepared now. "In 
2005, pricing pressure was a lot 
more intense than we antici- 
pated; It is difficult to change 
course quickly," says Malvinder 
Mohan Singh, president (phar- 
maceuticals). A lot rides on how 
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its guidance six months of mar- ` 


other players) on a generic of | 


der. But the FDA has yet to ` 


a 


Ranbaxy manages investor €x- ` 


pectations now. Singh himself has ag- 


| gressively raised his stake in the com- 


pany from 32 per cent to 36 per cent in. ` 


the past year or so, when stock prices 
were ruling higher. 

Despite the odds, Ranbaxy has his- 
tory on its side. Not too long ago, the 
company had staged a turnaround: af- 


ter bleeding for successive quarters in | 


the US in the late-1990s, it went on to get 
most of its profit from there. Will it de- 
liver once again? m 

GAURI KAMATH 








It's not just a credit card 





III 





b 
"m ° ARE 
omo Boe NE: 
QSS SERE NUR 
Ll 
kx 


It's giving you business clas 


The Jet Airways Citibank Gold MasterCard makes your life 1 
you avoid queues when you check-in at our exclusive Club Premié 
while your flight is readied for take-off. Use your upgrade vouch 
——— 


m 4 JPMiles for every Rs. 100 spent m Three 3096 Discou 
on sign-up, renewal and for every 4500 JPMiles earns 
m 1000 Bonus JPMiles on sign-up and renewal 8 Exclusive offers frc 


Take-off with the Jet Airways Citibank Gold MasterCard. To app 





Conditions apply. 


JET AIRWAYS ` 


| THE JOY OF FLYING 











— — 

See Ee 
|“ 

i masom 

-— em 

LI k. 

l enm 

w La... B 





E . rene * m 
rivileges when you fly. ME 
P9P2105 385865 ` E m 
ye comfortable in the air and on the ground. For instance, 4 JPMiles for every Rs. 100 were 
eck-in counters. Then relax at our Club Premiére Lounge, 
fly Business Class, thanks to the power of your Card. 


uchers for family tickets m Complimentary upgrades to Club Première 
Complimentary access to Club Premiére Check-in and Airport Lounges 
e Park Hotels and Fortune Park Hotels by Welcomgroup 


p MasterCard 


Artar citibank 


for the frequent traveller. 





STS] 


Ba sit Ba als aaaea ie Bie | 


"XJ 


LT RS a RETE SSIUSITNeIS CN 


CJ 





Transaction tax digs 
out undeclared cash 


F finance ministry sources are to 

be believed, the unpopular 
banking cash transaction tax is 
beginning to justify its existence. 
They say the investigation wing of 
the Central Board of Direct Taxes 
(CBDT) has checked some of the 
bank accounts in Delhi from where 
fairly large and frequent withdrawals 
have occurred and have unearthed 
unaccounted cash to the tune of 
Rs 250 crore. 

One of the things that has come 
to light is that a number of people 
are just ‘lending their names’ to 
bank accounts through which money 
is flowing. “When we contacted 
individuals, they claimed that the 
money actually belonged to other 
people, X or Y or Z, and that they are 
only ‘namelenders’ to the accounts,” 
Says an Official. The idea now is to 
make the individuals concemed pay 
tax on the unaccounted cash to 
convert it into ‘white’ money. 

Considering Delhi’s large haul, 
Officials feel an all-India clamp-down 
could bring substantial revenues to 
the department. = 


Price of art: More 
than meets the eye 


EXT time you walk into an art 
gallery and pick up a Souza or a 
Vivan Sundaram, beware of the 








taxman. The finance ministry is trying 
to ensure that more people earning 
over Rs 10 lakh a year declare their 
actual incomes. For that, it is pulling 
all stops to identify such individuals. 
A special investigation group 
headed by B.D. Mishra, additional 
director (income tax), has recently 
compiled a list of art galleries in the 
country to track the purchases of 
paintings. The officials feel that a 
number of rich tax evaders buy art 
works for purposes of investment. 
Meanwhile, said finance ministry 
sources, other measures to improve 
tax compliance like media 
campaigns sensitising people about 
filing tax returns and the setting up 
of the financial intelligence unit, are 
beginning to show results. In 
October, for instance, personal 
income tax collections doubled year- 
on-year. It remains to be seen if this 
spurt translates into actual increases 
by the year-end. a 


The FBT beginning 
to pay off 


HE fringe benefit tax (FBT) has 

resulted in revenues of Rs 1,692 
crore till October 2005 (the tax was 
levied in July) and is expected to 
gamer about Rs 5,000 crore by the 
end of the fiscal year. Top finance 
ministry sources said that Budget 
2006 could see some modifications 
of the tax base, but ruled out the 
complete removal of the FBT. 

It was argued that the 
department cannot "afford to do 
away with it" and that with the 
changes in the depreciation rates 
announced in the last Budget, the 
FBT was needed to buttress 
corporate tax revenues. 

However, collection of the 
revenue is already in trouble with 
many companies challenging the tax 
in court. The Gujarat High Court has 
put a stay on revenue collection and 
the entire matter is now getting 
tangled in litigation. Here is another 
issue that might finally end up in the 
Supreme Court. s€ 

ANJULI BHARGAVA 
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Smalltowns 
the next wave 


LOBAL investors have sniffed 
G out a new investment opportu- 

nity in India — small town re- 
tail. PFH Investment Advisory, a retail 
asset management firm backed by the 
Pantaloon Group, is close to tying up 
$350 million from high net worth indi- 
viduals (HNIs) in the US and the UK. 
This fund, called Horizon, will invest in 
shopping properties of over 500,000 sq. 
ft, mostly in small towns. 

“We feel there is a great latent de- 
mand in towns for integrated develop- 
ment,” says Shishir Baijal, CEO & man- 
aging director, PFH. “Global investors 
are now willing to buy into the Indian re- 
tail story." Last year, he raised Rs 350 
crore to start the Kshitij Venture Capital 
(KVC) from corporates (49 per cent), 
HNIs (23 per cent), banks (18 per cent) 





HEMANT MISHRA 
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and financial institutions (10 per cent). 
The entire fund has been deployed. 
“Instead of spreading out thin over 
theentirecountry,weconcentratedona 
few cities," says Baijal. So, if KVC went to 
Cochin (which was a hub), it also went 
to Kannur, Trichur, Kozhikode, Kot- 
tayam, Kollam and Thiruvananthapu- 
ram. It did the same in Tamil Nadu. This 
fundis aiming fora return of30 per cent. 
Indicus Analytics, doing the resear- 
ch for PFH, estimated that rural house- 
hold market size was about Rs 12,70,000 
crore in 2003-04, or 58 per cent ofthe all- 
India total. Comparable figures for rural 
household market for FMCG was 
Rs 50,851 crore and 57 per cent. PFH is 
betting that a lot of this will move to or- 
ganised formats. And global investors 
are willing to buy that argument. m 
ROHIT VISWANATH 
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HREE companies, Beltek In- 

dia, Khaitan Electricals and 

Lenovo, are planning to enter 

the Rs 7,400-crore white goods 
market comprising refrigerators, air- 
conditioners, washing machines and 
microwave ovens. 

Unlike, say, TVs, the penetration of 
these products is low. And the growth 
potential is what is attracting manufac- 
turers. According to industry estimates, 
penetration of refrigerators is 18.2 per 
cent, washing machines 7.2 per cent 
and air-conditioners 1.3 per cent. Over- 
all, the segmentis growing at 13 per cent 
a year. Of this, air-conditioners are 
growing fastest at 20 per cent, followed 
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CONSUMER DURABLES 


A white hot market 


by washing machines at 12 per cent. 

Beltek, once a popular TV brand, has 
been relegated to the rural belts of the 
North and the West. Harish Kumar's Ma- 
haraja Appliances owns 
50 per cent of Beltek 
and will manufacture 
the products for it. 

The Rs 129-crore 
Khaitan Electricals, a 
branded fan maker, has started selling 
home appliances, wires and lamps re- 
cently. It plans to add TVs, washing ma- 
chines and air-conditioners to its range 
in 2007. Its vice-chairman Sunil Khaitan 
is talking with Kelon of China and an 
Italian contract manufacturer to explore 
production possibilities. 

The third, Lenovo of China, entered 
India with the buyout of IBM's PC busi- 
ness. Is is reportedly getting refrigera- 
tors and other consumer electronics 
goods designed by Elephant Design of 
Pune. Lenovo officials deny it, but the 
company chairman has hinted that it 
might expand its portfolio from 2006. 

While Beltek wants to stay regional, 
Khaitan wants to go mainstream. “If we 
getin, we have to go the LG way," he says. 








Both seem to be aiming at the bottom | 


| ceed and seven will fail". 





end the price-sensitive market. For that, 
Beltek is banking on brand recall, while 
Khaitan is looking extend its brand eq- 
uity in fans. To keep costs and prices 
down, they would manufacture in their 
units in tax-free zones. 

But the bigger players LG, Videocon 
and Igo (Onida's low-end brand), are 
targeting the low-end market, too, and 
could use differential pricing to block 
the newbies. But Beltek CEO R.S. Kand- 
hari feels there is space for all the play- 
ers: “The market is growing and so are 
we.” An expanded assortment will give 


| him better leverage with his dealers. 


But margins are tight and volumes 
not too high. Says Khaitan: “In every 
business, of 10 people, three will suc- 

a 
NANDINI VAISH 





BRANDED JEWELLERY 
Gaining glitter 


NTWERP-based Vijay Shah has 

marked his foray into retail with 

the Signet line of diamond jew- 
ellery. The owner of $500-million dia- 
mond trading and processing group 
Vijaydimon, Shah plans to open a 
chain of Signet shops across India and 
. Europe. The first opened 
. in New Delhi recently. 

About 80 per cent of 

the world's diamonds are 
processed in Gujarat. 
Then why move into re- 
tail? A diamond is worth 
25 per cent more when it 
is studded into a piece of 





jewellery, says Shah, and almost 50 
per cent more in a branded piece. 
Shah is acutely aware that he is 
entering a difficult arena. "Branded re- 
tailing of diamond jewellery is a very 
different game from the wholesale dia- 
mond trade," he says. "The designs 
turnover has to be high because of imi- 
tation, and the crowded market." 
However, it is growing at 25-30 per 
cent a year and was estimated to be 
worth $1 billion-1.5 billion 
in 2004. There are almost 
50 diamond and diamond 
jewellery brands in India 
now, including Nakshatra, 
Asmi, Gili, Arisia, Orra and 
Kiah. Many of these are 
sold through dedicated 
counters in large stores. 
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Price, Shah says, will be one of 
Signet's differentiators: "We're present 
at every level of the diamond chain 
and have margins at every stage, 
which gives us greater flexibility." 

A recent survey by Jewelbiz pegged 
Delhi as having the lowest awareness 
of branded jewellery of all the metros, 
but Shah says he opened up his flag- 
ship store in the capital because Delhi- 
Branded jewellery awareness in Mum- 
bai was highest, at over 92 per cent. 

Stores in Bangalore, Chennai and 
Mumbai would each cost Rs 200 
crore-250 crore, including the stocks. 
He says he would be happy if each In- 
dian store yields revenues of Rs 15 
crore-20 crore a year. = 
FEROZ AHMED 
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v E ERE'S a 
7 " question: 
— What kind of 
4 food does 
your office canteen 


“ stock? Pizzas, burgers, 
samosas, the ubiquitous 
— patties, or do you get a 
V choice of whole-grain 
7 bread, dal-chawal, sal- 
ads, sprouts, meats, etc.? 
This is no idle query, 
but one that has wide 
p ramifications on your 
Z staffers’ productivity. 
" Given that food fuels pro- 
Z duction, it is logical that 
—, employers trying to max- 
V imise productivity would 
Ur . provide some nourishing 
— fare at the workplace. 
J Meal breaks are also 
good times to de-stress 
and bond with col- 
V leagues. 
However, when the International 
Labour Organization (ILO) set out to re- 
search the food served at the workplace 
4 and the eating habits of employees, it 
7 discovered that the meal programmes 
/ were largely missed opportunities. 
| ILO’s interest in food at work stems 
from its concern about the declining 
v health of the world's population. Of the 
6.4 billion people on this planet, an esti- 
mated 1 billion are undernourished and 
an equal number are overweight. Thus, 
athird of the world's population suffers 
/ from bad nutritional habits that, in turn, 
7 lead to economic loss because of low- 
ered productivity. 
As much as 30 per cent lower pro- 
ductivity is reported in iron-deficient 
men and women. In the US, the annual 





Offbeat- 


Way to productivity 





economic cost of obesity to business 
(because of insurance, paid sick leave, 
etc.) is $12.7 billion. 

Food at Work, a fascinating book 
based on ILO's study, suggests work- 
place solutions for malnutrition, obesity 
and chronic diseases. With the average 
person spending about a third of the 
day at work, the workplace is a good 
place for health interventions. 

However, the ILO finds that most of 
the time the workplace meal scheme is 
either an afterthought, or not even con- 
sidered by employers. Canteens largely 
offer unhealthy and unvaried food. 

The study also shows that obesity 
can rise if drinking water is not provided 
at a convenient location as it increases 
the consumption of sugared drinks. 





For the study, ILO went 
into canteens, cafeterias 
and messes of large corpo- 
rations. Italso tookalookat 

street food in places like 
Kolkata and Bangkok as 
thousands of workers 
tend to buy their lunch 
offthe streets. In Kolkata, 
the study shows, street 
food is cheap, fresh, and 
has nutritive value, but 
handling offood and wa- 
ter are poor and often 
lead to E.Coli contami- 
nation. Indeed, food poi- 
soningis one ofthe more 
common reasons for ab- 
senteeism. 

So, is there any exam- 
ple of acompany show- 
ing tangible gains from 
providing its employees 
better food? Quite a few, 
actually. Take Singapore- 

based Boncafe, which sells gourmet cof- 
fees. In 2000, the company introduced 
“cooking points” for its employees to 
wean them away from street food. It 
found they looked forward to cooking 
and eating together and even donated 
the utensils. The company often bought 
fruits for the consumption of its staff. 
Over the last three years, Boncafe has re- 
ported a significant change in its em- 
ployees’ diets with more intake of fruits 
and vegetables. Each quarter, the well- 
ness of its employees is monitored and, 
three years after the intervention, the 
company’s medical costs have dropped 
37 per cent, medical leave by 25 per 
cent, and morale has improved. 

Moral of the story: Good food makes 
good business sense. = 
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have made 
Bihar the 
worst state 
in terms of 
every 
economic 
indicator 
E— the 
Worst by a 
long shot 








In the Heart of 





Dear Shri Nitish Kumar, 


ONGRATULATIONS on your con- 
vincing victory and welcome to 
Number 1, Anne Marg, which 
must be one of the very few 
houses in Bihar that gets a steady 
supply of electricity and other basic civic 
amenities. Your winning has proved that, at 
long last, the people of Bihar have chosen to rid 
themselves of the cynical politics of Lalu and 
his 15 years of obscene misgovernance. And 
they have done so in favour of someone who 
might actually administer the state and focus a 
biton long-forgotten things like development. 

I am sure you have a pretty good sense of 
how backward Bihar has become. Even so, let 
me share with you some indicators from the 
2001 Census of India. Given the spirited perfor- 
mance of your illustrious predecessor and her 
good husband between 2001 and 2005, I am 
sure the numbers are even worse today. The 
data are for rural Bihar which accounted for 
12.66 million households in 2001, or 9.2 per 
cent of all rural households in India. 

Banking: Let's begin with the percentage 
of rural households who have a bank or post of- 
fice savings account. The all-India rural average 
is 30 per cent. For rural Bihar, it is 19 per cent. 

Households with bathing space within the 
homestead: For rural India as a whole, the 
share is 23 per cent. This is bad enough, for it 
implies that more than three out of four rural 
households need to bathe in the open. But for 
rural Bihar, the figure is far worse: 6.3 per cent. 

LPGfor cooking: For rural India as a whole, 
6 per cent of households used LPG for cooking. 
In some states like Himachal Pradesh, the me- 
dian is as high as 22.4 per cent. The average for 
rural Bihar is 0.6 per cent — or one-tenth the 
rural India average. 

Electricity: Perhaps the most telling indica- 
tor of protracted misgovernance and underde- 
velopment in Bihar is electricity. For rural India 
as a whole, 43.5 per cent of households had 





Darkness 


electrical connections. Of course, this does not 
mean they get adequate supply of electricity. 
Butfor rural Bihar, it was a pathetic 3.9 per cent. 
Think about it. Not even one out of 25 house- 
holds in rural Bihar has an electricity connec- 
tion. The worst-off district is Araria, where rural 
electricity connection is as low as 1.2 per cent, 
followed by Jehanabad (1.5 per cent), then 
Gaya (1.7 per cent) and Kishanganj (1.8 per 
cent). In these districts, not even one out of 50 
rural households has electricity connections. 

If you were foolhardy enough to risk being 
robbed while driving at night from Jehanabad 
to Gaya, you will see only darkness. Occasion- 
ally, this is interspersed by the dim flicker of 
light from wickers and rude kerosene battis 
made out of modified Lal Baba zarda tins. 

Shri Kumar, here is one more truly frighten- 
ing statistics for you. The 37 districts in Bihar 
are sub-divided into 533 administrative tehsils. 
Do you know that there are 190 tehsils with over 
24 million people where less than one in 50 
households has electricity connections? Noth- 
ing can be more pathetic than this. Indeed, 
there is no state in as poor a condition as Bihar 
— not even Jharkhand — based on indicators 
like electricity. For the lack of space, I won't talk 
about the moon craters that pass off as roads. 

Let me say just this. If one were to look at the 
key asset, amenities and expenditure indica- 
tors, Bihar ranks the worst among all states — 
in many instances, the worst by a long margin. 

There will be many who will advice you on 
how to govern. Let me suggest my two-paisa 
bit. Please use all your resources to electrify as 
much of rural Bihar that you can. And supple- 
ment this by rapidly accelerating the highways, 
roads and rural roads programme. Go every- 
where for funds: the prime minister, the minis- 
try of finance, World Bankand ADB. Start build- 
own-transfers on roads. Begin power reforms. 
Get whatever resources you can lay your hands 
on. But electrify Bihar and give it roads. That 
ought to help win you the next elections. Even if 
it doesn't, it will surely create a better Bihar. Ni 
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logical solutions facilitate the efficient transmission and distribution of electricity to 


industrial customers. As a world leader in the energy sector, AREVA can provide India 
e solutions to face the multiple challenges arising from a changing environment and 





SAMAR SRIVASTAVA 


IXTY kilometres from Bhuj, 
near the all-weather port of 
Mundra, the outline of a vast 
new project is taking shape. 
Construction ofthe first phase 
of the Mundra special eco- 
nomic zone (SEZ), the largest in India so 
far, has started here. At an estimated 
cost of Rs 4,000 crore, the Adani group- 
promoted project is spread over 7,000 
acres. Once completed, it will have its 
own 500-MW power plant, a railway line 
connecting it to the port, and modern 





waste management facilities. Also pre- | 


sent will be residences, schools and en- 


tertainment centres for those working 


there. Essentially, the works. 


Not too far from Mundra along the | 


Gujarat coast is Kandla, where the first 
SEZ in India was set up in 1965 (then 
called an export processing zone, or 
EPZ). Coming seven years after the 
worlds first SEZ at Shannon in Ireland, it 
was the first of its kind in Asia. But 40 


years on, Kandla and the seven other | 


State-run EPZs-turned-SEZs in India 
have failed to live up to their promise. At 
















Rs 18,309 crore, their exports in 2004-05 | 


made up just 5 per cent of Indias total. 
Experts say the principal reason for 


this sorry state of affairs is inadequate | 


infrastructure. And the inadequacies 


| are in every part of the infrastructure: 


water, power, waste disposal, warehous- 
ing and port connectivity. Commerce 


ministry officials concede that the gov- | 


ernment's record on this has been less 
than satisfactory. 


The big hope is now on Mundra and | 


the 60 other SEZ projects that have been 


cleared by the Central government in | 
the past six months. If things go as | 


planned, the infrastructure at some of 


these SEZs could compare with the best | 


in the world. The other big difference 
from the past is that private developers 


are seeing a newand viable business op- | 


portunity in SEZs, 
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_ SEZ 


Older SEZs like this one at Noida 
have inadequate infrastructure 
and little room to grow. Seen here 
is a new unit coming up at the _ 
auctioned site of an old one 
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AMITT VERMA 


There's a rush to set up SEZs. But it 
Will take more than tax incentives for 
them to make a real difference 


the game was the SEZ Act, which was 
passed in May 2005. By enabling longer 
tax concessions and consigning to law 
the note that earlier constituted the 
Central government's SEZ policy, the 
Act has generated a huge interest from 
developers. True, 30 of the 61 new SEZs 
are being set up by state industrial de- 
velopment corporations. But big indus- 
trial houses like Reliance, Mahindra 
and DLF are also in the fray. While 
Mahindra & Mahindra is setting up 
SEZs in Chennai and Jaipur, Reliance 
Energy has obtained permission to do 
so in Ghaziabad, and DLF has plans to 
set up a dozen SEZs at different loca- 
tions across the country. 

Can these players do to SEZs what 
DLF and a couple of other developers 
did to Gurgaon in the early 1990s by pro- 


| viding modern and smart facilities? No 
What changed the complexion of | 


doubt, the promise held out sounds re- 












Five minutes to 
showtime guys. 
Good luck. 





But Gaurav was 
supposed to 
compile the data. 
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states, there is a promise of good infra- 
structure. Most of them are promising 
good roads, cheap power, port connec- 
tivity, and single-window clearances. 
States like Gujarat, Maharashtra and 
Tamil Nadu have also amended their 
labour laws to a certain extent. 

It’s on this assurance that the new, 
state-run Indore SEZ has managed to 
sign up 30 units, says its managing di- 
rector Ashish Srivastava. It promises un- 
interrupted power supply at Rs. 2.80 a 
unit and a dry port from where goods 
can be shipped. Other state govern- 
ments, too, have been equally proactive 
in courtingunits. And industry loves it. 

A. Gururaj, general manager and di- 
rector (India operations) at telecom 
equipment maker Flextronics, says: ^We 
have seen healthy competition between 
states in attracting units. We were chased 
by Karnataka, Andhra Pradesh and 
Delhi before zeroing in on Tamil Nadu." 

Broadly, two types of zones are be- 
ing set up in India. The first is the model 
China has honed over decades. They are 
large, world-class SEZs that are being 
planned by industríal houses and states. 
markably similar. Ramesh Sanka, CFO | shipping costs are 30 percentlessthan | These projects want to leverage 
- Of DLE says: “It is on the strength ofour | innearby Hong Kong. Itsairportiscapa- | economies of scale and provide world- 
nfrastructure that we will be attracting | ble of handling 15,000 passengers a day. | class infrastructure, along with a busi- 
clients... . We have already signed up | And its hovercraft service to Hong Kong | ness-friendly environment. 

IBM for our facility in Kolkata." gives it easy access to the biggest finan- | The other type comprises industries 
.. But developers would be loath to | cial centre in the region. That's therea- | seeking SEZ status after fulfilling the ba- 
jump into such large projects unless | son the 327.5-sq.-km SEZ alone exports | sic criteria of land — 2,500 acres for 
there was demand from industry. What | morethan what the whole of India does. multi-product SEZs, 250 acres for prod- 
bas triggered this demand is the SEZ Act. | Learning from such examples, In- | uct-specific ones, and 25 acres for those 
;. Onethenewenactmenthascreated | dian developers have come to realise | concentrating on the infotech or gems 
a permanency that was absent before. | that infrastructure will end up becoming | and jewellery businesses. These ones 
Previously, notifications were used to | the key determinant of success. It will | aren't the best suited make the most of 
take care of the exemptions granted to i helpretain industries in these zoneslong | the new legislation, because creating or 
the SEZs under the customs and excise | after the tax breaks run out. It also helps | upgrading the infrastructure may not be 
laws. Two, the Act has extended thein- | that the government has provided a 10- | financially viable. Critics warn that units 
come tax benefits to 15 years from the | year tax holiday on infrastructure devel- | at such SEZs are likely to move out once 
previously promised 10. This, coupled | opmentat the SEZs. And that’s whathas | the tax breaks expire. 
with the fact that such exemptions for | made it possible for private players to Then there are those who question 
export units and software technology | look at SEZs as a profitable and new | the very justification of providing such 
parks would otherwise expire in 2009- | business opportunity in itself. | exemptions to SEZs. They argue that 
10, hasled to a rush from industry. Ganesh Raj, partner (global tax advi- | these exemptions should be extended 
But similar concessions attracted | to all exporting units. Dinesh Hinduja, 


sory) at Ernst & Young, is confident that | 
the first units to the erstwhile EPZs too. | the new SEZs will provide infrastructure | director of India's largest garment ex- 
| porter Gokaldas Exports, agrees. “I have 


If the SEZ game has to well and truly | that matches global standards. “We | 
change in this country, it has to be on | have been advisingclientsfromIndone- | two export-oriented units in Bangalore 
the basis ofthe infrastructure. | sia, Hong Kong and Thailand who are | whose tax exemptions run out in 2009. I 
China has perfected this strategy by | keen to shift [to Indian SEZs] asa partof | fail to see the rationale behind giving 

| 

| 

| 








from. This allows the SEZ ac source the 
) materials from onyehes! in the — 










creating SEZs that are islands of world- | their derisking strategy and are confi- | these benefits to only SEZs," he says. 
class infrastructure. The Shenzhen SEZ | dent that the facilities offered by the | Such doubts, too, can be allayed if mov- 
in southern China, for example, has the | zones in India will be world-class." | ing to a cloistered SEZ also means buy- 
second busiest port in China where | Even for the 30 SEZs being set up by | inginto world-class infrastructure. @ 
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T'S easy to be impressed with the 
present and forget the lessons of 
the past. But an occasional look 
into the rear-view mirror does 
help in planning the journey 
ahead. So you might be surprised 
to find that the economy was 
growing at a faster rate 10 years ago than 
itis now. The growth rate clocked in the 
financial year 1995-96 was a strong 7.3 
per cent — on the back of a similar mo- 
mentum in the previous year (1994-95). 
With this blistering growth came all 
the attendant enthusiasms. Consumer 
confidence was sky-high. Foreign 
money poured into the stockmarket. 
Companies made plans for an invest- 








1921-2004) and his finance 
| bnsecutive years of 


£ — * = 
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ment binge. The happy days rolled on 
for yet another year. The economy grew 
at 7.8 per cent in 1996-97. So we had 
three consecutive years of economic 
growth in excess of 7 per cent, some- 
thing unprecedented then. The country 
seemed to be set to shake the world. 
Sounds like India in 2005, doesn't it? 
The magnificent boom of the mid- 
1990s, however, ended in a sorry whim- 
per. The economy went into a sharp, 
five-year downturn. There were a few 
bright spots — the successes in out- 
sourcing and telecom. But most of the 
economy suffered during the slowdown. 
The corporate sector underwent painful 
chop-and-change restructuring. Banks 
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Action replay 


I«Three years of blistering growth 


Between 1994 and 1996, the Indian eco- 
nomy had three straight years of 7%-plus 
growth. After a long hiatus, it clocked 8.4% 
in 2002 and 6.9% in 2004-05. This 
^ar, it is expected to clock well over 7% 


«The investment surge 


As the delicensing of industries gathered 
steam in the mid-1990s, industrialists 
rushed to expand capacity and set up new 
factories. Almost exactly a decade later, a 
similar rush to invest is visible 


The big bull run 


The mid-1990s saw the first really big 
bull run as foreign funds rushed to invest 
in the Indian market. Since 2003, Flis 
have been pouring money in the Indian 
bourses again 


«The big bad fiscal deficit 


In 1995, even as the economy was gallop- 
ing along, the fiscal deficit was at worrying 
levels 5% of GDP. The situation is 
strikingly similar today with the fiscal 
deficit at 4.3% 


... but with a 
few differences 


I«Cost of capital 


The Reserve Bank of India began hiking 
interest rates in the mid-1990s because 
of the fear of inflation. But this time 
around, the Central bank is taking a 
more sanguine view 
















I«The competitiveness factor 


In the mid-1990s, most Indian companies 
vere still fairly inefficient and behind glob- 
al standards in terms of product and 
quality. Now, many Indian companies are 
as competitive as anyone else in the world 





Despite the reforms, the Indian economy 
was still largely insular in the mid-1990s. 


the domestic economy is firmly 
ited with the global economy 


Inflation 


sky high a d ade ago, but has 


f: 
been kept in tight check so far 








two years 


were left owning mountains of bad 
debts. Equity prices went nowhere. 
There were glum faces all around. 

The gloom lifted after a wonderful 
monsoon in 2003. The recovery came in 
2003-04 as the economy steamed ahead 
atabreathless 8.4 per cent, and has con- 
tinued over the next two years. Once 
again, the Indian economy has grown at 
around 7 per cent a year or more for 
three years at a trot. And once again, 
consumers are buying furiously; for- 
eigners are pouring money into equi- 
ties; and companies are putting the fin- 
ishing touches to their ambitious 
investment plans. Come to think of it, 
2005 resembles 1995 in many ways. 


Manmohan Singh, now prime minister, and his finance minister, 
P. Chidambaram, are seeing an economic boom reminiscent of the mid- 
1990s. How long will this euphoria continue? 





The question that needs to be asked 


amidst the euphoric haze: will this | 


boom end like the last one — three years 
of partying, and then a severe hangover? 
To answer that, let's first see what the 


party of 1995 was all about. India sur- | 


vived a big scare in 1991, when the bal- 
ance of payments went out of control 
and the Reserve Bank of India (RBI) had 
just enough money in the kitty to buy 15 
days of imports. The government was 
saved from the ignominy of an interna- 
tional credit default only because the In- 
ternational Monetary Fund stepped in 
with an emergency relief package. The 
shock of the near-default helped clear 
the way for Manmohan Singh's radical 


BUSINESSWORLD 31 5 DECEMBER 2005 














ECONOMY 





CAN THE 
INDIAN 
ECONOMY 
SUSTAIN 
THE BOOM 
OF 2005? OR 
WILL THIS 
EUPHORIA 
END IN A 
PAINFUL 
SLOWDOWN 
LIKE 

THE LAST 
ONE DID? 
By Niranjan 
Rajadhyaksha 


economic reforms in 1991 and 1992. 
The boom from 1994 to 1996 was a 
response to these reforms. But the ensu- 
ing celebration was on very shaky 
ground, largely due to one aspect of 
these early reforms. The government of 
the day had swept away most of the li- 


AFP 


| censingweb which had immobilised In- 


dian companies for decades. Entry bar- 
riers disappeared overnight. However, 
the government was far more cautious 
in reducing import tariffs. The intent 
was there, but progress was excruciat- 
ingly slow. India Inc. continued to be 
cosseted behind some of the highest 
protectionist walls in the world. In ef- 
fect, companies could expand domestic 


vt ECER 

















capacity without bothering too much 
| about the ability to meet global compe- 
tition. They had the best of both worlds. 
"The investment boom of the mid- 
1990s was a euphoric reaction to deli- 
censing," says Rupa Rege-Nitsure, chief 
economist, Bank of Baroda. "Companies 
went on a borrowing spree and created 
manufacturing capacity that was often 
economically unviable." The situation is 
radically different today, she says. Im- 
port tariffs have been cut sharply in re- 
cent years to levels that would have 
shocked the protectionist Bombay Club 
which stoked the fear of the foreigner 10 
years ago. India is committed to bringing 
import duties down to East Asian levels. 
In fact, the reduction of high tariff 
walls to rubble has helped Indian indus- 
try rather than damage it, something 
that the reformers were predicting all 
along. "The pricing power of Indian 
companies has come down. This has 
forced them to focus on efficiency," says 
Rege-Nitsure. The drop in import duties 
has also helped companies source in- 
puts at low rates from global suppliers. 
The effect is evident. Indian companies 
inareas like steel, auto components and 
engineering are globally competitive. 
The lack of pricing power has also 
hada larger, macroeconomic effect. “We 
currently have economic growth above 7 
per cent and inflation below 5 per cent. 
The growth-inflation mix has changed, 
in India and globally,” says Subir Gokarn, 
chief economist, Credit Research & In- 
formation Services India (Crisil). He 
compares this with the situation a 
decade ago when inflation started to 
cross 8 per cent. “We are not in an over- 
heating situation today partly because 
we have a different trade regime and dif- 
ferent cost structures today," he says. 
The change to the current combina- 
tion of high growth and low inflation is a 
very significant one. One reason the 
economy was stopped in its tracks after 
1996 was the threat of double-digit in- 
flation. There were clear signs that the 
economy was overheating and that a 
bubble was building up in some sectors. 
The RBI hiked interest rates with great 
gusto and industry toppled over into re- 
cession. Critics of the Central bank have 
insisted ever since that its severe reac- 
tion to inflation post 1995 was unwar- 
ranted. Has the RBI learnt its lesson?Will 
_it be more careful about managing in- 





terest rates now than 
it was in 1995? 

“That still has to 
be put to test,” says 
Gokarn. Nobody will 
know till inflation 
climbs precipitously 
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handle troubles on 
any one front. Com- 
panies can export 
more to foreign part- 
ners when there is a 
shortfall in domestic 
demand and can sell 


— a distant possibility more in the huge do- 
right now. But Ma- mestic market in case 
hesh Vyas, managing foreign demand dries 
director of Centre for up. But, this also ties 
Monitoring Indian the economy more 
Economy (CMIE), be- closely to global busi- 
lieves there will still be , ness cycles more 
times when inflation $ tightly than before. 
can be controlled 5 Has India Inc. 
without an  iron- $ learnt from the 1995 
gloved monetary pol- wan Pas aE: experience? We asked 
icy. What the RBI did — ERAI AUR UCENE one business mag- 
1 A 1990s) and created 2 
in the mid-1990s was manufacturing capacity that nate who burnt his 
demand manage- RZ aq fingers badly. There 
ment. It tried to curb. JME were two critical les- 
consumer and invest- sons, he says. One, 
ment spending across plan a project in such 
the economy by hik- a way that it is prof- 


ing interest rates. Now, Vyas says, there 
are possibilities of supply-side manage- 
ment. When the general inflation num- 
bers increase because of a domestic 
shortage of a few commodities like 
sugar, the government can prevent a 
spiralling price rise by importing those 
commodities. Once again, low import 
tariffs make the difference. 

Now, the crucial question: is the 
boom of 2005 more sustainable than 
that of 1995? Every economist we spoke 
to believes itis. One way oflookingatthe 
issueis to examine the corporate invest- 
ments in 1995 and 2005. "The invest- 
ments taking place today are more real- 
istic. And they are being financed by 
internal accruals rather than borrow- 
ings," says Vyas. Another positive factor 
is that most of the investments being 
proposed today are by large, established 
and competitive firms, he notes. But 
Crisil's Gokarn sees this as a problem. 
Hesaysthe predominance oflarge firms 
suggests that there is not enough new 
entrepreneurial activity on the ground. 

Yet, they all agree that the economy 
has become more resilient. It's not just 
lower interest rates or the $140-billion 
forex hoard at the RBI. "Indian manu- 
facturing has rapidly integrated itself 
into global production chains," says 
Bank of Baroda's Rege-Nitsure. The 
economy is thus in a better shape to 
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itable even at the bottom of the com- 
modity cycle. Two, never launch a new 
project unless you have the finances 
tied up. The irrational exuberance of 
1995 and 1996 set him back by almost a 
decade, and his companies are just 
climbing out of the morass. Undoubt- 
edly, there are many others like him who 
will be grittier this time around. 

The odds of the economy continu- 
ing on its merry path are higher today 
than a decade back. We now have a 
leaner and fitter industrial sector than 
we did in 1995. (The lack of reforms in 
agriculture and infrastructure will con- 
tinue to hobble the economy. That was 
also the case in 1995.) 

However, this does not mean that 
the future will not carry any risks. It's 
never that simple. The most immediate 
one could be that old enemy, inflation. 
Says J.P Morgan economist Rajiv Malik: 
"The tell-tale signs of higher demand- 
driven inflation are coming into place. 
Private sector hiring is brisk and salaries 
are posting strong increases. Consumer 
spending remains strong. Residential 
property and equity prices have surged. 
Business investmentis picking up. Non- 
food credit is growing briskly and man- 
ufacturers appear more confident of 
their ability to pass ona larger portion of 
their higher input costs to consumers.” 

Does all this seem familiar? = 





Christmas, followed by New Year, is the biggest shopping season in Kerala, after Onam. 
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Italy in 2015 


ISHORE Mahbubani, for- 
mer Singapore diplomat 
and now dean of the Lee 
Kuan Yew School of Public 
Policy, recalls a meeting 
with a young engineer 


from India. The young man | 
told Mahbubani that Europe would | 


resemble one big museum in the future. 
People would visit it to see the past. The 
future is in Asia. 


Was this unwarranted arrogance? | 


Mahbubani does not believe so. “Yes, ar- 
rogance would be a concern. But I think 
itis better to have pride and confidence 
than be submissive and fatalistic. I place 
alotofemphasis on cultural factors. You 
cannot succeed unless you believe you 
can succeed," he says. 


Itis a similar current of confidence | 


that he now sees coursing through 
- India. The Indian economy, Mahbubani 
says, will gain in size and confidence 








in the coming decades. He adds that | 


"a few others like Goldman Sachs" too 
say that the Indian economy is headed 
for bigger things. 

Mahbubani has beena strong votary 


of Asian cultural values. Yet, his predic- | 


tions on the rise of India are in tune with 


what many economists are saying — | 
Indiaison the threshold ofan economic | 


revolution. On 26 October, Vijay Kelkar 
delivered the fifth D.R. Gadgil Memorial 
lecture in Mumbai. Here, he said: “We 
are at the threshold of a golden age of 
growth. But this historic window of op- 


next two decades or so. (The) demo- 
graphic dividend will come to an end as 
surely and, inevitably, as the arrow of 
time. Hence, there is an urgency forus to 
accelerate reforms." 


The Goldman Sachs forecast Mah- | 


bubani cites was put out in October 


France in 2020 








search reports on the long-term 
prospects ofthe Indian economy — and 
perhaps the best known. The rosy fore- 
casts have a lot in common. 

Each of them is based on rigorous 
forecast models. Each predicts that In- 
dia's rate of economic growth will move 
up a few notches in the years ahead. 
Each says that India will eventually start 
growing faster than China. And each 
sees along-term future when the Indian 
economy will be bigger than the likes of 
the UK, Germany and Japan. (Incomes 


| will continue to be modest, however.) 
portunity is available to us only for the | 


Goldman Sachs economists Domi- 
nic Wilson and Roopa Purushothaman 
say that over the next 50 years, what they 
call the BRIC economies (Brazil, Russia, 
India and China) could become a much 
larger force globally. Of course, they 
have not merely extrapolated from cur- 
rent growth rates and jumped to the 


2003 and is among a string of recentre- | conclusion. Their model takes into ac- 
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Germany in 2023 


WILLINDIA TRANSFORM 
INTO AN ECONOMIC 


SUPERPOWERIN THE 
NEXT FEW DECADES? YES, 
SAY SOME ECONOMISTS. 


By Niranjan Rajadhyaksha 


Illustration: ANTHONY LAWRENCE 


Japan in 2032 





count three main factors: population 
growth, capital accumulation and pro- 
ductivity growth. This is a variant of the 
‘standard growth’ theory, which takes 
into account the three primary drivers. 

Wilson and Purushothaman have 
used their model to predict the growth 
rates of the four emerging giants and 
those of some of the world’s richest eco- 
nomies today. Based on this, the two ar- 
rived at estimates for the GDPs of the 
BRIC countries and the major rich 
nations of today. 

The two Goldman Sachs econo- 
mists predict that India will overtake 
Italy in 2015, France in 2020, Germany 
in 2023 and Japan in 2032. Chinas econ- 
omy will be larger than everybody 
else by 2016 and even larger than the 
US economy in 2041. Also, they say: 
“India has the potential to grow the 
fastest over the next 30 and 50 years.” Its 
GDP growth rate will stay above 5 per 





according to Goldman Sachs 


cent till 2050; China's will drop to 5 per 
cent by 2020 and to around 3.5 per cent 
in the mid-2040s. In other words, the 
Indian tortoise will eventually outrun 
the Chinese hare. 

The Central Intelligence Agency 
(CIA), among others, agrees with this 


and world-class firms that will 
help maintain its long-term 
competitiveness. 
Deutsche Bank is an- 
other outfit which is bullish 
on the India story. In fact, it 
has made the rise of India one of its 
‘mega-themes’ for future research. 
Deutsche Bank too predicts that India 
has a rosy future ahead of it. “India will 
stay on a high growth path of roughly 6 
per cent per year, on average, over the 
next 10 to 15 years. If reforms are pur- 
sued more aggressively, real GDP 
growth could reach 7-8 per cent a year,” 
says economist, Deutsche Bank, Jen- 
nifer Asuncion-Mund. India will 
emerge as the fastest of the 34 major 
emerging markets over the next 15 
years, she predicts. Its per capita GDP 
(based on purchasing power parity) will 
double — from the current $2,500. 
“Within 25 years, India will become 
one of the world's largest economies. 
Her growth will be fuelled by superior 
demographics and rising levels of do- 
mestic investment, whose power is ac- 


| centuated by continued economic lib- 


view. The US National Intelligence | 


Council has what it calls the 2020 Pro- 
ject. Itis an attempt to do a bit of crystal- 
ball gazing on global geopolitics in the 
years ahead. And economic forecasts 
are a key part of this study. 

The CIA also believes that India can 
sustain its rate of advance longer than 
China can. Why? It mentions three fac- 
tors. First, India's working age popula- 


eralisation. By 2020, India will surpass 
China as the world's fastest growing ma- 
jor economy and, in the process, begin 
to change the world balance of power," 
writes William T. Wilson, chief econo- 
mist and managing director, Keystone 


| India, in a report titled “The Dawn ofthe 


tion will continue to increase well into | 
the 2020s. China’s will diminish and 


age quite rapidly because of its one- 
child policy. Second, India’s democratic 
institutions make it less vulnerable to 
political instability. Third, India has 
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Indian Century’. 
What will drive India’s superior eco- 
nomic performance? The forecast mod- 
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well-developed capital markets ` 
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els used by these economists follow the ` 


parameters of the standard growth the- 
ory. Or as Wilson puts it: "A nation's eco- 


| nomic growth over time is determined 


by its factor accumulation of labour and 
capital and growth in productivity." 
In 1958, Robert Solow developed the 
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joint of this exercise is to find out what 
part of economic growth is due to 
‘growth in inputs (capital and labour) 
g and what part is due to total factor pro- 
| ductivity. India, say many economists, 
| has good news on all three fronts. 
|." Indias demographics are a great 
| source of strength — the primary driver 
of growth, according to some. It is the 
| one factor that most India Bulls are bet- 
_ ting on the most. India is headed for a 
| demographic sweet spot, they say. Our 
| population is currently growing at 1.5 
| percentayear, down from the2 percent 
| plus that it was growing at the peak of 
the population explosion. Between 
. 2003 and 2020, says Deutsche Bank's 
| Asuncion-Mund, India will add about 
| 250 million to the labour pool. That's 
| about 15 million a year — or the entire 
- German labour force. 
The challenge is that these new 
Vorkers need to be empowered with ed- 
cation and provided with jobs before 
| they can create economic value. The en- 
| tire premise of rising productivity is 
| based on a skilled labour force that can 
| make use of new tools and machines. 
It is interesting that the Goldman 
_ Sachs model has a significant tweak in 
| it. Itis assumed that Brazil and India will 
take more time to close their productiv- 
- ity gaps with the rich countries than 
. China and Russia. This is until 2020, 
| when the quality of human capital in In- 
| dia and Brazil will match the others. A 
| lot, therefore, rides on the government's 
. plans to increase spending on educa- 
on and increase literacy levels. 
: Then, there is investment. India has 
een saving and investing around 25 
cent of its GDP in recent years. 
hina, in contrast, invests about half its 
GDP Of course, it is also important how 
ell these investments are put to use. 
“While China is investing much more 
_ than India, it is not getting much for it," 
| says Keystone India's Wilson. A quick 
ack of the envelope calculation helps 
explain his point. India has been getting 
growth rate of 6 per cent with an in- 
estment rate of about 25 per cent. 
nina gets 9 per cent from an invest- 
nt rate of 50 per cent. In short, India 
s its capital more efficiently. 

In an email to this writer, Wilson 
aid: "Forty per cent of India's growth 


r the past decade has been powered | 





in Asia 
GDP growth (%) 
Goldman Sachs’ forecast 
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2000-05 5.3 8.0 
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by productivity gains. The reason I'm 
optimistic India can grow in excess of 7 
per cent for quite some time is because 
the economic reforms of the past five 
years will increasethe level of foreign di- 
rect investment into India. 

"This is absolutely critical in elevat- 
ing Indias domestic investment and 
economic growth. If India can increase 
its domestic savings and domestic in- 
vestment by 10 per cent within a decade 
(it is currently 24 per cent), achieving 
growth in excess of 7.5 per cent is en- 
tirely reasonable," Wilson states. 

That said, there is little doubt that In- 
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dia needs to step up its investment rate. 
One way of doing this is to get in more 
foreign savings through foreign direct 
investments. China, as is well known, 
does this well. The demographic transi- 
tion will help here as well. As the num- 
berofIndians between the age of 18 and 
60 rises, the relative number of children 
and the aged will fall. There will be fewer 
dependents for every worker. Hence, 
the ability to save will increase. 

In apaper they wrote for the Interna- 
tional Monetary Fund (IMF), Dani 
Rodrik of Harvard University and 
Arvind Subramanian of the IMF esti- 
mate that a 14 per cent drop in the 
dependency ratio will increase India’s 
savings rate from.25 per cent of GDP to 
39 per cent. Already, there are initial 
signs that this is taking place. Last year, 
our savings rate was 28.1 per cent of 
GDB the highest ever. Ej 

Higher savings. could mean higher 
investments and growth, assuming that 
the financial sector does a good job 
shoveling these extra savings into viable 
projects. But Rodrik and Subramanian 
are also critics of the “demography is 
destiny” thesis. They look at a wider set 
of opportunities and risks, including 
policy changes and institutions. What 
matters the most as far as this article is 
concerned is their conclusion. They 
project a growth rate of 7 per cent a year 
over the next 20 years. 

There is always the possibility that 
something can go wrong. The IMF's 
chief economic counselor Raghuram 
Rajan told Businessworld recently: "I 
know many people have made projec- 
tions to 2050. To keep growing at a fast 
rate till then requires certain conditions. 
The economy has to be resilient and the 
government should get the right poli- 
cies. Look at Brazil. It saw massive 
growth in the 1950s and 1960s, and then 
it just collapsed." 

The chances of India staying on the 
fast track are higher than ever before. 


'But there will be inevitable problems 


along the way. Says Mahbübani: "The 
big lesson of history is that growth is not 
a straight path. There will be bumps on 
the road. We should look at the trend. It 
shows that Indias economy will do very 
well inthe coming years." B 
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NUP  Bagchi has 
learnt a vital lesson 
from the stockmarket 
crash of 2000 in the 
US. The 34-year-old 
managing director of 
ICICI Direct, one of India's leading on- 
line broking firms, says: "The US experi- 
ence, where 60 per cent of trading vol- 
umes crashed suddenly is very 
enlightening. It tells us what could hap- 
pen to Internet brokerages if the market 
tanks at the end ofa long bull run." Dur- 
ing the crash, brokers whose customers 
were mostly day traders were affected 
the most. That's why Bagchi keeps his 
online platform clear of day traders. 

Bagchi's cautious attitude runs at the 
heart of ICICI Direct's philosophy — 
from the types of customers he targets to 
the products he offers. There is another 
unique feature about his firm. While all 
the other Indian Internet brokerages 
swear by the hybrid model, offering both 
online and offline presence, ICICI Direct 
is the only one that executes all its trades 
online. With an annual volume growth of 
100 per cent over the last five years, 
Bagchi's strategy seems to be working. 

Like ICICI Direct, Indiabulls has 
logged 100 per cent annual growth in re- 
cent years and has cornered about 30 
per cent of India’s online trading vol- 
umes. Butits chosen model is the hybrid 
one. And Gagan Banga, director of India- 
bulls, is equally confident of his model. 

It’s a replica of Charles Schwab, the 
legendary US brokerage house that rev- 
olutionised the industry by leading it 
into the Internet era. One can under- 
stand where Bangas confidence stems 
from. The company’s spectacular per- 
formance has made it the darling of the 
Indian markets and its market capitali- 

. sation has zoomed 900 per cent since 
listing in September 2004. 

While its online revenues are grow- 
ing faster than its offline revenues (on- 
line revenues increased from 40 per 
cent to 60 per cent of the total last year), 
Banga justifies having a 3,000-strong 
army ofrelationship managers (RMs) all 
over the country. “Clients investing large 
sums want to see something beyond a 
website — they want to see an office and 
want to interact with people. Also, with 
India's unreliable Internet infrastruc- 
ture, clients won't have the guts to trade 








rokin 


online without a backup," he says. 
Bagchi and Banga represent two 
sharply divergent viewpoints on where 
the future of the broking industry lies. It 
shows in their businesses. ICICI Direct 
has 7.5 lakh registered users online, 
more than five times what Indiabulls 
has. While Indiabulls has consciously 
pursued day traders, ICICI Direct has 
gone after the masses. Banga explains 
the Indiabulls viewpoint: "It is true that 
mass investors bring stability, but it is the 
day trader who takes a brokerage house 
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| to the next level.” Bagchi agrees that the 
| leveraged trades that brokers like India- 
bulls offer lead to higher trading vol- 
umes. Yet, he has reservations about ex- 
tending his platform to day traders. 
Internet broking has, till now, shad- 
owed the performance of the stockmar- 
kets. Explains Bagchi: “We see traction 
when initial public offers (IPOs) are an- 
nounced. People find the online plat- 
form a very convenient way to enter the 
market.” In 2004-05, Rs 25,526 crore was 
raised in the markets, almost 450 per 





Two leaders, 
BUSINESS MODEL 
Pure-play online 


REGISTERED USERS 
7,50,000 


ONLINE/OVERALL VOLUMES 
100% 

CLIENT PROFILE 

Mass investors 


PRODUCTS Equity and debt: 
bonds, mutual 
funds, deriva- 
tives, post office 
receipts 


TYPE OF TRADES 
Mostly delivery- 
based trades 


FUNDED MARGINS 
Not allowed 
ICICI's pure-play model 


mass investors 
like the Chatterjees 



















cent more than the amount raised in 
2002-03. For instance, in the month that 
the Maruti IPO was announced, 300,000 
demat accounts were opened. In an av- 
erage month, the figure is about 
100,000. Since 2002, the number of de- 
mat accounts has doubled to 7.1 mil- 
lion, many of them belonging to new in- 
vestors applying for IPOs. 


The Internet: A Disruptive Influence 


Broking is one of the first industries in 
India where the Internet is showing its 


two models 

BUSINESS MODEL 

Both online & offline 

REGISTERED USERS 

1,67,000 (1,35,000 online) 

ONLINE/OVERALL VOLUMES 

60% 

CLIENT PROFILE 

Active day traders 

‘PRODUCTS Mostly 

equity, some 

mutual funds 

TYPE OF TRADES 

More intra-day 

trades 

FUNDED MARGINS 

Yes, through a 

non-banking finan- 

cial services arm 
Indiabulls maintains a 


3,000-strong team of 
relationship managers 





By Aditya Khanna & 
Manas Chakravarty 


disruptive tendencies. Nothing as revo- | 
lutionary as, say, what a Skype is doing | | 
to the telecom industry, but certainly | 
enough to force traditional brokers to | 
scramble online, cut through sub- 
broking intermediaries, push into inac- 
cessible regions, bring down transac- 
tion costs, enforce risk management 
norms, bring in transparency and, con- | 
sequently, empower the investor. 

In five years of its existence in India, 
online broking has grown to account for | 
a tenth of the total trading volumes. If | 
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Director Gagan Banga wants the 
volumes logged by day traders 
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As online broking takes off in India, 
the two market leaders go for 
sharply contrasting models. 


the num- 

bers are 
considered 
for only the re- 
tail segments, the 


| growth is starker. Al- 


most half of the Rs 5,000 crore-6,000 
crore daily market volume on the NSE is 
accounted for by non-retail entities 
such as foreign institutional investors, 
domestic institutions, mutual funds 
and arbitrage traders. Institutions aren't 
online customers anyway. Of the rest of 
the retail segment, current estimates 
suggest that online broking’s reach is 
close to 30 percent. As of September this 
year, there were 11.7 lakh Internet trad- 
ing accounts registered with the NSE, of 
which roughly 9.5 lakh are unique users. 
It’s still a small proportion of the esti- 
mated 3 crore Internet users in the 
country. As more surfers take to trading 
online, analysts expect their number to 


keep doubling every year until 30-40 per | 


cent of India's overall trades are done 
online, as is the case in some mature In- 
ternet markets like South Korea's. 

What makes the rise of the online in- 
vestor in India even more significant is 


that unlike in the US, it isn't a price war | 


that has fuelled the boom. Players like 
Charles Schwab and E*Trade attracted 
US investors to investing online in the 
late 1990s by offering throwaway bro- 
kerage rates. The traditional brokers just 
couldn't compete because of their high 
employee costs. In India, the economics 
don' allow it to be a cost game. Says 
Bagchi: "Brokerage costs are already so 
low (0.1-0.5 per cent for delivery) that 
the online medium doesn't really offer 
any significant price advantages." 

The Internet's effect here has more to 
do with the bandwidth it has created for 
both brokers and clients. Banga offers an 
example. "Traders from Ajmer use our 
online platform. It would otherwise have 





been prohibitively loss-making to open 

à branch there." Thanks to the new 
channel, volumes are growing faster in 
the non-metros, where transparency is 
«low in offline trading. "These customers 
. were made to pay higher charges by 
+ small brokers, since they weren't aware 
.. ofthe market rates,” says Prasanth Prab- 
-< hakaran, head of Kotaksecurities.com. 
- Thatisoneofthereasons why more than 
.. 60 percent of Kotak’s daily online trading 

-turnover comes from non-metros. 

Such high channel migration has 
changed the broking landscape from 
` what it was in the late 1990s. The bigger 
. trend in the industry is consolidation, 
just like it happened in the US and 
-South Korea, where 90 per cent of online 
_ trades are with the top 10 players. Says 


Banga: “As the industry grows, people | 


_ prefer going to solid brands that have 
‘strong balance sheets. The big guys can 

- invest in infrastructure, technology and 

risk management systems." As a result, 

Several sub-brokers have been pushed 
by client demand to take up franchises 
ofthe bigger brokers. 


Traditional brokers are now scram- : 


bling to scale up their online operations. 


Meanwhile, ICICI Direct & Indiabulls | 


have raced ahead of the others, The 
other online players that make up the 
top six — Sharekhan (owned by SSKI), 
Kotak Securities, HDFC Securities and 


paisa (owned by Indiainfoline) — all | 
have hybrid models. Collectively, these | 


players have 75-80 per cent of the mar- 


ket. The remaining 130 players, who | 
were given licenses to open online trad- | 


ingplatforms by the NSE, can be divided 
into three categories — those that are 
active businesses but have less than 5 
per cent of the online market (Motilal 
Oswal among them); those that in- 
vested in the technology but weren't 
able to get their projects off the ground 
(the Lalbhai Group's Anagram Securi- 
ties), and those that simply bid for the li- 
cence but didn't pursue business. Most 
ayers fall in the last category. 



















portunities in the Indian markets. 
S-based E*Trade took a 34 per cent 
ake in IL&FS Investsmart (along with 
Softbank) in March 2004. Market 
sources say that Anil Ambani's Reliance 





ernet trading platform. 


-Even the foreign players are seeing | 


pital is also interested in launching its | 
| ket. Its actually the high net worth 
As scale increases, the benefits of | traders who reduce their activity." 








trading online become apparent. Says 
Jaideep Arora, director, Sharekhan: 
"Since the Rs 14 crore-15 crore we in- 
vested in our technology platform is a 
fixed cost, the variable upgrade costs 
when volumes increase to say, four 
times, won't be much. Alternatively, for 
an offline platform, the RMs will have to 
be proportionately increased for offline 
traffic; so margins stay fixed." 


Robustness: The Bear Run Test 


But is the growth in online stock trading 
merely the result of the stock market 
boom? What if the market fell and the 
flow of IPOs stopped? Which of the two 


models is more likely to continue doing | 


well in a bear market? To understand 
this better, consider the US experience 
during the crash of 2000. 

Brokerage was one of the first busi- 
nessesin the US to adaptto the Internet. 


Web-based brokers had grabbed 45 per | 


cent of the Nasdaq and New York Stock 
Exchange volumes by 2000. By 2002, the 


market's downturn slashed the share of | 
online brokers to 22 per cent. But bro- | 


kerages that followed the hybrid model 
were less affected. A study by Jupiter Re- 


search found that pure-play Internet | 
brokers such as E*Trade lost 30 percent | 


of their traffic after the crash. However, 
those following the hybrid model, such 
as Charles Schwab, lost only 18 per cent. 
That's when E*Trade also decided to de- 
velop a hybrid model. 

That doesn’t worry ICICI Direct. Says 
Bagchi: “When the bull run stops, it isn’t 
the retail investors who leave the mar- 
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Banga is bullish about Indiabulls’ 
fortunes even during a bear run. “We 
find that it is easier to increase market 
share during the worst times. Clients are 
not easily acquired during a bull run be- 
cause it typically takes 6-8 days before 
all the formalities of migrating to an- 
other platform are completed. During 
such times in a bull run, the market can 
typically move up by 10-15 per cent, so 


| opportunities might be lost," he says. 


ICICI Direct standalone model car- 
ries its own risks. Says an active investor: 
"During the bull run in July-August this 
year, the ICICI platform was regularly 
down for 10-15 days at a stretch." In 
such markets, where a loss of even 5 
minutes can invite the investor's ire, lost 
opportunities could invite claims of all 
sorts. Bagchi confirms that he had un- 
derestimated the market upswing, but 
has now built in redundancies, 

There are a few emerging trends that 
should help both the models to do well 
during a downturn. The first is that on- 
line trading is increasingly drawing 
market share from the offline world. 
That migration will mitigate some of the 
downside during a bear market. Sec- 
ond, with households investing less 
than 2 per cent of their savings in shares 
and debentures, the scope for widening 
the market is immense. Third, as broad- 
band connections become ubiquitous 
(6.9 lakh users at present) and Internet 
penetration grows (below 3 per cent 


now), Internet broking will rise too. And P 


lastly, the consolidation in the broking 
industry should see more and more 
businesses shifting from small, hole-in- 
the-wall brokerages to big players. Wi 
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T the Doha Ministerial meeting in 
2001, ministers from all of the 


WTO's member-countries agreed | 


to initiate, among other things, 

negotiations to further liberalise 
the trade in non-agricultural goods, i.e., indus- 
trial goods. 

The NAMA negotiations, as they have come 
to be known, have become a critical compo- 
nent of the ongoing Doha Round negotiations 
at the WTO, and the stakes for both developing 
and developed countries is high since negotia- 
tions in this area will impact the industrial tar- 


| iffs ona wide range of products. 


Discussions among negotiating groups 
have traditionally revolved around four basic 
interrelated issues: first, the determination of a 


method or ‘formula’ for cutting tariffs in indus- | 
trial goods; second, the determination of a | 


method to deal with ‘unbound tariff lines’ (tar- 
iffs that have not been previously restricted) or 


‘bound tariff lines’ (tariffs that the Indian gov- | 


ernment had fixed at particular levels); third, 


discussions on how to accelerate tariff reduc- | 
tion for particular sectors; and finally, how to | 


reduce or eliminate non-tariff barriers to trade. 


The determination of a formula for tariff re- | 
duction is critical and several options are hotly | 
debated. One option, which is backed by the | 
| developed world, is the 'Swiss Formula, which | 
advocates drastic cuts in tariffs, with deeper | 
| cuts for higher tariffs. Logically, developing 
countries with higher tariffs will be affected the | 
| most. Not surprisingly, Argentina, Brazil and | 
| India are opposed to this ‘Swiss Formula’ and | 
| have proposed another non-linear formula, | 


called the ABI Proposal. This one incorporates 
the average bound tariff of a country into the 
equation which addresses two aspects of the 


| mandate: attack peaks, tariff escalation and 
| hightariffs, and takes into account the special 





| 


t 


needs of developing countries. 

Developing nations such as India have 
drastically reduced their peak tariffs in the last 
decade. By contrast, the developed world, 


India's trade interests 
at Hong Kong 








| which already had low tariffs in industrial 
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goods, has barely budged. 

Further complicating the situation are the 
preferential tariff programmes such as the 
Generalised System of Preferences (GSP) which 
favourtheleast developed countries. Erosion of 
industrial tariffs will naturally diminish the dif- 
ferential and, thus, disadvantage products 
from the least developed countries. Not sur- 


| prisingly, the ABI Proposal has strong oppo- 


nents as well. 

It is now critical for the Indian industry that 
some mechanism is put in place which ensures 
that Indian industry is not subjected to the 
same level oftariff reduction that is being advo- 
cated for developed countries. Given the rapid 
decline in tariff rates, the 'special and differen- 
tial treatment’ (S&D) clauses in the NAMA ne- 
gotiating agenda need to be given effect. ; 

Another component of the NAMA negotia- — 
tions of considerable interest to India is the dis- 
cussion on reducing or eliminating non-tariff 
barriers (NTBs). With the reduction and elimi- 
nation of tariff barriers, the proliferation of 
NTBs is likely to be used as a protectionist 
means to restrict market access. 

Indian negotiators have three fronts to deal 
with in the NAMA negotiations: first, lowering 
of tariffs for market access to Indian goods; sec- 
ond, addressing the concerns of Indian indus- 
try arising from further drastic reductions in 
domestic tariffs; and third, addressing the pro- 
liferation of NTBs, which are replacing tariff 
barriers in the developed world. 

But above all is the need to preserve the bal- 
ance between agriculture, services and NAMA 
negotiations. Any agreement at the Hong Kong 
Ministerial will necessarily involve give-and- 
take on each of these fronts, Any sacrifice on the 
agriculture front is ruled out, given the political 
fall out. Services are widely perceived as being 
Indias future. Perhaps the remedy for Indian V 
negotiators will lie in allying with alikeminded ` 
country that has an equally high stake in the 
NAMA negotiations. E 


BUSINESSWORLD 50 5 DECEMBER 2005 





pey qusaajhip y. 
VIALS wor'aiodeBuls}Isia 
!| t y 3Uodv Uis 
PUD seunj[no jo joad 


p à aodebuie K š eke alto 


j AIANOINN uo oijoysny oj A|j 'eodoBuis u! dn sBuiui peeds oj awy eq ||! — Jepuf) UMOQ 9j 





SINOD jo puo 'ppoAASu “uuelsÁs jueuurppejue [JD-9ujjO-9IO/$ SI! WOJ $9510 





q Əul ƏA0U 0j BINS eJ,noÁ 'puy *eodoBurs Ajenbiup) eo 


u Áuog “pdoy poyo Buojo Buiddoys eju e»rou» 10j 1r1ods jeB uc 





ueJpp euj Oju! 496 puo eodoBuis ui 





JJM JODO] ui^ 82DJ O| 920j Buiuioo 10 jeey Jeuu0g |DeJc) eu 





u8nouui Buryjexs0us eB8pug snoqinyy AeupÁs BuryoiuiDeuq eui Buiquii? ^xooqino eissny 210825 eui Buuojdxe — zO u! jno Burjiu» euop eJ noÁ avuç 


DPD 22 AA H3 4 d 


E 
— P E — X £ 













dA ús 
J| COST: Rs 1 CRORE] - 


Alternativ 
í technologies 





T is a dilemma that has been 

staring at the face of Indian mo- 

bile operators for a while now. 

The industry’s growth engine 

has moved out of metros and 

into small-town India. But go- 

ing to most of these far-flung areas is 

‘neither easy nor cheap. To make the 

choice more difficult, the total number 

of subscribers in these circles and the 
average revenues from them are low. 








That growth has shifted is clear from a 


.. number of parameters. Over the past 18 | 


_ months, the subscriber bases in the 
|. metro and A-category telecom circles 
|, have grown by 56 per cent and 79 per 
` cent, respectively. In contrast, the 
«growth in the B- and C-type circles has 
been at 111 per cent and 232 per cent 
- (albeit on smaller bases). Whereas the 
iverage revenues per user (ARPUs) have 
fallen in the larger circles, they have 
-growniri the smaller ones. 
- -On theother hand, the ARPUs in the 
-and C-category circles are at Rs 200- 
50, compared to Rs 400 in the metros. 









` Butitisacall that cannotbe avoided. | 





CHEAPER TOOLS FOR WIDER COVERAGE 


REPEATER: A BTS 
replacement for a 
small extension to 
the coverage. Does 
not add to capaci- 
. COST: Rs 10 
0 Rs 15 LAKH 


SMALLER BTS: A smaller GSM 
BTS with lesser range and 
higher capacity. Suitable 


population. To be rolled 
out early next year. 


COST: Rs 50,000 


And the efforts needed to push into | 
smaller towns and villages are substan- 
tial. So, the challenge for operators is es- 
sentially one of cutting costs. 

But before examining the ways they 
can do so, itis important to take a mea- | 
sure of the challenges involved. Ifa re- 
gion has to be connected, it has to come 
within the range of a base transceiver 
station (BTS), which is, in turn, con- 
nected to the base station controller | 
(usually situated in a nearby town). | 
Now, a BTS used in cities may not be | 
suitable for rural areas, which are often | 
far-flung, in clusters. A regular BTS in a | 
metro caters to 5,000-7,000 subscribers | 
within a range of 10 km. Small towns | 
and villages, however, are not so densely | 
populated. If the same BTS is deployed | 

| 
| 
I 
I 





to cover a population of 1,500, it would 
begrossly underused. 

And while it is easy to set up a BTS 
atop a high-rise in a city, it may have to 
beset up on flat land in rural areas. And 
here, irregular power supply makes it 
necessary to have a constant back-up. 
These additional expenses actually ! 
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for rural areas with sparse 


CENTRAL 
DATABASE 


MOBILE SWITCHING 
CENTRE (MSC) 


SATELLITE COMMUNICATION: A smaller 
CDMA BTS-cum-controller. It 
transmits to the MSC via satel- 
lite. More expensive than optic 
fibre, but scaleable and 

useful for areas where 

fibre cannot be laid 


make it costlier to establish a network in 
rural areas. Since ARPUs are also con- 
siderably lower, it is necessary to come 
up with cost-effective solutions just to 
break even. 

BTS is one of the costliest pieces of 
equipment needed for extending a net- 
work. To cut this cost, several operators 
— BSNL, Reliance and Idea among 
them — are using repeaters and boost- 
ers to extend the range of a BTS. A re- 
peater can increase the range of a BTS 
by around 5 km, but it does not add to 
the capacity. And while a base station 
may cost nearly Rs 1 crore, a repeater 
costs as little as Rs 10 lakh. 

Companies like the Hong Kong- 
based Comba Telecom are making the 
most of such an opportunity. Comba, 
which earlier supplied its repeaters 
through local distributors here, has re- 
cently set up an office in Delhi. Comba's 
general manager for India, Rajiv Giro- 
tra, expects Indian operators to buy 
about $18 million (Rs 82 crore) worth of 
repeaters from different vendors in 
2005. And he expects the number to 
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METROS 


Mobile operators are using innovative | 
technologies to push into the less 
lucrative and more challenging non- 
metro areas. By Namitha Jagadeesh 








grow by at least 40 per cent in 2006. 


Arepeater, however, isn'ttheoptimal | 


gether and cannot be scaled up as and 
when the subscriber base grows by a 
substantial extent. 

Qualcomm, the inventor of the 
CDMA technology, has a solution for 


solution. It cannot replace a BTS alto- | 
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munication, making it suitable for rural 
deployment. That's why “most of them 
are being sold in developing regions like. 
| India, South Africa and South-eastAsia", 
| according to Qualcomm India presi- 
| dent Kanwalinder Singh. 
| — Satellite communication is another 
| important thing here. Optic fibre, 
! other option, cannot reach many o 
these places. That's why operators like 
Bharti and Reliance are using satellites 
to connect to areas like Jammu & Kash- | 
| mir and the Andaman & Nicobar i 
| lands. Sanjeev Govil, head of rural m 
| keting at Reliance Infocomm, say: 
“Buying satellite bandwidth is expen- 
| sive. But these are places where it is. 
| practically impossible to lay fibre.” 
There are ways of keeping opera- 
| tional costs down as well. In Qual 
| comms BTS/controller, local calls are 
| switched locally. So there is no need to 
transmit it via satellites, Also, it deploy: 
shared bandwidth, so the bandwidth re-. 
quirement is at a minimum. 

But what about a cost-effective solu 
tion for connecting rural areas whe 
optic fibre can actually be laid? Chen 
nai-based Midas Communication. i 
building a low-cost GSM micro base sta. 
| tion for such areas. The smaller stations. 

will have a range of around 5 km and. 
supporta subscriber base as low as afew 
hundreds. "We believe that now is the. 
right time for such a device,” says 
| Shirish Purohit, CEO of Midas. The 
product is expected to come out early ` 
next year, at a price of under Rs 50,000. 

Research is also going on to bring 
down operational costs for GSM base 
stations, Bharti, which outsources its 
network management to Ericsson and 
Nokia, says it is experimenting with var~ 
ious models. It is working on an outdoor 
i BTS which can function in non-air con- 

ditioned atmospheres. "With the same ` 
| capacity as a normal BTS, it will require 
less power and, hence, less diesel back- 
up," says Manoj Kohli, president of 
Bharti Tele-Ventures. 

India has an estimated 50,000-plus: 
BTSs today. The number is expected to x 
| grow by at least a fourth by the end 6i 
| this financial year. With a large number 
of the new ones expected to be set up: 








that. It is marketing a scalable version of | 


a CDMA BTS with in-built controller ca- 
pabilities. Its range can be as little as 0.5 ` 
km, with a power requirement of 100 
mW, compared to the normal BTS re- | non- metro areas, technology sure cart 
quirement of 20 W. An initial capacity of makea huge difference. 

300 users can bescaledup.Also,itoccu- | "E mk E 
pies less space and uses satellite com- | With reports from Anup Jayaramm 
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CHINA 


MERCHANTS in the 


? 





MIDDLE KINGDOM 


conductor design company and an out- 








SAMEERA ANAND in Hong Kong 





PTIMISM regarding Asia is 
widespread. At the World Eco- 
nomic Forum's Asia Round- 
table in Singapore this year, 250 
business and political leaders 
agreed that the world's economic centre 
of gravity is shifting towards Asia. Within 
Asia itself, many would argue China 
currently provides the fuel to propel 
growth. The economic data China re- 
leases is often questioned, but what is 
above doubt is the remarkable transfor- 
mation being effected in the country. 
And that transformation has caught the 
attention of all the major private equity 
firms in the world, who have flocked to 
the Middle Kingdom to get a piece of 
theaction. 

Thomson Financial, provider of in- 
tegrated information and technology 
applications in the global financial ser- 
vices industry, estimates that China 
raised $598.4 million in private equity 
for 25 companies in the first six months 
of this year. In the same period last year, 
the figures were $417.4 million raised for 
31 companies. The largest transaction in 
Asia predictably took place in China, 
when Texas Pacific Group, Newbridge 
Capital and General Atlantic Partners 
committed $350 million to the Lenovo 
group for their acquisition of IBM’s 
PC business. 

Private equity firms seem deter- 
mined to do things differently in China. 
One break from tradition, for example, 








Private equity 

^ funds are doing 
things differently 
in China to 
close deals 


can be seen in their decision to staff of- 
fices with local hires — people with cur- 
rent experience of brokering deals. 
Credit Suisse First Boston (CSFB) an- 
nounced that it is spearheading its foray 
into Asia by establishing the China Re- 
naissance Capital Investment (CRCI). 
Mark Qiu, former CFO, China National 
Offshore Oil Corporation, will lead the 
effort to raise a target fund of $1 billion. 

Another theme that emerges consis- 
tently is the importance of being nimble 
and breaking away from established 
pattern followed in other 
countries. Private equity firms 
are locating decision-making 
in such a way that they are well 
placed to close deals. A player 
like the Carlyle Group, which 
focuses on buyouts in many 
other markets, has placed bets 
on small, unlisted private 
start-ups — buyouts are diffi- 
cult in an environment of 
mostly state-owned enter- 
prises (SOEs). Carlyle exited its 
stake in Ctrip.com, the online 
travel company which was ac- 
quired for $8 million, when the 
company listed on Nasdaq 
and saw its 25.97 per cent 
stake valued at $125 million. 
Other than Ctrip, Carlyle has 
invested in a Shanghai semi- 
China needs a legal frame- 
work to regulate flow and use 
of capital, says Maurice Hoo, 
partner of a law firm 
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door advertiser. Chang Sun, managing 
director, Warburg Pincus, responsible 
for the firm's investment activities in 
China and North Asia cites the Harbin 
Pharmaceutical deal: on July 27, War- 
burg Pincus in partnership with CITIC 
Capital "received approval to transform 
Harbin from an SOE into a joint stock 
company owned by Chinese and over- 
seas investors — the first case of its 
kind" to highlight the need to develop 
innovative solutions working within ex- 
isting parameters. 

Corporate governance in the region 
is no longer an issue. One private equity 
fund manager quotes an investor on a 
fund-raising roadshow: *Having seen 
Enron, WorldCom, Tyco and Parmalat in 
the western world, we now feel that cor- 
porate governance issues are not a 
stumbling block to doing deals in Asia; 
while we do not expect things to be sig- 
nificantly better, we are quite sure they 
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-depth 


will not be much worse.” 

Sectors that have witnessed private 
equity activity in China include IT, tele- 
com, biotechnology, commercial bank- 
ing and insurance. There is growing 
interest in mass-urbanisation, infra- 
structure construction and privatisation 
of SOEs. Of particular interest are busi- 
nesses serving China's booming middle 
class — consumer goods, logistics, and 
the Internet. In fact, another one of 
China's famous deals involving Mengniu 
Dairy, a dairy products manufacturer, 
has become synonymous with private 
equity firms scratching below the sur- 
face to identify opportunities. (See'Milk- 
ing Chinas Dairies) 

In the early '90s, which saw the first 
wave of private equity interest in China, 
players believed that high-level govern- 
ment relationships would ensure deals. 
What they did not factor in was the regu- 
lar shuffles within the bureaucracy, 
sometimes within a few months itself, 
which made the relationships worth- 
less. Having learnt from this lesson, re- 
cent deals have backed private sector 
Chinese entrepreneurs — hungry for 
capital given the restrictions on bank 
lending to the sector estimated to be 
growing at twice the rate the economy 
is. Says Chang Sun: “With a stable gov- 
. ernment run by enlightened tech- 
nocrats who are developing an improv- 
ing legal and regulatory regime, China is 
seeing the rapid growth of private enter- 
prises and a rising consumerism open- 
ing up a huge domestic market.” 

China still needs to address weighty 
issues including the lack of both a well- 











Chang Sun of Warburg Pincus is bullish 
on opportunities in China 


defined legal framework and exit op- 
tions. It has been developing a legal 
framework piecemeal. Says Maurice 
Hoo, partner in the Greater China pri- 
vate equity group of law firm Paul, Hast- 
ings, Janofsky & Walker: “Rather than 
replicating models used in existing mar- 
kets, we would expect the People’s Re- 
public of China (PRC) to develop its own 
legal framework to regulate the flow and 
use of capital in the country.” Although 
lawyers are encouraging, the process is 
time consuming and currently the end 
does not seem in sight. 

Private equity funds have relied on 
either the Hong Kong Stock Exchange or 
the Nasdaq for floatations; permission 





Milking China’s Dairies 


M ENGNIU Dairy, founded in 1999 by three former employees of 
China's largest state-owned dairy, may not seem like a private eq- 
uity candidate. It markets liquid milk, including ultra-high temperature 
(UHT) milk, milk beverages, yoghurt, ice-cream and milk powder. Yet in 
June 2002, Morgan Stanley led a group of investors including CDH Fund 
and China Capital Partners who invested $26 million in a first round of 
funding. In October 2003, the same investors pumped in $35 million 
more. Less than a year later in June 2004, Mengniu Dairy went public 
and was listed on the HK Stock Exchange at a market capitalisation 5-6 
times the firm value at which private equity was invested. 

Mengniu's success may have provided CLSA private equity reason to 
increase its exposure to Asia’s F&B sector. In early 2005, CLSA led a con- 
sortium, including Japan Asia Investment Company, in a $15-million in- 
vestment in Huishan Dairy Holdings. Hopefully, the milk will be as sweet. | 
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for domestic stock market listings is a 
long process. Recently, the global index 
company, FTSE' equity index commit- 
tee decided not to include Chinese A 
shares into its global equity indices. It 
said the shares did not meet the criteria 
required to warrant inclusion in the 
emerging market index. 

China's growth is spurred by cheap 
capital and supportive legislation. The 
country's inefficiency in energy con- 
sumption (China is the world's second 
largest energy consumer) is a case in 
point. Such inefficiencies could handi- 
cap companies which have not factored 
their actual cost of capital into strategic 
decision making. 

Yet the draw of China is almost mag- 
netic. Statistics that private equity 
money invested in China, the world's 
second largest economy, is a fraction of 
the amount invested in the rest of the 
world, are often cited to make the point 
that opportunities are plentiful for all. 

Renewed interest in private equity as 
analternative asset class provides part of 
the answer as to why private equity 
funds in particular are chasing opportu- 
nities in Asia. The ninth annual Merrill 
Lynch/Capgemini World Wealth Report 
estimated that the world's wealth in- 
creased by 8.2 per cent to $30.8 trillion in 
2004, driven by North America and the 
Asia-Pacific regions. As per the report, a 
"striking investment trend of 2004 was 
high net worth individuals' renewed in- 
terest in private equity investing." 

Amidst all the euphoria, a closer 
look at Vietnam, another Asian country 
(albeit a much smaller one) suggests 
why caution is warranted. In the mid 
'90s when Vietnam opened its doors to 
foreign investment, nearly $400 million 
of private equity money was raised. 
Subsequently, funds pulled out when it 
became clear that reforms were moving 
slower than anticipated. Private equity 
is rediscovering Vietnam. Among the 
big players are International Data 
Group Inc's $100 million fund, Dublin- 
listed Vietnam Growth Fund's $200 mil- 
lion, London-listed Vietnam Opportu- 
nity Fund with over $50 million, 
Mekong Enterprise Fund with $18.5 
million. These funds and others are 
chasing investments in a country whose 
local exchange (which opened in 2000) 
currently has 26 listed firms with a total 
marketcapoflessthan$15 million. m 


er Dataquest. MOy2004.4GJ045481! 
























WORLD'S no. 
















Canon imageRUNNER’ serie 


Enter your future office with the third gene 
imageRUNNER document. managem 
seamless mode to acquire, retrieve: ani 
documents with speed, simplicity and. sec 
on MEAP (Multifunction "Embedded ; 
Platform), these wonder devices can integrate 
IT infrastructure with ease. All this. in 
effective way. So call us or drop in fora d 
the third generation Canon imageRUNN 


OU can be the leader of your 


1 ch e for leading organizations worldwide, 
is your perfect business companion, 
uncompromising reliability and 
hnological superiority. Engineered for high 
formance and speed, with unsurpassable print 
ality, it is ideal for both small and large corporations 
king for increased productivity and an enhanced 
npetifive advantage. *Source: according. to “Gartner. 
May 2004 (GJ04548)", Canon copiers hos 


thermore, as the World's Best Selling Copier", 
: market share in the world in + 


is the honour of being the worldwide market I - 
n . . units sales of ploin paper copii 
ader for 2003. So, invest in a world renowned white and color, analogue and digital cok 
n. opier. now, and lead your business to z E for 2003). Worldwide market exc luding al 

dented heights. imageRUNNER 4570 South America. 





The Canon imageRUNNER performance features: 


Print, Scan, Copy & Fax * Fast Speed * Network Efficient (768 MB RAM dual processor) * Quality Scanning * Scan and Send to ma: 
-Volume Capacity (up to 4,750 sheets) * Cost-effective usage * Automatic Booklet-making ond Z-folding * 3G iR copies * 1600. 


g Available with print capacity of 12 ppm to 105 ppm 
; Dose from Canon imageRUNNER series : iR 1210, iR 1510, iR 1570F, iR 2016, iR 2020, iR 2230, i 
iR 2870, iR 3530, iR 4570, iR 5570, iR 6570, iR 9070, iR 105+ 







3 SOUTH & SOUTH EAST ASIA REGIONAL HEADQUARTERS: CANON SINGAPORE PTE. LTD.,1 HARBOUR FRONT AVENUE, 
: # 04-01 KEPPEL BAY TOWER, SINGAPORE 098632. WWW.CANON-ASIA.COM 
-INDIA OFFICE : CANON INDIA PVT. LTD., SECOND FLOOR TOWER A & B, CYBER GREENS, DLF PHASE-IIl, GURGAON 122 002. 


Call Canon at 39010101 / 1600 345 3366 or visit www.canon.co.in — 








Theauthor is managing 
director and chief 
technology officer of e4e 
India and serves on the 
advisory board of 
Bizworth, a company 
focused on intellectual 

— Capital services 


-. Thereisa 
need for 
CEOs and 
CFOs to 
delve 

— deeper 

. into issues 

. relating to 

intellectual 

capital and 

to unearth 
the latent 

. value of 

. their 


companies 








The latent value 
of corporations 


HIEF executive officers (CEO) and 
chief finance officers (CFO) are 
well aware that market capitalisa- 
tion represents a corporations fu- 
ture value, whereas book value 
indicates the current value of net physical as- 
sets. The difference is explained by intangibles 


like goodwill, market leadership and patents. | 


These intangibles contribute to the latent value 
ofa corporation. 

Over time, the latent value of corporations 
has been increasing phenomenally. Take In- 
fosys, whose share price is around Rs 2,650, 
while its book value per share is only Rs 192. 
This implies that the ratio of price to book value 
of the company is about 14 times. In other 
words, intangibles represent a whopping 93 per 
cent ofthe share price! 

One may justify this disparity as a natural 
factor in knowledge-based industries like IT or 
biotechnology. But even some traditional brick 


and mortar industries are clocking similarra- | 


tios. For Maruti Udyog, the price-to-book value 


ratio is about four times, and intangibles repre- | 


sent 74 per cent. The global scenario endorses 
this fact even more emphatically. An analysis of 
flagship Standard & Poor Index of the US illus- 
trates that the value of intangibles of its listed 
companies has risen to 85 per cent in 2000 from 
amere 20 per cent in 1980. 

Yet, most CEOs and CFOs spend most of 


their bandwidth in managing current value by | 
analysing financial reports and balance sheets | 
rather than the increasingly importantlatent | 
value. The list of intangibles contributing tola- | 


tent value is expanding to include technology, 
human capital, brands, processes and cus- 


tomer loyalty — together called intellectual | 


capital. There is a need for CEOs and CFOs to 
understand issues relating to management of 
intellectual capital and unearth the latent value 
of their corporations. However, till recently, 
there haven't been tools or methodologies to 
measure and manage intellectual capital. 

It is clear that traditional command and 





control mechanisms and systems driven by 
policy, budget and procedure will not work for 
measuring intellectual capital. For example, 
human capital is distinctive in that the true 
owner of the capital (the employee) decides 
anew, each and every day, how much capital 
he/she wishes to invest. Can traditional com- 
mand and control metrics really measure and 
motivate this investment of capital by the 
employee each day? 

Similarly, risk management and, therefore, 
corporate governance cannot be restricted to 
protecting and nurturing physical assets. This 
means, for example, that traditional asset in- 
surance and internal controls are not adequate 
to protect the full value of organisations. New 
forms of risk management and response- 
mechanisms are needed. 

Increasingly, corporations and regulatory 
bodies throughout the world are recognising 
this perilous divide between historical finan- 
cials and future value. They are taking steps to 
bridge the gap. Scandinavian countries have 
led the effort in this field. Thought leaders like 
Karl Sveiby, Leif Edvinsson and Goran Roos 
have researched the science of intellectual cap- 
ital in recent years. They have developed 
methodologies and tools like ‘IC Rating’ and ‘IC 
Value’ to measure intellectual capital, and have 
refined earlier tools like the balanced score- 
card. Even governments have started taking 
cognizance of latent value, and they are now 
enacting guidelines akin to financial reporting. 
Denmark is the first country to stipulate guide- 
lines for reporting on intellectual capital. 

India Inc. has also begun to look into their 
latent value and manage intellectual capital in 
a formal way. Companies like Infosys, Mind- 
Tree and even e4e are pioneering these efforts. 
In its annual report, Infosys states the value of 
its human capital and brand, while e4e and 
MindTree are working on their IC Rating. 

Most certainly, the time has come for seri- 
ous efforts to manage intellectual capital and 
unleash the latent value of corporations. 8 


BUSINESSWORLD 58 5 DECEMBER 2005 


' 


| Distance Education 
www.icfai.org 


Highlights: 
- Up-to-date curriculum 
- High quality 


- Web suppi 

- Educational loans 
- Examinations f 

- Special placem 





Understand the fundamentals. 


If you want to be a successful finance professional, you must 
first understand the fundamentals of finance. 


The MS (Finance) Program of ICFAI, leading to the 
CFA Charter from CCFA, provides you with a strong 
foundation in financial analysis. 


The MS (Finance) Program is a career-oriented program 
incorporating the latest developments in the field of finance, 
supported with an up-to-date curriculum and high quality | 
courseware that includes a comprehensive e-learning 
package. 


















Exciting careers in corporate finance, international finance, 
risk management, investment and portfolio management, 
banking, equity research, financial services, and other similar 
areas are open to graduates of the program. Several CFAs 
occupy senior positions in the corporate sector in banks, 
insurance companies, mutual funds, and other organizations 
both in India and abroad. 


So, if you are serious about a career in finance, 
enroll for the MS (Finance) Program today. 


° 
(Finance) 
Leading to the CFA Charter 
2 Year Distance Learning Program 


The finance program for finance professionals. 








For more information and the prospectus, please contact: 
ICFAI Center for Distance Education, 23, Nagarjuna Hills, Panjagutta, Hyderabad 500 082 
Phone: 040-23430431-36, Fax: 040-55639711, E-mail: info@icfai.org 


P. HARI | 


HEN we think of offshoring, | 
we usually think of reducing 
costs. In some technology in- 
dustries, offshoring is also a 
way of augmenting human 
resources and speeding up product de- | 
velopment. Few people would think of 
offshoring to India as a way of doing | 
things that can otherwise never be 
done. But there are examples to prove 
this theory, although on a small scale. 
SciTech Patent Art Services is a small 
company based in Hyderabad, pro- 
moted by Srinivas Achanta, a US-based 
entrepreneur of Indian origin. It was set 
up three years ago to do patent analysis, 
with a single employee and a contract — 
from a large US multinational. The | 
multinational was finding it difficultto | 
do this job at home because human 
resource costs were prohibitive. It wan- | 
ted SciTech to work exclusively forit, but | 
allowed the company to expand after a 
year. SciTech grew quickly and is on tar- | 
get to touch $1 million this year. It has 
60 employees. | 
SciTech istheonly companyin India | 
devoted exclusively to patent analysis. | 
The only other private sector company | 











is Evalueserve, a 'knowledge process 
outsourcing’ company in Delhi, which 
does intellectual property services 
among a host of other businesses. The 
third player likely to enter this space is 
Unit for Research and Development of 
Information Products (URDIP), a CSIR 


lab in Pune. Despite the handsome | 


margins (higher than 40 per cent), this 
sector may notsee too many companies 
rushing in. We will see why. 

Patents are a goldmine of informa- 
tion. About 80 per cent of the informa- 
tion in a patent is never published else- 
where. In many cases, patents are the 
earliest source of information on resea- 


rch work. Patent offices accept appli- | 


cations only if it is not published, so sci- 
entists file a patent application before 
they write a research paper about the in- 
vention. Still, searching through patents 
is not easy, not least because one needs 
to search worldwide in many languages. 

To do this job thoroughly, one needs 
to employ postgraduates and doctorates 
in science and engineering — in large 
numbers. Imagine the costs of employi- 
ng a hundred such specialists in the US. 
So what patent service companies in the 
US do is to use automation tools. For ex- 
ample, MicroPatent, the world's leading 
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SCITECH 


Former director of Indian 
Institute of Petroleum T.S.R. 
Prasada Rao is involved in 
business development at 
SciTech Patent Art Services 


patent online searching and 
analysis company, uses a soft- 
ware tool called Aureka to 
analyse patent information. 
Such tools help immensely but 
are only part of the story. 

When a person reads a 
patent, he or she reads it differ- 
ently from a machine. Patents 
are complex documents where 
words can mean different 
things to different people. An 
automobile engineer, for exam- 
ple, would read a word in a 
patent different from a chemi- 
cal engineer. Currently, such in- 
dustry associations are too sub- 
tle for machines to catch. 

When specialists are appoi- 
nted to read each word in a pat- 
ent and ask the right questions, 
they can come up with intrigu- 
ing and invaluable insights. 
This can be done in India, and SciTech 
has converted this into a good business. 

When a scientist comes up with an 
idea, the company concerned has to de- 
cide whether the idea is worth it. It could 
then ask SciTech to do a novelty search. 
A companys research managers would 
want to know the areas to invest in. A 
patent analysis reveals areas that are 
crowded and those that are still open for 
R&D. Onecan then take all patents in an 
area and map the claims; such mapping 
would also reveal areas that have not 
been touched so far. A really innovative 
team could use patent analysis to pre- 
dict the next evolutions in technology. 

When hestarted the company, Srini- 


DILEEP PRAKASH 


| vas had some expert help at hand. His 


father-in-law, T.S.R. Prasada Rao, is the 
former director of Indian Institute of Pe- 
troleum at Dehradun and a scientist 
whois well-connected in the petroleum 
and petrochemical industry. He also 
roped in Vijay Kelkar, the former petro- 
leum secretary, as the chairman of 
SciTech. Rao is now vice-chairman and 
helps with business development. 

His primary job is not to get ahead 
of competition. It is to convince man- 
agers that SciTech can do things they 
cannot. 
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. Promoting a ‘culture of innovation’ 


non-changing society in which inventors or people 
with new ideas have been branded as mavericks. 
Unfortunately the concept of innovation as understood not 


i" NDIA has traditionally been perceived as a 


| ` just by the common man but even at the highest levels of 





. policy has been merely as an invention of a physical prod- 


uct. This R&D driven technology paradigm overlooks the 


. most important driver of change in a developing economy 
. — the organization, which has not only to be innovative in 


designing new products but in all its systems for its sus- 
tenance and growth. Further, the concept of the innovative 
organization has to be extended beyond corporates to in- 
clude governments and non-profit outfits. In this context, 
to address the emerging need for India, EMPI Vice Presi- 
dents Pankaj Saran and Ashok Jain conceptualized EMPI 


. Business School's Centre for Innovation, Entrepreneur- 


ship and Intellectual Property (EMPI's CIEPRO) and 
launched a unique initiative to identify and showcase In- 
dian innovative organizations annually at the national level. 


Almost 600 organizations across categories ranging from 
Public Policy, Physical Infrastructure, Social Infrastructure, 
Rural Development, High Technology and Manufacturing 
industries, Banking, Insurance, Hospitals, Agriculture, 
Food, Water Management and Environment submitted 
their "innovation case studies' along with external valida- 
tions from national and international sources of eminence. 
The evaluation was in two stages with almost 30 sector 
specialists including top academicians, executives and 
government officials, involved in the process. The 
shortlisted entries were then scrutinised by an eminent 
jury consisting of R.C Bhargava, Nitin Desai, Abid Hussain, 
H.K Jain, Arun Maira, P.V. Rajagopal, Gurnam Saran, M.M 
Sharma, L.M. Singhvi, P.N Tandon, J.S. Verma, N. Vittal, 
under the chairmanship of M.G.K. Menon, Chairman, IIT 
Delhi and — co-chairmanship of D.V. Kapur, Chairman 
Reliance Power Ltd, Former Founder Chairman, NTPC. 
After due deliberations, they chose seven organizations. 


The awards were given away at a glittering ceremony in 
Vigyan Bhavan on March 7, 2005, attended by a distin- 
guished gathering of CEOs, policy makers, diplomats, 
and academicians. Awards were given in two categories. 
The Gold Award went to four organizations — Narayana 
Hridayalaya, for its Yeshaswini Cooperative Farmers Health 
Insurance Scheme that addresses the critical issue of af- 
fordable health care, through a farmer's health insurance 
cooperative and public-privateand inter-organisational part- 
nerships; Mother Dairy Foods Processing Ltd. for innova- 
tions in food chain management and for becoming the front 
end of farmers co-operatives linking rural farmers and 
urban consumers; Infrastructure Leasing and Financial 


a 






m^" 


_ The B-School 
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Services Limited (IL&FS) for its wide ranging Innovations 
in public private partnership for the development of di- 
verse physical infrastructure on a commercial format; BAIF 
Development Research Foundation for its innovative 
programmes in rural development and for providing liveli- 
hood to small farmers in arid and degraded lands. Silver 
trophies were awarded to three organizations — The Gov- 
ernment of Nagaland, for its pioneering public policy ini- 
tiative of empowering the community through the Nagaland 
Communitisation of Public Institutions and Services Act 
2002; The National Stock Exchange of India Ltd for trans- 
forming the face of financial trading in the country and that 
of India in the global trading community; and All India So- 
ciety for Electronics and Computer Technology (AISECT) 
for its innovative multi-purpose model of entrepreneurial 
ICT kiosks. 





Mr. Ravi Parthasarathy, Chairman & Managing Director receiving the Gold Award 
on behalf of Infrastructure Leasing and Financial Services (IL&FS), Mumabi 


President Dr. A.P.J. Abdul Kalam reiterated that "for the 
nation today what is needed is a combination of technol- 
ogy, innovation, leadership and inspired workforce." Con- 
gratulating the organizers for promoting a culture of inno- 
vation among the Indian entrepreneurs, he suggested that 
“EMPI can create a forum ............ and the television part- * 
ner NDTV and print partner Businessworld can make 
these innovations as episodes and disseminate to differ- 
ent institutions through its channels." In hindsight, this 
event was not just a mere awards ceremony but an im- 
portant first step in the launch of an "Innovation Movement 
- Mission 2020" in the country. A movement that could lead 
to speedy socio-economic development, on the one hand, 
and help alleviate poverty while on the other hand, it could 
accelerate innovative processes enabling India to become 
a knowledge super power. 


š zn 
; Innovation Awards Ceremony 2005 / 
7th March, Vigyan Bhawan, New Delhi 
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The writing is on the wall. 
IDI AVE) MAL ON 


And CNBC-TV18 is India's No. 1 Business and 
English news channel. 


For a quick lesson in maths, refer to the chart below. 
CNBC-TV18, India's No.1 Business news 
channel is bigger than English news 


Market share of English News viewing 
July to September 2005 


36% 


CNBC TV18 NDTV 24x7 NDTV Profit Others 
Source: TAM, All India, TG: CS Males SEC AB 25yrs+, Weekdays 7 am to midnight 
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and degenerate existence in 
several walks of life, 
EMCEE has finally found 


unfair, biasedand |... 
prejudiced and that he will 
spare no effort in 
propagating his jaundiced 
world-view. Rants and 


'emcee&bworldmail.com. 











| that Monica was his second wife. Sources say 





|. People at Monica's ancestral village disowned ` 


. whether they thought the meal was too good | 
_ for her. Abu Salem looked trim and fit in an off- | 


| page 13, there was a column on starvation 


ready confessed. Human rights activists will be 





Day 1: The eyes of the nation were on Monica 


Bedi, who wore a white top and blue jeans. | 


Guess what she had for dinner? Biryani and 
palak paneer. Readers were asked to SMS 


white short shirt and faded jeans. A distant un- 
cle of Salem's said he had last seen him atage | 
two and couldn't believe how he'd grown. On | 


deaths in Vidarbha. 

Day 2: Readers were perplexed by conflicting 
reports about the number of suitcases that 
Monica brought — six or twelve. But it’s con- 
firmed that she was allowed to take only two of | 
them to jail. Mr Salem brought five suitcases, | 
crammed with designer clothes. An exclusive 
scoop revealed that he had wept on the way 
from the airport. Readers were asked to SMS | 
whether they were crocodile tears. In the inside 
pages, Saarc nations pledged to slash tariff bar- | 
riers and bring in free trade from 1 January. 
Day3: Monica looked fetching in court in a blue 
scarf. She had roti, rasam and curd for lunch. 
Sources tell reporters that Abu Salem has al- 





pleased to know that Monica has warm clothes. 
Monica's ex-colleagues say she was sweet to | 
work with but changed after she got married to | 
Salem. Readers were asked to SMS whether ` 
they changed after marriage. Oh, by the way, 
Sonia Gandhi said the guilty in the Volcker re- 
port will be punished and China's industrial 
output rose 16 per cent. 

Day4: The nation solemnly absorbed the infor- | 
mation that Monica denies being married to | 
Salem. His lawyer said he hadn't confessed and I 


an Interpol alert will be issued for the qazi who. | 
gotthem married. Readers weretoldthatSalem | 


had the nickname 'Chikna' in the underworld. | . 


Film stars and cricketers denied links with him. 


her. Readers were asked to SMS whether she 
should be disowned. I almost forgot — the | 





si 





|. finance minister said he may offload a stake in 


some profit-making non-navratnas. There was 
also a big terrorist attack in Srinagar. 
Day 5: Salem's first wife accused him of beating 
her. Readers were asked to SMS whether she 
deserved to be beaten. Sources told reporters 
that secret diaries exposed Salem's links with 
politicians. Politicians denied this. A dog in 
Salem's street refused to recognise | him. Monica 
complained that she had a bad nig h 
masala tea at breakfast. Cops : solve the: mystery. 
of why Salem has been wearing the : 
shirt and jeans for three days — he has lost his 
taste for designer clothing. x 

Incidentally, Indians top the world inr remit- l 
ting money back to their home country, while 
gold prices are at an 18-year high. 
Day 6: Readers were agog with anticipation to- 
day on the news that Salem had three wives, © 
and the number could even go up to four. Read- 
ers were asked to SMS how many wives are op- 






| timal. Salem was seen running his hands 


through his hair in a debonair manner. Thena- 
tion was shocked when Salem's fir 
wasn't a good father — Salem didn’ tum up for. 
his sons first birthday. Readers called in to say. 
that he should be shot. Before I forget, Sri Lanka ` 
elected a hardline president, and unemploy- ` 
ment among educated youth has shot up. 

Day 7: Guess what? The story about ‘Chikna’: 
turned out to be wrong — Salem was actually 
called Abu ‘Samaan’ because he delivered 
goods for the mafia. He also sold vada pavin 





- Bandra. The nation learnt today that mafia don : 
Anees' wife was a bitter. enemy of Chhota Sha- 
keel's wife. Readers were asked to SMS whether | 


they preferred Anees' wife to Shakeel's. . People: 


 inthe know say that Salem: has confessed again. 


Confidential sources. say that Salem drove 
around Portugalinajeep. ` 
In other dull a boring news, the FM says Y 
st! 





7 interest rates won't go up, Iran has voted again 

_ allowing inspection of its nuclear facilities, the 
. Left agrees to consider disinvestment, the Nas- 
m reaches a HORA high E 
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GEETANJALI KRISHNA 


generation has always been in 
the hands of the government, 
few ofus realised how easy it is 





Yogeshwar Kumar. Who 


-m 


‘GrW 32t up yower 





LL these years, since power | 


to generate electricity,” says 
| 








eople 
wer 


would know better than this IIT Delhi 
alumnus, who has made it his life's mis- 
sion to provide power to villages, liter- 
ally. His task: mobilising village commu- 
nities to build, operate and reap the 
benefits of low-budget small micro hy- 
del power plants. A la Mohan Bhargava 
in Swades, but on a larger scale. 





YOGESHWAR KUMAR 





ENERGY 


It all began three decades ago. Ku- 
mar, who completed his civil engineer- 
ing from IIT Delhi, realised that there 
were villages that had never seen the 
light from a common bulb, while city 
dwellers complained about power cuts. 
Says Kumar: “Think aboutit. As per gov- 
ernment estimates, 78.09 million 
households, which is a whopping 56.5 
per cent of the total households in the 
country, live in darkness!” At the same 
time, he realised that it was not practical 
to expect the government to lay expen- 
sive power cables across miles of 
forested, and often, inhospitable moun- 
tainous terrains to reach remote villages 
with miniscule power requirements. So 
instead of looking at the fancy jobs that 
many of his fellow IITians were going in 
for, Kumar chose a different calling. He 
mobilised resources and developed en- 
vironmentally-sustainable micro hydel 
power generating technologies in vil- 
lages — most having an installed capac- 
ity of20 kilowatts. 

His first project, commissioned by 
Indian National Science Academy, was 
in the Valley of Flowers in Uttaranchal. “I 
designed machinery that was easy to use 
and that could actually be fabricated in 
workshops by the villagers,” he says. The 
villagers under the supervision of local 
engineers did everything — installation 
of equipment, penstock, transmission 
and distribution lines, construction of 
spillways and overflow channels. “Be- 
cause of the high level of community in- 
volvement in the project, the local peo- 
ple were exhilarated when it got going,” 
says Kumar. The project was so success- 
ful that he decided to apply the formula 
to other villages in the area. “With most 
villages being small, their demand for 
electricity is minimal, so micro-hydel 
projects are a good option,” he says. 

The Valley of Flowers project cer- 
tainly wasnt the first of its kind — India's 
first mini hydro electric scheme was 
started way back in 1897 in Darjeeling. 
But where his project differed from such 
past schemes was in his insistence on 
community participation. Says Kumar: 
"I'd seen many village electrification 


An IITian’s success story on how he? 
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built micro hydel power projects 
with local help in remote villages 
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projects fail because local people 
had nothing to do with the mak- 
ing of the plant. So I ensured that 
wherever we worked, the vil- 
lagers did all the construction 
work themselves.” 

To construct these power 
plants, Kumar decided to train a 
few people from the villages who 
would maintain and operate 
these plants. “Few engineers 
from the metros would have 
agreed to live in a remote moun- 
tain village to set up a power pro- 
ject,” he says. So he brought vil- 
lagers to Delhi and gave them 
several months of training. 

Kumar makes it sound ele- 
mentary. But training young 
boys from the villages, many of 
whom were Class V dropouts, 
was no easy task. “I found, and 
many of my ‘grassroots engi- 
neers’ agree with me on this, that 
they were more receptive to new 
ideas when I brought them to 
Delhi.” Today, some of these 
‘grassroots engineers’ have be- 
come experts. They are not only 
good in fabricating equipment, 
but they also travel across the 
country to train other villagers to 
construct and maintain their own 
power plants. 

Kumars flagship project in Genwali, 
Tehri Garhwal, has been successfully 


operating for six years now. A small vil- | 


lage, 15 km from the transmission lines, 
Genwali is knownin the entire district as 
being the village farthest from the power 
grid and still having electricity. Other vil- 
lages between it and the transmission 
lines are still in the dark. Genwali is also 
home to some of his most experienced 
‘grassroots engineers’ — Veer Singh and 
Chattar Singh. They are paid a stipend of 
Rs 500 a month to run the power plant. 
The beauty of community-run power 
plants, amply demonstrated by the 
Genwali experience, is that people de- 
cide when they want power, and how 
much they will pay for it. Says Veer 
Singh: “We take Rs 30 per month per 
household. It is enough to run the plant 
and pay our salaries. When there are re- 
pairs to be carried out, the entire village 
pitches in!” 

These micro hydel projects take be- 
tween Rs 20 to 30 lakh to set up, says Ku- 





Yogeshwar Kumar believes that micro hydro 
power stations can only work if villagers get in- 
volved as co-creators 





mar. And it entails Rs 50,000 to Rs 80,000 
per KVA of capital investment including 
transmission wires and minimum pro- 
ductive applications for value addition. 
"We raise some of the money, the rest, 
around 40 per cent, is contributed by 
the villagers by way of skilled and un- 
skilled labour." The cost per unit of 
power is barely Rs 2-2.50 (compare it to 
Rs8— the cost per unit of power gener- 
ated by diesel). "That is why India needs 
to increase the renewable component 
in power generation, which is at present 
barely 30 per cent of the total. Micro hy- 
del projects are eco-friendly and cost ef- 
fective too," says Kumar. 

Forthe past four and a half years, Ku- 
mar has been working with a group of 
retired government officials in an NGO 
called Jan Samarth. He has initiated 
many such projects, ten of which are 
operational in some villages in Uttaran- 
chal, Kashmir and Orissa. For him, the 
real challenge is no longer setting up a 
plant. His 'grassroots engineers' are ex- 
perienced enough to handle that. “Even 
convincing people is not difficult, 
though we do often face problems with 
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villagers who initially appear 
very enthusiastic about having 
their own power station, and 
then resist when it comes to con- 
tributing to labour," says he. 

The biggest challenges are 
getting enough funds and 
enough grassroots-level NGOs 
to collaborate with. So far, few 
agencies have pitched in. They 
are: the UNDP, Foundation for 
Rural Resource and Develop- 
ment (FORRAD) and the Centre 
for Environment Education, to 
name a few. 

Recently, the Jammu and 
Kashmir government asked Ku- 
mar to set up community power 
plants in the state. “We have re- 
cently got one going in Kargil, 
where local people worked so 
enthusiastically that the plant 
was set up in a record two 
months time!” says Kumar. Plans 
are afoot for initiating four or five 
more power plants in the state. 
“We have also managed to de- 
velop partnerships. Groups like 
the Delhi-based Manzil have 
started rural electrification pro- 
jects with our assistance,” says 
Kumar. “Many students of IIT Delhi 
have shown interest in working on our 
projects. But we need many more part- 
ners and sponsors, especially from the 
corporate sector, for there is only so 
much that I can do." 

"What we need to realise is that 
every stream is capable of producing 
some power — and every village com- 
munity has it in its hands to make that 
possible. All it takes is funds and a few 
committed people," says Kumar, who 
received the award for Outstanding 
Contribution for National Develop- 
ment from IIT Delhi for his low-budget 
power projects. 

And for a man who prefers his work 
to speak for itself, the dreams are big. He 
wants to integrate rural industries like 
weaving, spinning, dairy produce and 
milling with the village power plants. 
"Till now, electricity has improved their 
quality of life, but any such commer- 


TRIBHUWAN SHARMA 


cially viable industry will improve theà 


standard of living of the entire village," 
he says. If he succeeds, his micro hydel 
projects will give power to the people — 
in more ways than one. E 
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events 


IT's a rich Eastern 
experience 


PALLAVI ROY 


EST BENGAL chief minister 


Buddhadeb Bhattacharjee | 


has been trying to woo in- 
vestments into his state for 
some years now. While the 
state's track record in attracting invest- 
mentin manufacturing remains patchy, 
he has been lionised for his success in 
getting IT majors to set up campuses in 
West Bengal. In the process, he has 
found admirers in Wipro's Azim Premji 
and Infosyss N. R. Narayana Murthy. 
From being an industry insignifi- 


y 
Offices like this one, 
which houses Infinity 
Solutions, showcase 
Kolkata's strides in 
the field of IT 





cant five years ago to No.5 on the list of 
the top destinations in the country, it's 


been along journey for West Bengal's IT | 
industry. The state's biggest IT exposi- | 


tion, Infocom, captures this change. In 
association with the industry's apex 





body, Nasscom, BW will host the fourth | 
| With a three-day conference and five- 


edition of Infocom in Kolkata from 7 to 
11 of December. 


In fact, what began as IT exposition | 


primarily for West Bengal has today 
emerged as one of the country's biggest 
IT fairs. Indeed, Infocom is no longer 


| about West Bengal. It is no longer even 


about the East. It is about 'IT everyday, 








for everyone’. 
This year, the speakers include lead- 


| ers from politics to business: Rakesh 
| Mohan, RBI deputy governor, A.K. Pur- 


war, chairman of State Bank of India, 
K.V. Kamath, MD and CEO of ICICI, R.K. 
Amar Babu, director (South Asia) at 
Intel, and Professor Samir K. Brah- 
machari, director of the Institute of Ge- 
nomics and Integrative Biology, to 
name a few. The exposition will high- 
light not just the technology part of IT, 
but how it affects each aspect of our life. 


day exhibition schedule, the event aims 
to bring together a sample of the best 
that IT, telecom, biotechnology and 
academia have to offer. 

This year will see three parallel 
tracks at the event, up from two last 


| year, in order to accommodate the 










2000-2001 


growing number of is- 
sues. The subjects un- 
der discussion will re- 
flect this expansive 
scope. For the first time, 
biotechnology finds a 
prominent place. And 
the specific issue to be 
addressed is critical for 
the domestic biotech 
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Rs 500 cr 


2001-20022 Rs 800 cr 
WS s 2002-20032 Rs 1,200 cr 
-— al 2003-20042 Rs 1,600 cr 
2004-2005? Rs 2,225 cr 
2005-20062 Rs 3,400 cr (projected) 
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West Bengal's growth in ITES over the last five years 
Source: IT ministry, West Bengal government 
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sector today — how to translate R&D | 


opportunities into commercial ones. 
Also involved in a big way for the first 
time are members from the academic 
world. Three premier institutes — ISI 
Calcutta, IIT Kharagpur and IIM Cal- 
cutta — will interface with industry 
leaders in the information and commu- 
nication technology sectors. And in 


keeping with the wider scope, Infocom | 


has also extended its reach. From 1,100, 
the number of delegates has risen to 


2,000. The number of exhibitors has | 


gone up to 311 from 175 last year. A 20- 
member delegation of business school 
alumni from across Europe will also 
participate in a session on 'Global IT 
value networks. 

An interesting sidelight promises to 
be a collaborative effort with the Na- 


Here, innovative ideas presented by 
youngsters from across the country will 
find a public platform. For instance, on 
display will be a mechanism by which 
train drivers will be able to sanitise dirty 
bathrooms at the push ofa button. Then 
there is the hand-driven washing ma- 
chine developed by a young man from 
Bihar. Ideal for India's power-deficit 
rural areas, it is perhaps a reflection of 
the irony of the situation in the country 
that a hand-driven machine is consid- 
ered an innovation. This might well be 
one of the issues the all-important track 
on e-governance will cover. 








Complementing the conference will 
be the exhibition where companies into 
all kinds of technologies will showcase 
their wares. There will also be an IT edu- 
cation fair. Attempts are being made 
through Infocom to create a common 
development platform for the eastern 
and north-eastern regions with a forum 
for the IT ministers from the region 

The state government's presence 








will also be substantial given that West | 
| —cities that have a head-start. 
Where the country's IT sector bloomed | 


Bengal's IT industry is a bit of an irony. 


largely because the government was 


unaware of its existence and so did not | 


meddle, in West Bengal, the Left Front 
government can rightfully take credit 
for bringing the ITES sector into the 


state (See ‘On A High’). So keen is chief | 
| minister Bhattacharjee on furthering | 
tional Council of Science Museums. | 


the prospects of this sector, that he is 
even willing to lock horns with his col- 
leagues in Delhi in opposing unions in 
the BPO industry. To ensure that the sec- 
tor is not hit by downtime, it was re- 
cently brought under the purview of the 
Essential Services Act in the state. The 
last strike called by the Left parties 
sought to challenge this, but it only left a 


livid Bhattacharjee in its wake. In fact, | 
| weaknesses, but our strengths. Let the 


the government's stand has always been 
that the BPO sector is all about provid- 


| ing employment in a state that has a 
high level of unemployment. IT minis- | 


ter Manab Mukherjee has often gone on 
record to say the 33,000 people em- 
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ployed by the ITES sec- 
tor is what should an- 
swer critics of the 
states ITES policy. 
After all, it's been 
tough rebuilding the 
tattered image that 
most had about the 
state and Kolkata — of 
red flags and a militant 
labour. The one prob- 
lem the state could do 
without is even a hint 
of return to old times. 
There are other prob- 
lems facing the state's ITES sector. For 
one, it needs to move up the ITES value 
chain and start attracting investment in 
non call-centre work. Almost 65 per 
cent of Kolkata's ITES operations are 
voice-based. Government officials pri- 
vately espouse the need for more so- 
phisticated programming work. For 
this, more work needs to be put in be- 
cause Kolkata is pitted directly against 
Bangalore, Hyderabad and even Pune 





GOUTAM ROY 


But perhaps the biggest bugbear is 
the lack of adequate manpower to fill 
ITES vacancies. Realising this, the state 
has already taken steps to bridge the 
gap. Calcutta University has started an 
examination across nine colleges to test 
students on their aptitude for BPO 
work. This pilot project will give way to a 
full-fledged one by the end of the year, 
when 35 colleges will be brought under 
its purview. Lessons also seem to have 
been learnt from Bangalore's recent 
woes, though no one is ready to ques- 
tion the Garden City's numero uno sta- 
tus in this sector. Says G.D. Gautama, 
the state's principal secretary, IT: “Ban- 
galore is still the country's calling card. 
Besides, we do not market anybody's 


industry decide where to go." 

And Infocom is just the kind of fo- 
rum where the industry will decide, not 
just on Kolkata, but on the route India 
needs to take to realise its potential. WB 














-. Hemant Kanoria 
-— MD & vice-chairman 
__ SREI Infrastructure Finance 


_ lam reading AS A MAN THINKETH 


Raa 


TERR OR RE 





BROWSING 


by James Allen. I picked it up from 


. a bookstore at an airport. The book 


looked interesting, but I have just 


. Started reading it, so it is premature to 
. comment on it. 


I recently read THE SAINT, THE 
SURFER AND THE CEO by Robin 
Sharma. The author's protagonist 
meets three people and spends time 
with them to understand the real 
meaning oflife. It reinforced my belief 
that life is extremely simple and we 
should enjoy every moment without 
thinking of the uncertainties of the fu- 
ture. I have also read his other book, 
The Monk Who Sold His Ferrari. W 


ALERT 
The Other India At Work 
By Gopal Joshi, Partha Sarkar, 


Sukumar Sah and Raman Swamy 
(ILO) 





e THINK of India at 

^ work and the im- 

; 2. ages that come up 
^. today are of BPO 
employees and 

- software program- 

mers. Here is a set of images 

from the 'real' India — carpet 
weavers, rickshaw pullers, stone 
breakers, etc. Depicting condi- 
tions in 10 industrial clusters, 
this pictorial is a grim reminder of 
how 19 million women, men and 
child workers earn their wages. 


_ While it may not be great photog- 


raphy, the story each picture tells 
of unsafe and unsanitary condi- 


| tions makes you sad. 














K.P. NAYAR 


FEW weeks after I finished 
reading Michael Harrold's ac- 


rea — where he worked as an 
English translator of speeches 
by the country's late Presi- 
dent Kim Il Sung and his dynastic suc- 
cessor, Kim Jong Il — CNN began 
an advertising blitz for the 
latest instalment of its in- 
vestigative news maga- 
zine. It claimed to have 
gripping, if depressing, im- 
ages ofthe world's only re- 
maining Stalinist dictator- 
ship. The hour-long docu- 
mentary, Undercover In 
TheSecret State (which was 
first telecast on 13 Novem- 
ber and repeatedly aired 


count of life inside North Ko- | 
| ofthe worst in its genre for its language 








COMRADES 


MICHAEL HARROLD 


ehind the 


Communist prejudices nor comes 
across as having his judgement clouded 
by a barrage of propaganda, for which 
thetwo Kims are notorious. 

But the book must rank among one 


and style. Perhaps, itis a consequence of 
reading nothing but Kim jJongs 
speeches for seven long years. That can 
kill the literary talent 





COMRADES AND 
STRANGERS 
Behind The Closed 
Doors Of North Korea 
By Michael Harrold 


John Wiley & Sons 


Pages: 432; 


price: £14.99 


the following week) prompted me to | of even a Hemingway. But if you are in- 


read Harrold's Comrades and Strangers: | 


Behind the Closed Doors of North Korea 
for a second time. 

His narrative of life inside what is 
probably the world's most closed soci- 
ety is absorbing for its detail and an ob- 
vious lack of bias, rare for a westerner. 
He neither harbours common anti- 


SELECTION 


Laughing at all 
the chaos 


F someone, for instance, George 
| Bush, wanted a quick briefing on 

what India is all about and what it 
has been doing in the five decades 
since Independence, they could do no 
worse than spend a couple of hours 
with R.K. Laxman's latest compilation. 

BRUSHING UP THE YEARS: A 

CARTOONIST'S HISTORY OF INDIA 
1947-2004 (Viking/Penguin India) is a 
concise and, of course, bitingly witty 
account of the muddled course of this 
country through its many political 
upheavals, scandals, scientific 








terested in the politics of the Korean 
peninsula, as only one of two remaining 
de facto Marxist societies (the other be- 
ing Cuba), then don't miss this book. 
North Korea has remained so tightly 


| shut to the rest of the world and so 


vilified by the US administration — it 
has been cast as the triad of George 


triumphs and unchanging deprivation. 
To the legion of Laxman fans, who have 
smiled their way through all this. 
anarchy with help from his daily 
cartoons in The Times of India, no 
delineation is necessary. To others who 
may not be familiar with Laxman and 
his Common Man, a few words of 
explanation. Laxman's genius affects 
politicians as electoral defeats do: 
leaving them exposed and squirming. 


A CARTOONISTS MOR GP INDIA 1947-1004 
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Bushs ‘axis of evil’ — that Harrold's 
; anecdotes and his experiences can 
' come as a total surprise. The revelation 
is that Kim Jong's country is as normal 
a society as you can find despite the 
aberrations induced by half a century 
of indoctrination. l 
The book should also prove an eye- 
opener for the likes of CPM, which 
makes opposition to Hindu nationalism | 
one ofits main planks. As someone who | 
comes across as indifferent to religion | 
-to the point of being ignorant about | 
the atheistic foundations of Marxism, | 
thereisan element of innocence in Har- | 
rold’s detailed accounts of how North | 
Korea's hard-line Communists liberally | 
use Korean traditions or mythology — | 
which Marxists in Kerala or West Bengal | 
would dismiss as reactionary —in moti- | 
vating its people. | 
In 1958, Kim Il Sung launched the | 
‘Chollima Movement, North Korea's | 
equivalent of Mao Zedong's contempo- | 
rary Great Leap Forward. But Kim bor- | 
_.. Towed from Korean mythology to ener- | 
. giseworkers and the peasantry to create | 
- miracles at their workplace: Chollima, | 
` according to pre-Communist legend, | 
was a winged horse, which could fly 400 | 
kms a day, but was bereft of a rider. Ac- | 











IF ANYONE ASKS JUST SAY 




















- And a recommendation to schools: ` 
before you unleash the ghastly history 
and political Science textbooks 
pr uced by the National Council for 
: tional Research and Training on 
udents, let them go through this 
lection of cartoons. It will be their 
oduction to modern India. 












MICHAEL HARROLD lived in North Korea 
for seven years as the language adviser 
for English translations of speeches by 
President Kim H Sung. From Pyongyang 
he went to Beijing, where he worked at 
Xinhua News Agency and China Central 
Television. He is now editor of Poland 
AM and supervising editor of the War- 
saw Business Journal. 


cording to modern day Marxist legend, 


last iron curtain 


the horse founditsriderin senior Kimin | 


1958. Just outside Pyongyang, on a hill, 
is a huge statue of the winged horse with 
a rider as a tribute to the ‘Chollima 


| Movement’ Without doubt, it is a statue 
i. North Korean 'Red Guards’ would have 
loved to destroy if only the country had | 


its own Great Proletarian Cultural Revo- 
lution. Thebook has several such tales. 
InJuly 1989, a month after the crack- 
down on Beijing's Tiananmen Square, 
North Korea hosted the World Festival of 
Youth and Students, which ‘Great 


| Leader’ Kim Il Sung and ‘Dear Leader’ 


Kim Jong Il wanted to use to showcase 
their country’s socialist gains. 
Harrold writes: “The crowds roam- 


| ing the streets were made up of Koreans 
| and foreigners mixing in a perfectly nat- 


ural way. I ran into Koreans I knew... 
people who at other times might not 


Master of 
masters? 


E bills himself as the guru ofthe i 
greats, yet throughout his prom- | 


otional materials and the bo 


: itsel he fails to mention who thos 


| COACH by Graham Alexander, 
| you'll likely conclude the 


answer lies in between. ` 
Fortunately, what works 


|: for Alexander is his 


Presumably be 
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have risked acknowledging me, 
who now stopped and chatted 
vited me to join them for a bite to: 
drink, actually to sit with them int 
open air, in public and talk.” 

Some of the more intimate deta 
the author's life in Pyongyang wo 
have been more touching and cont 
tual to his larger narrative ifonly Harro 
could write better. He loved and lost: 
young Korean girl. It is easy to commis 
erate with the author, who had gain 
enough trust among his North Korean 
friends to be told that the real reason. 
why marriage between Koreans and 
foreigners was prohibited was not 
ideology, but the consensus in society 
that foreign males were ‘too big’ for. 
petite local belles. ; 

If Bush launched a ‘shock and awe 
attack on Pyongyang, he would surel 
win a military victory, but any militar 
commander in charge of the attac 
would think hard about his tactics if h 
read Harrold's unbiased anecdotes 
society which can be turned on and o 
at will poses a post-invasion risk fa 
pedo than indi Iraq. H 


K P Nayari is rhe Washi ington- based 
diplomatic editor of The Telegraph. 






| CEOs, he talks tough and uses terse 


š those with aspirations of becom gt 


-View of actual. problems CEOs have 


dealt with — problems so serious they. 


i felt the need for coaching to get 


through them. : 
But if Alexander really i 
who he says he is, then one 
must ask: why do the tor 
leaders pay big bucks for 
Such tepid, common 
Perhaps it's like exer 


but it takes a pushy per 
al trainer at your ba: 
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' HE Department of Telecommunications 
(DoT) has been putting out hints that it is 

about to come out with a new, new Telecom 

Policy. The selling point of the policy would 

seemto becurbson monopoly power and en- 

couragement of competition. To this end, the department 

wants to set "prescribed" limits on the subscribers an op- 

erator may have, revenue he may earn or traffic he may | 
carry. If he exceeds these limits, his power to compete on 
prices would be taken away: he would not be allowed to 
reduce prices without permission. Putting a floor on 
prices is a strange way of promoting competition. 

The department also wants greater control on merg- | 
ers and acquisitions. If they reduce the number of opera- | 
tors to two, orifa merged entity 
would control more than half 
the market, then the merger or 
acquisition would need the ap- 
proval of Trai and DoT. DoT has 
learnt a lesson from the bad 
name it has earned out ofits in- 
trigues against the regulator, 
and is prepared to share this 
power with it. 

History is worth recalling in 
this context. When the indus- 
try was opened up to private 
competition, there was plenty 
of competition. Over 50 licen- 
ces were issued. But the inter- 
connection fees the DoT im- 
posed were so high that they 
sent all private operators save 
oneinto bankruptcy. Latertoo, 
BSNL was obstructive in interconnection and in carrying | 
private operators' traffic; its obstreperousness handi- | 
capped small operators, and they sold off one by one to 
larger ones. The massive rise in concentration in the in- 
dustry between 2001 and 2003 was entirely due to BSNL's | 
dog-in-the manger policies. | 

i 




































Now that DoT has created a concentrated industry, it | 
wants to use this fact to regain control. The question to ask 
is whether it needs to. There are a few countries, chiefly in | 
Scandinavia, with a large number of operators. But in | 
most of the OECD countries, the common number of op- | 
erators is two to four. So it can be argued that oligopoly 
_ and cartelisation are not unusual in this industry and no- 
thing to worry about. However, concern about competi- | 
tion and the number of players is not in itself out of place; | 
itis perfectly legitimateto aim for more competitition. 

_ But DoT cannot restrict the emergence of new opera- 
tors and profess concern about competition at the same 
time. The first thing it should do is to give up its powers of | 





DoT's concern about 
competition is justified; but it 
can be promoted without giving 
DoT new, arbitrary powers 


licensing. The ministry of finance is too polite to say so; in- 
stead, it has pointed out the restrictive effect on competi- 
tion of the stiff bank guarantees that DoT i imposes, and of 
the ban on entry into infrastructure prc 

licensed operators. The same point can 

roundabout fashion: licensing is a res 

tion, and is best abolished. In n parcalar, | 






phone system; whether heconnectsitto the national SyS-. 
tem, and if so on what terms, should bea matter ofnego- 
tiation between him and national operators. ` 

The only things that are scarce and need to be rationed 
are spectrum and numbers. A committee of DoT cur- 
rently allocates spectrum; DoT 
wants to take the power tocon- . . 
fiscate underutilised spec- 
trum. Instead, it should auc- . 





allow them to rent it a 1ongst 
themselves. DoT may even _ 
keep some spectrum for short- 
term renting. The current 
numbering system, designed 
long ago by DoT, is cumber- 
some and makes number ` 


duce; it should give up the 
numbering function to a 


under the regulator. ` ee 
All private operators face. a 


ANTHONY LAWRENCE - 


competition. ADC is a cross-subsidy without any justifi- 
cation. BSNL should raise its below-cost rentals so that it 
can do without ADC; if Parliament does not allow it to do 
so, it should meet ADC out of the Central Budget. 

The new USO mechanism, by which long-distance 
charges cross-subsidise rural connections, is better than 


| the earlier arbitrary subsidy to BSNL; butthereisabetier _ 
alternative. DoT should set up cellular transmission tow- 


ers in rural areas and allow all operators to use them free. 
Free infrastructure would lead to the emergence of local. 


| operators offering cut-price services in rural areas; and 


competition amongst the present national « operators 
would ensure that the local operators can get cheap ac- 
cess to the national trunk system: 

Thus, policies are available that would ` promote 
greater competition without: acquisition | further arbi- 
trary powers by DoT; they do not even require a new pol- 
icy. They must be preferred to its current proposals. 8E 
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tion spectrum to all users, and 


purely. technical institution E 


handicapintheformofaccess ^. 
deficit charge (ADC) and uni- |^ 
versal service obligation charge; both area constraint on ` 
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Spot Albert Einstein in this picture 


Spotting potential isn't easy. Leave it to the experts. Look at the third row from left. Now, 
look at the boy on the third bench. Who could have predicted that the boy will go on to become 
one of the world's greatest scientists? Trying to predict what will be big in the future isn't simple, 
which is why you should consider investing in the HSBC Midcap Equity Fund. Our investment 
philosophy and stringent processes help us identify sectors within which we aim to identify 
stocks which have the potential to become tomorrow's blue chips. For details on how to invest, 
call us or your investment advisor today. Spotting potential needs a discerning eye, after all. 


HSBC Midcap Equity Fund 


HSBC Mutual Fund 


» sms INVEST to 7333 HS B( I <> 
> www.hsbcinvestments.co.in 


Issued by HSBC Asset Management (India) Private Limited 





"Subject to availability of distributable surplus as on the record date and at the discretion of the Trustees. Please note that after the payment of dividend, the NAI 
of the Dividend Option will fall to the extent of the payout 

For more information call: e Mumbai 5666 8819 * New Delhi 5149 0719 * Bangalore 2557 4444 / 0404 * Kolkata 2213 9919 + Chennai 5200 8719 * Pune 2613 4283 
* Hyderabad 5573 9805 / 06 + GujaravAhmedabad 98983 77319 / 21 * Vishakapatnam/Andhra Pradesh 98496 77321 + Kerala 98954 77321 * Chandigarh 500 8119 / 21 
* Baroda 98983 77319 * Coimbatore 98944 77319 * Indore 98934 77319 * Kochi 98954 77319 or write to us at hsbemfia)hsbc.co.in 

Investors may obtain Offer Documents and Key Information Memorandums along with application forms from the office of HSBC Mutual Fund, 52/60 Mahatma 
Gandhi Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and Capital 
Markets (India) Private Limited (liability restricted to the corpus of Rs.1 Lakh). The Sponsor / associates of the Sponsor/ Asset Management Company (AMC) 
are not responsible or liable for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed HSB( 
Asset Management (India) Private Limited as the Investment Manager. Risk Factors: All investments in mutual funds and securities are subject to market risks 
and the Net Asset Value (NAV) of the Scheme(s) may go up or down depending on the factors and forces affecting the securities markets. There can be no 
assurance that the objectives of the Scheme(s) will be achieved. Past performance of the Sponsor, AMC, Mutual Fund or any associates of the Sponsor/AMC 
does not indicate the future performance of the Scheme(s) of the Mutual Fund. HSBC Midcap Equity Fund (HMEF) is the name of the Scheme and does not in 
any manner indicate the quality of the Scheme or its future prospects or returns. Scheme Classification: HMEF is an open ended Growth Scheme seeking to 
generate long term capital growth from an actively managed portfolio of equity and equity related securities primarily being mid cap stocks. However, it could 
move a portion of its assets towards fixed income securities if the fund manager becomes cautious or negative on the Indian equity markets. Terms of Issue: 
Units of the Scheme(s) are being offered at NAV based prices, subject to prevailing loads. The AMC calculates and publishes NAVs and offers for sale and 
redemption, units of the Scheme(s) on all Business Days, at the Applicable NAV. Load Structure: Entry Load - For < Rs 5 cfores - 2.25%. For Rs 5 crores - 
Nil. Exit Load - Nil. For load in case of SIP/STP/dividend re-investments and in case of investments by Fund-of-Funds scheme, contact the nearest 
Investor Service Centre. The entry / exit loads set forth above are subject to change at the discretion of the AMC and such changes shall be implemented 
prospectively. Mutual fund investments are subject to market risks. Please read the offer document carefully before investing. CONTRACT.HSB 
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See new. Hear new. Feel new. 
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Pick your airtime 


Q This is with reference to Lynn de 
Souza’s column ‘Of Niche Channels 
And TAM Ratings' (BW, 28 November 
2005). I feel that companies that pay 
money to television channels for 
advertising during the no-show 
times, have a real issue at their 
hands. I do not have a fair 

knowledge of how the advertising 
contracts are signed. But I feel the 
companies whose advertisements 
need to be aired must be paying 
different amounts of money for prime time slots and for 

slots when the viewership is poor. That is why the concept of 24-hour 
channels is getting increasingly unsustainable, as companies wisen up 
to the futility of advertising at times when there are hardly any viewers. 
Therefore, some firms are now beginning to negotiate contracts only 
for the prime time, allowing channels to fill up their non-prime time 
airtime with free ads. 


Yugal Joshi, posted on BW website 
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SALUTING DRUCKER management just as there won't be 
Peter Drucker should be remembered another Don Bradman in cricket. 

as the man who gave management a Arun Ranganath, posted on BW website 
completely new direction. I have | 
looked up to him from my days in | CHINA'S CONCERNS 

business school and have great | Despite China's growing might in 





























admiration for him. A person military, trade and technology, it seems 
dominating the field of management | concerned with the way India has been 
thought for as long as eight decades | catching up ('Explaining China Is 
speaks for itself. ; Hard’, BW, 28 November 2005). 
Without intending to sound clichéd, | Therefore, it appears that China is 
Druckers death is the most telling loss using Indias rival nations like Pakistan 
to the world of management. There | and Bangladesh as an antidote. By 


really can never be another Druckerin | supplying these countries with arms, it 
wants to keep its economic rival away 
from development. 

Pawan Goswami, posted on BW website 


CORRIGENDUM 

In "Through The Roof" (BW, 28 
November 2005), Indiatimes revenues 
of $11 million are for 2003-04, and not 
for 2004-05 as has been mentioned. 
The Westbridge valuation was based 
on forthcoming Indiatimes revenues 
for 2005-06. That renders the price- 
earnings multiple of 21.6 given in the 





story incorrect. We regret the error, + 
[ Write in at | 

I editor@bworldmail.com ] 
CUL———— — — — 
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this issue 


Gunning For Reach 


2 " In this interview, UTI 
EXE Mutual Funds U.K. Sinha, 

| who took over as CEO of 
Indias largest fund three 
weeks ago, talks about his 
plans, and on why UTI MF 
shouldn't be seen as a PSU. 





i 4 U.K. Sinha: Can 
he deliver? 


betapharm why are all the big Indian drug 
companies running after this German generic firm? 


Tamiflu indonesia, Thailand and the Philippines 
decide to go ahead with making Tamiflu generics. 


BUSINESSWORLD 





COVER STORY 


Engaging 
Asia 

Companies that will dominate the global 
market this century are growing up or 
being born in Asia. The biggest consu- 
mers of several of the world's goods and 
services are increasingly those from the 
continent. With Asian nations setting the 
context for global discourse, a lot else will 
have to change in the nature and frame- 


work of Indian businesses — they will 
have to become more aware of Asia. 


Editor's Note The increasing 
weight of Asia in the global economy 
has not led to a similar increase in weight 
of Asia in our mindspace. This needs 
to change. 





Stockmarket The Sensex touched 9000 last 
week. The spurt was not unique to the BSE. It happened to 


be part ofa global phenomenon. 


AIDS The story of the Indian effort to fight the disease 
is one of missed opportunities. 


Paper The sector is witnessing its biggest burst of 


| capital expansion in many years. What is driving this sudden 
| Optimism in this industry? 


| with embezzling funds and 
| defrauding the company. 


Samsung The South 
Korean company has charged 
Vivek Prakash, former vice- 
president ofits IT business, 


€ 


Vivek Prakash: > 
Money matters 
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SPECIAL REPORT 


so| Design Next 


Industrial design in India has gathered momen- 
tum. But the next couple of years will be crucial 
as it aims for a bigger share of the global pie. 


62! Tomorrow's Picks industrial 


design houses in India are reinventing 
themselves to address new challenges. 

Here are 10 companies that caught Business- 
world's eye. 


68 | Don't Miss The Opportunity 
Darlie O Koshy, the executive director of Na- 
tional Institute of Design, on what Indian com- 
panies stand to lose if they do not shape up fast. 


IN DEPTH 


26| The Oil Muddle 


The minister, his bureau- 
crats and the PSUs do not 
see eye to eye. If the 
sparks keep flying, the is- 
sue of India’s oil security 
can blow up in their faces. 


Re 


Aiyar: He is yet to make 
a noticeable difference 


30 | Who Stole My Fund Manager? The mutual 
fund industry in India is witnessing a churn like never before. 
Retaining the fund manager has become the big challenge. 





44 Biotech The bio-pharma industry in the West is 
looking for contract manufacturers in Asia. Is India ready? 





74 | Bookmark Are business books acquiring a distinctly 
tabloid flavour and doing disservice to good writing? Also, 
delving into the mind of cricket's workman, Steve Waugh. 





COMMENT 
24. Ashok V. Desai Vaclav Klaus, who was . 


in Delhi recently, is not just a good economist; he 
is also a great wit and master persuader. Mi 


ECONISHAD 


42| Niranjan Rajadhyaksha Buying 
gold is an irrational streak that prevents us from 
making proper economic choices. 


BUSINESSWORLD g 12 DECEMBER 2005 





^ |ncubis promoters Amit Krishn Gulati (far left) and S. Paldas 
(far right) with team at a retail store designed for the Jindals 








GUEST COLUMN 


48 | Raghav Narsalay There have been some positive 
developments in the run-up to the WTO Ministerial. 


THAT'S IT 


59 | Mala Bhargava After legal battles 
against file-sharing networks, the music industry 
is now targeting users in its battle against piracy. 


COMMENT 


70 | L.V. Krishnan Tv audiences watch what they want, 
and don't see a difference between mass and niche channels. 
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IF his predecessor, M. Damodaran, had 
the challenge of turning around UTI 
Mutual Fund (MF), U.K. Sinha, the new 
CEO of Indias largest fund house, has the 
job of sustaining its leadership in the face 
of increasing competition — not just in 
terms of assets under management 
(AUM), but performance and investor 
services as well. UTI has assets over 
Rs 25,000 crore and 65 per cent of the MF 
investing population in its fold. Now, 
Sinha wants a bigger market share. A 
joint secretary at the finance ministry till 
he joined UTI ME Sinha has been closely 
associated with policy decisions at the 
, public sector UTI. Just three weeks into 
his new role, he is ready to make his 
moves. In an interview with BW's Gargi 
Banerjee & Rachna Monga, he talks 
about his plans. Excerpts. 


m What is the first thing you did after 
assuming office? 

The first thing was to familiarise myself 
with operational issues. I used to know 
many ofthe policy-level and board-level 
issues, but there are a large number of 
operational issues involved. I havea cer- 
tain vision for the organisation and I will 
execute it to the best of my ability. 


m How does UTI MF plan to maintain 
its leadership in the industry? 
Our biggest strength is the quality of 
manpower. Many ofthe employees have 
gone through difficult times in terms of 
market cycles. The new MF companies 
came in only when the going got better. 
We have people who have been with us 
over a decade. They have a solid re- 
search background and are real assets. 
Of course, we must also maintain 


by our leadership in terms of AUM. That is 


the first and the most obvious indicator. 


We are No. 1 even today, but the gap be- | 


tween UTI MF and its nearest competi- 
tors has narrowed over the last year- 


and-a-half. We intend to go in fora vast | 


jump in AUM. The UTI brand has ready 

' recall even in smaller cities. We will 
make full use of that. 

Yes, there are issues at the opera- 


— tional level about the way the presence 


is being utilised. We have specific plans 
to rectify these problems with technol- 
ogy as a major tool. Our aim is to make 
available to a small investor in a remote 
, corner of the country all the advantages 
/ available to a high net worth individual 
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INTERVIEW/U.K. SINHA 


‘We are 


nota 
PSU MF’ 


today. The investor in the farthest cor- 


ity of allocating his money the day he 
has made his investment decision. Sim- 
ilarly, in case he wants a redemption, it 
should happen the day he puts in his re- 
quest. It is not an easy task, but we will 
do our best. 


Dl You said one of your main strengths 
is your workforce, but we have seen 


| some of your best fund managers leav- 


ing in the recent past. What are you do- 
ing to retain your workforce now? 

It's an interesting phenomenon that we 
are witnessing. Earlier, we used to talk 
about the churn ofassets, but nowitis of 
fund managers! Whenever new private 
sector players enter an industry, large 
public sector players become soft tar- 
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| gets for poachers. But this also reasserts 
ner of the country [must have] the facil- | 





my view that we do indeed have the best 
people in our team. 

Things are different for UTI MF now. 
We will no longer be run as a PSU fund. 
So I don't have the constraints of gov- 
ernment pay. The finance minister has 
said very clearly [that] after 18 Novem- 
ber 2005, UTI MF will function as a pri- 
vate sector ME Henceforth, it is going to 
be two-way passage. If other fund 
houses can poach from my team, I 
would poach from the very best in the 
industry as well! 


m The “vast jump in assets' that you 
talked about, are you planning it 
through existing schemes or new ones? 
We will give equal importance to both. 
Unlike many new generation MFs, we 










have a large number of schemes, and 
these are available for investors with dif- 
ferent risk appetites. There is, however, 
some confusion about the performance 
of our schemes and, more often than 
not, people think that our schemes are 
not performing well. But the basic fact 
that is lost sight of is that the compara- 
bles may not be right as we have various 
schemes catering to a vast range of fi- 
nancial needs of investors. Our basic 
philosophy is to give long-term returns. 
We are here for the retail investors, 
across the length and breadth of the 
country. At the same time, we will also 
take care of the new investors and the 
savvy high net worth individuals in the 
metropolitan cities. I want UTI MF to be 
aone-stop shop for everybody. 


w You spoke about your plans of mak- 
ing UTI AMC products accessible across 
the country. But we understand inves- 
tors face problems in investing or re- 
deeming their money, especially in UTI-I 
schemes. How do you plan to tackle this? 
Investor services are very important 
and, at UTI ME need to be enhanced. I 
would like to say that investor services is 
top-most on my priority list. We are 
preparing for a big leap in terms of ser- 
* vices we are providing to our agents, 
branch managers and investors. We are 
-going to access technology in a big way 
ina year from now. You would see us set- 
ting standards for other players in the 
industry, even in investor services. 


wt Given your retail base and experience, 
are you vying for a pension fund licence? 
The Parliamentary Standing Commit- 
tee on pension reforms has recom- 
mended that one of the fund managers 
has to either belong to the public sector 
or a company owned by it. That makes 
me a natural claimant. 


m But you said UTI AMC is going to be 
run as a private sector entity... 

There is absolutely no grey area. We are 
owned by public sector institutions, but 
weare nota PSU entity. There is no other 
MF in the country that is a public sector 
ME Neither LIC ME nor SBI MF is cov- 
ered under CBEC, CAG, CH. They are 
truly private sector entities, and we are 
in the same league. Erstwhile UTI MF 
was a public sector entity, but now there 
is no public sector MF in India. a 











How German Generic: 


ratiopharm 312 
. Hexal 299 
STADApharm 225 
betapharm 149 
Sandoz 155 
CT Arzneim —. 195 
Aliud 149 
Winthrop | 144 
1A Pharma | 121 
Neuraxpharm 50 





Novartis, which owns Sandoz, acquired Hexal in 2005 
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NEW “preliminary and 

incomplete” draft paper 
recently prepared by the 
International Monetary Fund's 
Raghuram Rajan and others says 
that the divergence in performance 
between the fast-growing Indian 
states and the hinterland can be 
expected to grow in future. 

The paper, titled India's Pattern 
of Development: What Happened, 
What Follows, says that India has 
chosen a skill-intensive path to 
growth, and wages for skilled labour 
are already being bid up. In this 
situation, it is necessary for firms to 
have scale to ensure the proper 
use of scarce skilled labour. But it 
is only in the fast-growing states 
that the environment and 
infrastructure exists for scale. The 
authors argue that “if this process 
continues, the fast-growing states 
will... suck the more mobile skilled 
labour from the slow-moving states, 
leading to a further hollowing out of 
prospects”. Further, “the very fact 
of skill-based development in the 
fast-growing states may impede 
labour-intensive development 
because of the rise in the price of 
skilled labour. This could induce an 
Indian variant of Dutch disease 
(Bangalore Bimari, so to speak) 
that would reduce the profitability 
of labour-intensive and tradable 
manufacturing, with its wafer-thin 
profit margins... and thus impede 
the growth of labour-based manu- 
facturing in the lagging states.” 

Political pressures too will rise, 
given the fact that the laggard 
northern states have faster growing 
populations than the southern 
states. The remedy — the pool of 
skilled workers needs to be 
increased, by a “delicensing” of the 
education system. 
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UCKED away in a box inside the 
Reserve Bank of India's (RBI's) 


apit 








IDEAS. 





| that many banks are fully hedged 





































by Manas Chakravarty & Avinash Celestine 





latest report on Indian banking is 
data showing the enormous jump in 
the exposure of Indian banks to off- 
balance sheet transactions in 
general, and interest rate and 
foreign exchange derivatives in 
particular. The RBI conducted a 
study in December last year. It 
showed that even as total assets 
shown on the balance sheets of 
banks — like loans and 
investments in government 
securities — rose by 43.7 per cent 
between March 2002 and 
December 2004. Off-balance sheet 
exposures for these banks rose 
119 per cent over the three years 
till March 2005. 

The major reason for the jump 
has been the sharp increase in 
volumes of interest rate and foreign 
exchange derivatives. Such 
transactions have ballooned over 
the last few years, ever since the 
RBI allowed banks to enter this 
area. These derivatives (excluding 
forward contracts) accounted for 
63 per cent of total on-balance 
sheet assets in December 2004; in 
March 2002 they accounted for 
just 9 per cent of total assets. This, 
says the RBI, has exposed the 
banks to “greater market risk”. 

Bankers point out that the risk 
is far less than seems from the 
data. That is for the simple reason 


on such contracts — if a certain 
bank has placed its bets on interest 
rates rising, it has also hedged 
itself in case interest rates should 
actually fall. The problem with this 
argument is that this may be true of 
individual banks, but it isn’t true of 
the market as a whole. The risk 
doesn’t vanish, but simply gets 
transferred around from one entity 
to another. 

The other problem is that 
accounting and disclosure norms 
for such instruments are far short 
of what they should be. El 





BUSINESSWORLD 12 12 DECEMBER 2005 


TAMIFLU 


Three nations 
to make drug 


TATE-owned drug companies in 
S several South-east Asian coun- 

tries are readying to manufacture 
Tamiflu, the anti-viral believed to be 
most effective against avian flu. In quick 
succession, Indonesia, Thailand and 
the Philippines have announced that 
they are going ahead with plans to make 
Tamiflu (osaltamivir), the drug pro- 
duced and marketed by Roche. 

In all three cases, Swiss multina- 
tional Roche has given the green signal, 
as "Tamiflu is not patent-protected in 
these countries". In India, however, is- 
sue remains in limbo with the govern- 
ment yet to come out in the open on the 





status of Roches patent application. 

For the industry, the uncertainty 
continues. Major companies such as 
Ranbaxy and Cipla, which have made 
the drug in the laboratory, are awaiting 
Roche's response to their request for a 
sub-licence. The innovator Gilead Sci- 
ences has licensed the drug to Roche. 

Ironically, Ranbaxy has said it was 
exporting osaltamivir to an unnamed 
South-east Asian country. "We have 
been preparing for production of the 
generic version of the drug to export to 
countries where Roche's patent is not 
regulated. We have done so in a South- 
east Asian country,” Malvinder Singh, 
president (pharma), Ranbaxy, said on 
the sidelines of the World Economic Fo- 
rum conference in Delhi, according to 
an agency report. Thailand had said ear- 
lier it was getting help from an Indian 
company to produce Tamiflu. m 


ons to face the multiple challenges arising from a changing environment and — 
ued c siopment We believe in a new India where energy is a driving torce. D. 

























T about the same time that the 
Sensex reached a record 9000, the 
US S&P index reached a 4-year 
Ñ high, the FTS Eurofirst 300 index 

of leading European shares struck a 43- 


/ highest level since July 2000, and Japan's 
Nikkei crossed 15,000 to a five-year peak. 

The action has not been limited to equi- 
:ties. Gold prices crossed $500 an ounce for 
thefirst time since December 1987, and plat- 


$1,002, its highest level since 1980. Prices for 
aluminium, zinc and 
copper too reached 
record highs. 

Stratospheric real 
estate prices in the US 
have left the stock of 
unsold houses at an 18- 


gan's Emerging Market 
Bond Index Global has 
been trading at 236 ba- 
/ sis points over the US 
+, Treasurys — which is 

just two basis points 
above its historic low — 
indicating extremely 
low risk premiums. 
Analysts say the si- 
multaneous rise in as- 
Set prices across the 
world indicates that liq- 
uidity continues to be rampant and that the 
xtent of the liquidity overhang can be seen 
m the fact that the rally has survived as 

nany as 12 interest rate increases by the US 
Fed. Significantly, the latest price spurt was 

purred by the release of the minutes of the 
Fed meeting, which seemed to indicate that 
the Fed was near the end of its tightening cy- 
: cle. If that expectation does indeed come 
_ true, that would mean further mopping up of 
iquidity would cease, boding well for asset 
ces. Fund managers say that the onus of 



















; “central bank and the Bank of Japan. Consid- 


ightening will now shift to the European | 


, month high, the Morgan Stanley Capital In- | 
“` ternational Asia-Pacific index moved uptoits | 





Earnings growth expectation (2006) 
Consensus estimates 








STOCKMARKETS 


The company at 
Mount 9000 


ering the anaemic growth so far in these re- 
gions, however, it's debatable whether there 
will be any significant tightening. 

That's also the conclusion reached by 
global investors. According to Emerging 
Portfolio.com Research, global and interna- 
tional equity funds had their best week of in- 
vestment inflows to date while dedicated 
emerging market equity funds attracted their 
second best weekly inflow this year in the 
seven days to 23 November. Emerging mar- 


| ketsasan asset class have gained traction in 
inum broke above $1,000 a troy ounce to hit | 


this rally as their fundamentals have im- 
proved dramatically. Moreover, new in- 
vestors such as pension 
funds, too, have started 
investing in them. 

Back home, liquid- 
ity has strengthened on 
the back of FII inflows, 
and net FII inflows in 
November have more 
than offset net outflows 
in October. Yet another 
indicator of the attrac- 
tion of the India story 
can be seen from the 
fact that as many as 26 
new FIIs have been reg- 
istered in October and 
November this year. 

Brokers agree that 
valuations in the Indian 
markets are stretched. 
Consensus 2006 earn- 
ings growth estimates 
for India are below that 
for Indonesia, Taiwan and the Philippines, 
and about the same as in South Korea, mar- 
kets that are less expensive than India. 

However, earnings growth in India will be 
well above the Asian average. The Organisa- 
tion of Economic Co-operation and Devel- 
opment (OECD) has recently said that global 
growth is expected to remain robust in 2006, 
with growth in Europe being much stronger 
than in the current year. World trade growth 
would pick up to 9.1 per cent next year and 
9.2 per cent in 2007 from a projected 7.3 per 
cent this year. = 

MANAS CHAKRAVARTY 
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PHARMACEUTICALS 


Sun to buy Able assets 


HE Mumbai-based Sun Phar- | 

| ma is close to purchasing as- 
sets of US-based finished 
medicines maker Able Laboratories 
for $23 million. Able filed for bank- 
ruptcy in May after first announcing 
a number of product recalls and sus- 
pending manufacturing. Sun, ac- 
cording to Ables filings with US capi- 
tal market regulator SEC, outbid Hy- 
derabad-based Aurobindo Pharma 


















































| fortheassets which include property 
and manufacturing. This will be the 
second major acquisition for Sun in 
the US. In 1997, it had bought a stake 
in loss-making Detroit-based Cara- 
co, a finished medicines maker. Sun 
has turnéd Caraco around by leve- 
raging its Indian product develop- 
ment and production back-end. 
Caraco is Suns face in the US now, B 
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: ee 
_ year post-graduate programme for 





HR in the information technology 
and BPO sectors. 

Father Casimir Raj, director of 
XLRI, says: "What does someone 


look for in the retention process? 


It's not the salary. Most are variety 
_ seekers. The industry needs to ad- 


dress this, along with ways to man- 


- age the high stress levels." 
-.— That's one of the aspects the 


- programme focuses on. In all, the 


34 graduates on the course will 
study 15 modules taught through 
classroom sessions, video confer- 
encing and on-the-job training. The 
core faculty will comprise the XLRI 
staff. Accenture will bring together 
its professional development, re- ` 
cruitment and compensation team ` 
in India and HR operts from ; 
around the world. 

Rahul Varma, India HR head at 
Accenture, says: “Our aim is to 
make HR managers who willbe ` ` 
business partners in the firm.” W 
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With pioneering innovations like common rail diesel fuel injection system and gasoline direct injecti 
_ Bosch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enhar 
_ vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vehi 
has access to the world's best technology. Bosch, the largest auto component supplier in the world a 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The pow 
of We - giving you the best of both worlds. So that you can drive much farther for a lot less 
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SAMSUNG 


The Vivek Prakash affair 


The former Samsung vice-president has a price on 
his head for alleged large-scale financial irregularities 


IVEK Prakash is a 
wanted man. On 
18 November, the 
Economic Of- 
fences Wing 


nounced a reward for anyone 
who provided information of 
his whereabouts. A non-bail- 
able arrest warrant is out in his 
name on the basis of an FIR 
filed by Samsung India Elec- 
tronics (Samsung). 

Just nine months ago, Pra- 
kash commanded a price of a 
different kind as a high-flying 
manager. He was vice-presi- 
dent (sales) of Samsung's Rs IT 
business and also head ofits in- 
tegrated marketing team. 

But On 17 March, Samsung 
filed the FIR against him alleg- 
ing financial irregularities of 
Rs 16 crore. M.K. Sharma, assis- 
tant commissioner of police, 
EOW, Delhi Police, says: "Up till 
now, the amount as per the alle- 
gation made by the com- 
plainant and established by the 
investigating agency is about Rs 19 
crore, and may increase". 

Prakash's applications for anticipa- 
tory bail have been rejected by the ses- 
sions court, the Delhi High Court and 
the Supreme Court. The apex court or- 
der dismissing the application said: 
"The petitioner moved an application 
for anticipatory bail and the same was 
rejected by the High Court by its im- 
pugned order. We are not inclined to in- 
terfere with the impugned order passed 
by the learned single Judge." 

Prakash used to oversee the opera- 
tions of Samsungs five IT distributors, 
initally under Samsung Electronics In- 
dia Information Technology (SEIIT). In 

June 2003, SEIIT was merged into Sam- 


-sung and the books of the two were 


merged in January 2004. According to 
the Samsung FIR, SEIIT accounts were 








maintained by R.S. Sahu, manager (ac- 
counts), who worked under Prakash. 
Sahu was required to complete recon- 
ciliation of the SEIIT accounts for the 
period ending 31 December 2004 by 10 
January 2005. But he "became evasive" 
and gave his resignation that day and 
stopped attending office. An exercise by 
Samsung to verify the accounts with the 
distributors showed, it alleges, that Sahu 
had embezzled funds by falsifying the 
accounts along with some employees 
and distributors like Redington India. 

In his bail plea, Prakash said he had 
nothing to do with the accounts as was 
concerned only with the sales. But the 
EOW, which is investigating the case, 
says that the duty charts showed that 
Sahu's performance reports were as- 
sessed by Prakash. Also, emails between 
the two confirmed that Prakash was 
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concerned with the accounts 
and issuance of certain vouch- 
ers which were allegedly 
forged. Thus, the EOW has con- 
cluded that that the alleged 
embezzlement could not have 
happened without Prakash be- 
ing aware of it. 

Prakash gave his resigna- 
tion, which was not accepted, 
and stopped coming to office 
from 17 January 2005. Mean- 
while, he joined Singapore's 
Kobian, which owns the Mer- 
cury computer brand, as its In- 
dia CEO. The EOW says 
Prakash had been taking salary 
from Kobian in the name of his 
wife, Shubhra, while on Sam- 
sung’s payroll. Sahu, too, has 
joined Kobian, in Dubai. 

During the probe, EOW 
found that Prakash in his per- 
sonal capacity, had bought 
property from the wife of the 
Redington chief R. Srinivasan. 
A demand draft of Rs 23.8 lakh 
from Systems Research (SRPL), 
a Samsung vendor, was given 
to Srinivasan as part payment. 
According to Prakash, he took it 
as aloan from SRPL, but the lat- 
ter's books show the amount 
debited as service charge to 
Samsung against a bill signed 
by Prakash. The payment does 
not appear as a loan in either 
SRPLs books or its income tax 
returns. Srinivasan denies that the pay- 
ment was taken for any service and adds 
he has no business dealing with SRPL. 

The EOW also says that it has, so far, 
found vouchers for Rs 46 lakh showing 
cash payments to Prakash from the dis- 
tributors but these never appeared in 
Samsungs books. Prakash's submission 
says that it was a practice in the com- 
pany to take payments under "some 
other heads”. The high court, however, 
rejected that argument saying that 
many bills did not show up any place in 
the accounts of the company. 

It's unclear if Prakash is still with Ko- 
bian. The Kobian spokesperson told 
BW: “We are not obliged to answer your 
queries.” When BW contacted Prakash's 
attorney Vikas Pahwa, he said his client 
did not wish to speak for this story. Ni 
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Reserved for the high-swingers. 


Infocom CXO Golf 2005 - where the who's who 
of Indian business will take on each other. 








ENTERPRISE BÜSINESS SOLUTIONS. 
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Before the biggest names in IT & NASSCOM at the Royal 


CXO GOLF 2005 Calcutta Golf Course, the 
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CHIP MANUFACTURING 


The $3-bn promise 


EMINDIA, a con- 
sortium of overseas 
Indians, plans to in- 
vest $3 billion to set up a 
chip-making unit in India. 
US chip-maker Advanced 
Micro Devices (AMD) will 
provide the high perfor- 


logic technology. The pro- 


funded by venture capital, 

debt and government finance. 
Construction of Fab City is expected 

to startin early 2006. Says Fab City chair- 


' man Vinod K. Agarwal: “We are working 
. closely with states to identify the loca- 


tion.” The choice will depend largely on 
the adequate availability of water and 
power in the area. 








The plan was formu- 
lated after Union commu- 
nications minister Daya- 
nidhi Maran met AMD in 
June. Both the Centre and 
the concerned (host) state 
will take a stake. 

In 2004, $10 billion of 
electronic goods were 
bought in India. With a 
growth rate of 24 per cent, 
it will exceed $40 billion by 
2010. All of them use chips, and an In- 
dian fab will cut manufacturing costs. 

Says Hector de j Ruiz, chairman, 
president & CEO, AMD: “We will utilise 
the facility fully.” The unit will cater to 
the demand for mobile phones and set- 
top boxes. m 
ANUP JAYARAM 
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Bankers’ check 


A decade later, retail banks as we know them today, would cease to exist. In their place, says 
Paradox of Banking 2015 — Achieving More By Doing Less, a report by IBM Business Consulting 
Services, will be 'universal' banks. Driven by informed consumers and tougher competition, the 
‘bell’ curve characterising the demand mix today, would change into to a ‘well’ curve. Customer 
loyalty would be at a premium and banks would have to provide customised services and man- 
age client databases better. They must also change the way they manage and reward human 
resources as it would directly affect the quality of customer service. 


The bell curve flattens-Today 


e Limited competition 


e Increased competition 


„and flips to a well curve- 
Tomorrow... 





e Intense competition, 


° Banks provide largely | e Banks seek differenti- —| , Banke cook diferentia- 
undifferentiated ation by introducing tion. Apply focused 
products/services new products, pricing strategies to markets 

e Segmentation simple: or delivery products or delivery 
The majority of cus- e Segmentation more gmentatio ww. 
tomers can be served difficult: Customers i: d Seed m 
with more or less are better informed tomers seek a mix of low- 
similar products and shop around cost, mass and targeted 


products. 
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MORE AD THAN SHOW Ever watched a half-hour pro- 
gramme and felt that there was more ad than the actual 
programme? It wouldn't be an exaggeration if you did. Spatial 
Access Solutions, a media audit firm, has used data from TAM 
to show that channels in India routinely overshoot the five- 
minutes-per-half-hour ad limit considered prudent by 
advertisers and marketers alike. The Federal Communications 
Commission (FCC), the US regulator, also decrees such a limit. 

The survey tracked the average advertising time per day 
over seven days in May and then again in November over a four- 
hour (8 p.m. to 12 p.m.), prime-time period. It emerged that 
advertising time on channels of all categories surveyed crossed 
the normal 2,400 seconds for that time interval. Film channels 
were the worst offenders. Lifestyle channels were only 
marginally better. News channels came third, but even they 
exceeded the mark (see The ad clutter’). It gets worse during 
the festive season, 








_ Star Plus 


tee 


*Normally accepted 


when news channels 
become the worst 
offenders, the survey 
found. 

Usually, ad time ex- 
ceeds the norms when, 
one, a show is a hit and 
the broadcaster is be- 
ing greedy by increas- 
ing the time, and, two, 
when a lot of free sec- 
|  onds (called bonussing 
or discounting) have 
been thrown in. Typi- 
cally, broadcast net- 
works give bonus sec- 
onds on their film 
channels or in the af- 
ternoon slots. That ex- 


The ad clutter | 


m May 
m Diwali | 
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advertising time for a 2 plains why film chan- 
four-hour broadcast 
period Source: TAM Adex |f nels are the worst 
^ offenders. 





The result is shifting viewership. An increasing number of 
viewers tend to change channels the moment ads come on. 
This is bad news for the advertisers and broadcasters. If the 
remote gives the viewer the power to switch channels, a device 
like TiVo allows them to skip the ads and continue to remain 
on the channel they are watching. The US television ad market 
is going through its worst nightmare because of these devices. 
Pay TV services like DTH promise to empower Indian viewers 
with similar technologies. DTH already reaches 3.46 million 
homes in India. As it goes into the growth stage, it’s a matter 
of time before TiVO-like devices are bundled with the service. 

Also, as yield per 10 seconds keeps going down, maybe 
broadcasters would do well to not create an oversupply of ad 
seconds. A shortage of advertising inventory will go a long way 
in increasing those falling yields. m 

SAMAR SRIVASTAVA 


MARKETING 


Adding gloss to 
laminates 


OTICED the ad featured on this page on TV re- 
cently? And wondered what laminates are? Lami- 
nates is a Rs 1,500-crore industry in India, touch- 
ing almost every home and office space. Yet so 
low-profile is the segment that hardly any advertising is seen. 

Last year, things began changing when the Kolkata-based 
Rs 300-crore Greenply Industries appointed Lintas to launch 
a national advertising blitzkrieg for its flagship laminate 
brand Greenlam. It spent Rs3.25 crore on a campaign that in- 
cluded direct mailers, posters, display stands, TV commer- 
cials and print ads. For a company that till now had done no 
advertising at all, and an industry so conservative that it pre- 
ferred to market itself solely through dealer dinners and car- 
penter meets, this indeed was a radical step. 

In India, mention the word ‘laminates’ and chances are 
people won't know what you are talking about. Like Xerox 
with photocopiers, and Band-aid with plasters, Sunmica — 
the brand made by Wadia group company Bombay Burmah 
Trading Corporation — has stayed on to represent laminates. 
Today, Sunmica has lost its edge and the market is led by Mer- 
rino from Century Laminating Company, and Greenlam. 

For Lintas, which conceived the campaign showing a 
matador fighting a bull with a laminated table top as a shield, 
it was challenging to break the generic association with Sun- 
mica. Yet, sustained advertising and below-the-line promo- 
tional activities have contributed to a growth of 42 per cent in 
the sales of the laminates division, which accounts for half of 
the groups turnover. 

Greenply' Rs 2-crore acquisition of the New Mica brand 
from Mumbai-based New Mica Laminates has also spurred 





T was rather strange for 

Girish Bapat. Even though 
they had judged him unsuit- 
able for the position of vice- 
president (marketing) the 
first time around, 
headhunters for LG 
Electronics India ap- 
proached him again. 
And the Mahindra & 
Mahindra (M&M) 
business development 
head agreed to join in 
August 2005. 

Bapat's brief at LG 

is to give the brand the 
right direction. The 


Rs 8,000-crore company is 
trying to shed its ‘price war- 
rior’ tag and focus on higher 
segments, which it thinks 
will drive growth. Even 





AMIT VERMA 
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sales. This year, 
the company 
has upped its ad 
budget to Rs 6.5 
crore, also 
launching a 
campaign for its 
plywood brand, 
Greenply — the 
high-recall Jan- 
am Janam ka 
Saathi ad fea- 
turing a Sikh kid. 

In 1996, the 
Supreme Court 
banned the felling of trees in the North-east, affecting major 
plywood players, most of whom produced laminates. The de- 
cision also saw 80 per cent of the estimated Rs 6,000-crore ply- 
wood industry shift into unorganised hands. Now, recognis- 
ing the growing brand-consciousness among Indians, the 
organised sector is hitting back. Recently, Century, another 
plywood company, has also been focusing on advertising and 
increased customer involvement. But Greenply, which has 
been reaching out to its network of 3,000 dealers aggressively, 
has been the most proactive. Says spokesman Alex Joseph: 
“We are positioning ourselves as Indias largest interior infra- 
structure company." 

Greenply claims a market share of 23 per cent in the or- 





ganised plywood and 15 per cent in the organised laminate | 


market. However, Greenply, which saw a compounded an- 
nual growth rate of 1,200 per cent in the last decade, wants to 
-' grow faster. it has increased capacity in laminates by 50 per 
cent to 3.25 lakh sheets a month, and it's taking its brands 
overseas in a big way. From 15 countries at present, it is ex- 
panding its distribution network to Hong Kong, China and 
Malaysia. Clearly, this is one commodity that is now stepping 
out in the open from the interiors. E 


CHITRA NARAYANAN | 





AROUND 


| MEDIA ROOM 


AS the $66.9-billion Sony Corp. joined the hacking 
community? Many of its clients would suspect so. 

In May 2005, Sony BMG Music Entertainment, the 
world’s No. 2 record company, distributed an extended 
copy-protection (XCP) software on its music CDs. When the 
CDs were played on a PC using Windows, the anti-copying 
software installed itself and limited the usage rights by al- 
lowing playback only with Sony software. The software ran 

| without users’ knowledge, and left the computer vulnerable 
to hacking. It acted as spyware, sending information about 
the user to Sony. Removing it would damage Windows. 

Intense customer outrage has forced Sony to stop the 
copy-protection scheme, pull back the affected CDs, and re- 
place the ones sold. Along with three consumer class-action 
suits against it, Sony faces the wrath of the bands whose 
sales plummeted as a result of the fiasco. 

To add to its woes, a computer security firm is said to 
have discovered the first virus that uses Sony's XCP soft- 
ware to hide on PCs and wreak havoc. To protect users, Mi- 
crosoft plans to fortify Windows against XCP. 


TS a classic 
marketing ploy. 
Faced with 
competition, the 
market leader 
launches a secondary 
brand to safeguard its 
mother brand's 
market leadership. 
. Coca-Cola had a 
similar plot in mind when it acquired 
Thums-up in 1990s. 
f So it wasn't surprising when Bennett, Coleman & 
: Company (BCCL) launched Mumbai Mirror (MM), in May 
' this year in Mumbai to protect its flagship Times of India 
(TOI) and its city pull-out from newcomers DNA and 
Hindustan Times (HT). 





though LG is present in all 
segments of consumer 
durables, it has been a lag- 
gard in DVD players, GSM 
phones and IT peripherals. 
He will have to get these 
items moving faster off the 
shelves. "That's a bone in our 
throat," says Bapat. He will 
also have to push new prod- 
ucts like MP3 players, and 
camera phones. 

Bapat joined LG after a 
seven-year stint at M&M, 
where he headed the busi- 
ness development division 
in tractors. He also restruc- 





tured M&M's spare parts 
business, which was later 
outsourced. The introduc- 
tion of bazaar trade as a new 
channel to sell spare parts to 
the local tractor mechanics 
was also his initiative. Bapat 
also headed M&M's foray 
into international tractor 
markets like Europe, the US 
and the Middle East. 

Prior to M&M, he worked 
with Godrej for about 10 
years, of which seven years 
were in the Godrej-GE appli- 
ances division. B 

NANDINI VAISH 


However, such ideas may backfire if the secondary 
brand starts affecting the mother brand. While MM, which 
now comes bundled with the main paper, hasn't eroded 
Mid-Day’s leadership in the tabloid segment, sources 
suggest it may have started weaning away advertisers 
from TOI and its city supplement. Sounds logical, since 
MM gives advertisers lower cost for the same reach. 

But Bhaskar Das, executive president, BCCL, feels 
MM has rather helped the paper fend off competition. He 
says: “Readers have 20-25 minutes to read a paper in 
the morning. If you’re getting 120 pages to read from 


i your primary paper, you would not have time to read 


much else." 
It's only been six months since DNA and HT launched in 
Mumbai. The future certainly seems loaded with action. W 
NANDINI VAISH & ADITYA KHANNA 
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The author is consultant 
editor of The Telegraph. 


By 


Vaclav Klaus 

isnot only 

a liberal 
and a good 

economist; 
he is a great 
wit, master 
persuader 
and policy- 
maker 

of proven 
perfor- 
mance 


b“ ashok v. desai . 
















ACLAV Havel, the grand old man 
ofthe Czech Republic, had made 
a name as a dramatist before he 
became President; as President 
he espoused gentle, social demo- 
cratic policies. Vaclav Klaus, on the other hand, 
isa liberal economist. He loves to fight powerful 
adversaries, and does it with superb wit: “I be- 
lieve in free speech rather than fair speech.” His 
tiny, landlocked republic is engulfed by the Eu- 
ropean Union; but he still argues against the 
Unions all-too-caring social democracy and its 
hegemonist ambitions. At the time of its birth, 
the Washington sisters, the Fund and the Bank, 
rushed to the rescue of the Czech Republic. But 
their “aid” was really loans hedged with condi- 
tions which Klaus — then finance minister — 
thought were poor economics. He refused, in 
his words, to pay hard money for soft advice. 
Ignoring their advice, he devised a three- 
pronged privatization programme. Small en- 
terprises that had been nationalized were given 
back to their owners. Other small enterprises 
were auctioned. But for the large enterprises, 
his ministry sold voucher books of 1000 points 
for 1000 Crowns — about a week’s wages — to 
all citizens; six million or three-quarters bought 
them. They could use these points to bid for 
shares in any of 1774 government companies. If 
the number of shares exceeded demand for 
them, they were allotted straightaway. If it fell 
short, another round of bidding was held at a 
higher price. The process went on until de- 
mand matched supply for the shares ofall com- 
panies —a classic application of Walras’s taton- 
nement. The experiment was not flawless; but 
there was no favouritism, and the privatization 
process was seen as fair by the people. 
Recently, Vaclav Klaus visited Delhi. As Pres- 
ident, he should have followed the respectable 
routine — being dined by our President, laying 
a wreath at Rajghat, etc. But he also fitted in a 
talk to the Liberty Institute. There he drew three 
general lessons from the Czech experience. 
First, the role of foreign aid is marginal, its 
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form and structure are usually unsuitable, and 
itis never free. Donors are "not ready to watch 
reforms passively, risking that their irrelevance 
will be revealed". 

Second, free trade is crucial; fair trade is just 
protectionism in disguise. "The myth of fair 
trade is that politicians and bureaucrats are 
fairer than markets. As a politician and bureau- 
crat I have to say that I don't want to play games 
with the rules of trade.” Trade and migration are 
substitutes; if trade is obstructed, people mi- 
grate. If you import what they produce, they 
will prefer to stay at home rather than emigrate. 

Third, standards restrict entry into markets 
and competition. They are a luxury; the in- 
come-elasticity of demand for them exceeds 
unity. They must never be left to interest groups 
and NGOs. They must always be imposed by 
politicians after a process of negotiations be- 
tween the imposing and the affected country. 

Encouraged by his uncompromising liber- 
alism, I asked him whether he opposed the Eu- 
ropean Unions protectionism in its confabula- 
tions. He said that if you were knocking on the 
doors of Delhi's elite Golf Club for membership, 
you would hardly tell it in the same breath to 
change its rules. 

But he does. Speaking to the Mont Pelerin 
Society in Reykjavik last August, he said: "The 
elimination of some of the borders without ac- 
tual liberalization of human activities only 
shifts governments upwards ... to the level 
where there is no democratic accountability, 
and where the decisions are made by politi- 
cians appointed by politicians, not elected by 
citizens in free elections." Earlier in June, he 
told Paasikivi Society in Helsinki: ^We need Eu- 
rope of economic freedom, Europe of small 
and non-expanding government, Europe with- 
out state paternalism, Europe without political 
correctness, Europe without intellectual snob- 
bism and elitism, Europe without suprana- 
tional, all-continental ambitions." Well said, Mr 
President! Bash on regardless; you are fighting 
for a good cause. = 
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Tis 18 months since Mani Shankar 





aging the country's energy secu- 

rity. In this while, he has gone 

about his job with evangelical zeal. 

The former IFS officer has added 
diplomacy to Indian companies' efforts 
to own parts of oil and gas fields abroad. 
Some of that effort is beginning to pay 
off. But he hasn't yet passed the most 
important test: securing cheap oil for 
India's growing needs. 


India currently imports 70 per cent | 
| much to show for augmenting supplies. 


of its oil needs. While domestic produc- 
tion has stagnated at around 33 million 
tonnes over the last three years, imports 
have grown at 6.5 per cent annually. The 
„International Energy Agency expects 
our import dependence to reach 85 per 
cent by 2030. Add the fact that it takes 
only about $5-7 to bringup a barrel ofoil 
from an owned field, compared to the 
more than $50 one has to pay in the 
market today, and one understands 


HOW THEY DO IT 


Aiyar was given the charge of man- | 








why there is such a scramble for new oil- 
fields — at home or away. 

The situation has already played 
havoc with the country's finances. 
Thanks to rising prices, India's oil im- 
port bill shot up 45 per cent last year to 
almost $30 billion, even though vol- 
umes rose by only 5.5 per cent. Now, 
with the Prime Minister targeting an 
economic growth of 10 per cent within a 
couple of years, the volumes can be ex- 
pected to shoot up as well. 

In this scenario, Aiyar hasn't got 


It will take years for his oil diplomacy to 
pay off. Most Indian projects abroad are 
for exploration and offer no guarantee of 
eventual production. Aiyar's pet projects 
of fetching piped gas from Iran and 
Myanmarare yet to take shape. At home, 
he has failed to push ONGC, which ac- 
counts for 85 per cent of domestic oil 
production, to raise output significantly. 

Aiyar took out his gripe on ONGC in 
front of an international audience last 
week. At the World Economic Forum in 





Delhi, Aiyar spoke about ONGC’ failure 
to increase production in recent times. 
Atadifferentforum, he had even rhetor- 
ically proposed the closure of the petro- 
leum ministry if it cannot get ONGC to 
increase production. 

ONGC, being a navratna company, 
is shielded from government interfer- 
ence. Its independent streak was high- 
lighted when Aiyar and his bureaucrats 
failed to get ONGC's commitment on 
raising production by 13 per cent to 30 
million tonnes in 2005-06. The com- 
pany is yet to sign its performance 
memorandum with the petroleum 
ministry. Instead, the company has 
signed an MoU with the department of 
public enterprises for raising oil output 
by 5 per cent to 27.8 million tonnes. 

S.C. Tripathi, secretary to the petro- 
leum ministry, says: “ONGC’s oil pro- 
duction has not gone up in five years. 
We're putting pressure to fix that.” 

Tripathi is a major force behind 
many decisions coming out of Shastri 
Bhavan, the home of the ministry. He is 


United States wields enormous economic, 
political and military influence in the largest oil- 
. producing region of the world — the Middle East and 
West Asia e Has large strategic reserves e Is moving 
to reopen Alaska for exploration and production (E&P) 


China Invests in exploration and production all 

- over the world, particularly in countries outside the 
direct influence of the US, such as Sudan, Mynamar 

and Iran e Is building strategic reserves and increas- 

ing the use of coal-based power 


Japan Imports from Russia and West Asia, not 
just the Middle East e Invests in production abroad 
€ Is developing energy-efficient technologies e Has 
reduced dependence on oil by producing more coal 
and nuclear energy e Has built up strategic reserves 


India Has opened up domestic E&P to private 
Indian and foreign companies e Is investing in E&P 
abroad e Diversifying sources to Central Asia, Latin 
America e Building reserves e Trying to get gas from 
Iran, Mynamar e Raising coal & nuclear energy usage 
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The minister, mandarins and managers do not see 
eye to eye on oil security. It's high time they put 
their heads together. By Feroz Ahmed & Anup Jayaram 


not well 


believed to be the man behind the min- 
istry's enquiry with the department of 
public enterprises about the possibility 
of stripping ONGC of its navratna sta- 
tus. And though Aiyar got the flak for the 
ministry's attempt to appoint VK. Sibal, 
director general of hydrocarbons 
(DGH), to the ONGC board, Tripathi 
was behind the idea. 

"Neither the board nor the manage- 
ment of ONGC have anybody with ex- 
pertise in exploration, even though it is 
an exploration and production (E&P) 
company. We thought the DGH, who is 
an exploration man, can help," explains 
Tripathi. He points out that ONGC 
chairman and managing director Subir 
Rahais notan E&P person by training or 
experience, and is more responsive to 
marketing and finance issues. R.S. Bu- 
tola, managing director of ONGC 
Videsh (OVL), the subsidiary which 
buys equity oil abroad, is a finance pro- 
fessional on deputation from ONGC. 

But Tripathi's logic does not wash 
with most senior oil sector officials. They 
point out that the minister himself is a 
novice in the industry. Talmiz Ahmad, 
the additional secretary brought in by 
Aiyar, has been a career diplomat and 
admits that he is learning on the job. 

Raha' aggression doesn't stop the 
finger-pointing. "The import depen- 
dence complaint is a bogey. India will 
never be able to reduce imports signifi- 
cantly,” says Raha. He argues that India 
has mere 0.4 per cent of world's oil re- 
serves and 17 per cent of the popula- 
tion, and thus has to depend on im- 
ports. He sees no alternative to securing 





oil equity abroad and says that asa listed 
company, he cannot ignore the private 
investor's concerns. 

Ahmad, Aiyar's point-man on oil 
diplomacy, says: "These PSUs are instru- 
ments of the people. They have to serve 
the country’s oil security.” 

Aiyar has confounded people by 
supporting his bureaucrats’ stand on 
ONGC, but praising its chief, Raha, in 
public. Interestingly, throughout the so- 
called Aiyar-Raha spat, the two have de- 
sisted from directly attacking each 
other. Raha, for himself, has taken pot- 
shots at the ministry, but not at Aiyar — 
at least, not on record. 

“Tt is not unusual for a professional 
management to disagree with the ma- 
jority shareholder at times. It happens in 
the private sector too. Somehow, we at- 
tract more attention,” says Raha. Tri- 
pathi would rather maintain a dignified 
silence on the issue. 

But there are other cogs in the wheel. 
Prodded by Aiyar to reclaim the unex- 
plored and under-explored blocks of 
ONGC and put them up for auction, the 
DGH has asked the ministry for the 
power to inspect the wells of all compa- 
nies. (The next auctions under the New 
Exploration Licensing Policy, or NELE 
are scheduled for January 2006.) "Com- 
panies are manipulating news to pre- 
vent monitoring of non-NELP blocks," 
says Sibal. It's not difficult to guess 
which company he is pointing towards. 

Ahmad entered the ministry-ONGC 
wrangle by reviving an old proposal to 
hive off OVL from the parent. “OVL is a 
child whose parents have not let it grow. 
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| OIL, whoever brings 








BITES FOR BARRELS 


Mani Shankar Aiyar 
petroleum minister 

'If | cannot ask my 
navratna PSU to 
enhance production, 
then we might as 
well close down the 
petroleum ministry" 


S.C. Tripathi 

m secretary 
'ONGC's production 
has not gone up in 5 
years and its reserve 
accretion is negative. 
We are putting 
pressure to fix that’ 


Talmiz Ahmad 
additional secretary 

“On the one hand, 
these PSUs are 
autonomous; on the 
other, the ministry 
is responsible for 
what they do’ 


Subir Raha 

chairman & MD, ONGC 
‘You have differences 
and agreements 
between the majority 
shareholders and 
management in the 
private sector too’ 


R.K. Datta 
chairman & MD, OIL 
‘Between OVL and 


an investment 
proposal to the 
ministry first should 
be allowed to bid’ 
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icy, OIL is emerging from the shadow of 
its big brother. 

OIL has been allowed to forge pro- 
ject-specific joint ventures with down- 
stream companies for bidding abroad. 
These special purpose vehicles (SPVs) 
will be able to invest up to $75 million 
(Rs 300 crore) on their own. Higher in- 
vestments will be given fast-track ap- 
proval by the committee of secretaries. 

Chairman and managing director 
R.K. Datta stresses that OIL is an E&P 
company too. "There is still a lot of oil to 
be found in the North-east (wherefrom 
OIL gets all its output). And we will be 
bidding for blocks elsewhere in India in 
the coming NELP" he says. 

Datta does not see a direct clash be- 
tween OIL and OVL. "The ministry can 
devise a way to ensure that OVL and 
OILS SPVs do not clash in bidding over- ` 
seas. Whoever brings a proposal first 
should be allowed to bid first," he Says. 


ing equity stakes in their oil and gas 
p ke exploration, prodi ; 


5 


its oil companies. v 
ng director of ONGC, the company 


on Indian bourses, says: "If oil 
be integrated, their value will be unlocked. The 
n oil PSUs is in single digits, whereas that of 
xcd c c um 
on this possibility. Long before Mani Shankar 
rthy Committee on ‘Synergy in Energy’ this 
ç petroleum minister under the NDA regime, had tried to x 
001. But he was thwarted by coalition colleagues who 
ion or disinvestment of the PSUS. ee 


-specific collaborations 
ve already done. - 





ittee also recommended the merger of stand-alone refining 
their parents. The ministry is likely to follow up on that. 







It is poor in resources and personnel. 
The reason is that it isa wholly-owned | 


subsidiary of ONGC,” says Ahmad. 
Raha underscores the fact that OVL 
is a subsidiary of a listed company and 
has 250 million tonnes of oil and gas re- 
serves and Rs 50,000 crore of loans and 
guarantees. “Whoever acquires OVL 
from ONGC will have to pay us $4 bil- 
lion-5 billion,” he says. 
Ahmad concedes that he is no ex- 
X. pert on corporate restructuring. But he 
wants OVL to be either separated from 
ONGC and be owned by the major oil 
PSUs, or be merged with ONGC to func- 
n as its international division. He has 
own reasons for the thought. "I have 
vitations from Trinidad, Brazil, 
cuador, Venezuela, Africa and Mauri- 
ius to check out E&P opportunities. 
ut OVL does not have the wherewithal 
_ to pursue the opportunities promptly 
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and adequately," he says. 

To Ahmads relief, OVL has acquired 
equity in E&P projects in Vietnam, Libya, 
Cuba and Nigeria in the last few months, 
after a dry patch lasting a year. But these 
projects will take a few years to deliver. 


So, OVLis now trying to buy into produc- | 
tive fields in four countries, the names of | 
which Ahmad refuses to divulge. One of | 


them is, however, known. It’s Syria, 


where OVL will be bidding jointly with | 


China National Petroleum Corporation. 


Its the first fruit of Aiyar's efforts at forg- | 


ing India-China cooperation. 


Ahmad has also worked on plan B. | 
He has played a key role in propping Oil | 
India (OIL) as another entity that can | 
bid for oil and gas assets abroad. With a | 


mere 3.5 million tonnes of oil produc- 


tion a year, OIL is a minnow compared 
to ONGC. But with the ministry looking 


for a more pliant instrument of its pol- 
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An OIL-IOC combine has already 
bagged two blocks in Libya and is likely 
to get one in Nigeria. Datta is also bid- 
ding for exploration blocks in Thailand, 
Oman, Egypt, Yemen and Sri Lanka. 

In fact, joint ventures is a pet theme 
for Aiyar. He wants more such tie-ups 
between oil PSUs to come up with inte- 
grated bids. The Krishnamurthy Com- 
mittee, however, has advised against 
merging them on the ground that it may 
cost many officers their jobs (see Job Se- 
curity Vs Oil Security"). 

Another of Aiyar's ideas is to have 
| cross investments between oil produc- 
| ing and consuming countries. The idea 
is to invest in each other's downstream 
sector, mostly because none of the Mid- 
dle East countries allows foreign invest- 
| ment in the upstream sector. The 
| thoughtis that such investments would 
| bring closer the interests of the pro- 
| ducer and the consumer. He has tasted 
| some success on this. BP has agreed to 
| invest in Hindustan Petroleum's up- 
| coming refinery in Bhatinda. 
| Aiyar's biggest dream yet is to build 
| an Iran-Pakistan-India gas pipeline. He 
| has, in fact, gone further and proposed a 
I pan-Asia gas grid connecting the gas- 
| rich Central Asia to the consuming 
| countries in East and South Asia. 
| — Ifhis grand visions bear fruit, Aiyar 
| Will have changed the face of India's oil 
| security in the most trying of circum- 
m= 
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What's so romantic about growing old with someone? When does old begin? With the 
first sachet of hair dye? Or when you start cutting down the sugar? For that matter 
when does young end? You know it won't ever. Not when your eyes meet across 


crowded room, and the magic is the same as the moment you met. Celebrate lif 
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MUTUAL FUNDS 





RACHNA MONGA & GARGI BANERJEE 


F, over the next year or so, your 
equity fund investment starts 
dwindling, the first thing you 
should ask your adviser is: did 
my funds manager change in | 
recent times? 

Fund managers or chief investment 
officers (CIOs) are on the move. Like any 
other industry that has been witnessing 
aboom in salaries, the mutual fund in- 
dustry too has been experiencing a 
churn. As a result, fund managers are 
jumping jobs — within the industry 
itself and even to more lucrative areas 
like hedge funds or portfolio manage- 
ment, and the international markets | 
(see "The War Of Talent’). Indeed, with | 
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the resurgence of equity markets since 
2003, fund managers never had it so 
good. But the essence of a successful 
fund business lies in the strength of its 
investment management team.This 
churn, an industry observer points out, 
has been extraordinary simply because 


| ofits scale. 


Evidently, fatter pay packages have 
been the primary driver. Two years back, 
a fund manager with seven-eight years 
of experience was drawing Rs 20 lakh-30 
lakh. Today, he commands a price of Rs 
45 lakh-60 lakh. For a CIO, the package 
has gone up from Rs 40 lakh-Rs 70 lakh 
to anywhere between Rs 75 lakh and Rs 
1.75 crore in the same period. 

But tangible compensation alone is 
not the reason fund managers are mov- 
ing. They are scouting for more chal- 
lenging roles. For instance, the last one 
year has seen Sanjiv Duggal, CIO of 
HSBC Asset Management, move to Sin- 
gapore. B.P. Singh, head of equities, 
Deustche ME moved to Atlantis Invest- 
ment Management, a Securities and Ex- 
change Board of India (Sebi) registered 
foreign investor. Even in the past, fund 
managers like Bharat Shah of Birla Sun 
Life, Vetri Subramaniam of Kotak 
Mahindra and Sanjoy Bhatacharyya of 
HDFC Asset Management have opted 
for assignments in hedge funds or pri- 
vate equity firms businesses. 

This is not to say that there are no 
pressures in these new sectors. But here 
the fund manager has enormous flexi- 
bility and a longer time frame to pursue 
his investment philosophy. And, of 
course, the compensation here is the 


Move rs 





The fund management industry is 
witnessing a churn. Will it be able to retain 
its most important asset: the fund manager? 
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function of returns or profit generated 
for the investors. If the manager has 
made 50 percent profit for the investors, 
he may get one-fourth of that as his 
share. Hence, the monetary incentive 
for a good performance is relatively 
higher. Whereas in the fund industry, 
the bonuses or increments depend on 
the profits made by the asset manage- 
ment company (AMC). 

"That is why fund managers are 
looking at roles that allow them to exer- 
cise more freedom in their operations. 
After a while, it gets a little frustrating in 
a fund,” explains Puneet Singh, associ- 
ate director of Executive Access, a head- 
hunting firm, which has been doing the 
placements for the industry. Seconds 
Sanjay Sinha, who has recently vacated 
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When it's colour, it's easy and better. 


With the Canon imageRUNNER C3170i, you can now 
add colours to your office communication and reach 
your goals in a faster, better and affordable way. 
Research proves it that colour not only captures 
attention and improves communication but also enhances 
productivity. Which is why, Canon imageRUNNER 
brings to you the benefits of colour printing as part of 
an integrated data management solution. Thereby 
helping you acquire, retrieve, and distribute data in 


colour with speed, simplicity and security. Call us for 





a demo and discover how the Canon imageRUNNER 
iR C3170i C3170i can work wonders for your business. 
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atop seat at UTIAMC to assume a larger 
role in SBI Funds Management: “Most 
often, managers hit a glass ceiling in a 
fund house. Thus if they want a larger 
role to play, the only option is to move to 
another fund house or take up other 
roles in the financial services sector.” 
A fund managers job is to allocate 
the assets in a way that it maximises the 
. long-term returns for investors. But 
most of them end up spending over 50 
per cent time on non-core activities. 
Some former fund managers and indus- 
try veterans unanimously point out that 
there is too much emphasis on short- 
term returns and on beating the bench- 
mark. This takes away the flexibility to 
_ dabble in stocks, that could have long- 
_ term potential. Not surprising, then, that 
nearly 70 per cent of the portfolios of 
. equity funds have similar stocks. 
x Says a former fund manager: “I can 
make an investment witha certain price 
target in mind. But the moment I define 
a time frame to achieve the price, Iam 
likely to be on slippery turf" That 
perhaps explains the return of closed- 
. end funds as assets remain with the 
. fund manager for a fixed tenure. When 
introducing the five-year closed-end 
Franklin India Smaller Companies 
. Fund, K.N. Sivasubramanian, senior 
. vice-president & portfolio manager, 
. pointed out that the idea was to restrain 
frequent trading in the fund and help 
investors benefit from the long-term 
- growth of the smaller companies. 
The pressure for short-term perfor- 
. mance comes from the marketing and 
. sales team. Says a manager: "If I didn't 
buy a particular stock and my peers did, 
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then not only the marketing team, but 
also the large distributor who is getting 
substantial money for the fund house 
and the large investor will call me up 
and enquire." Says a marketing head of 
a domestic AMC: "Big investors usually 
want to interact with the managers to 
getasense ofhow the latter is investing.” 
Adding to their woes are also regula- 
tions of the Sebi. Sebi rules state that a 
manager has to give a written justifica- 
tion for every stock he buys and sells. 
And if the fund base is as large as Rs 600 
crore-700 crore, with 50-60 stocks in the 
portfolio, one can imagine the time and 
cost involved in meeting these rules. 
Most AMCs, which have seen man- 
agerial exits, are quick to claim that their 
investment management processes are 
fairly robust, institutionalised and 
hence not dependent on just one fund 
manager. Says Sanjay Prakash, CEO of 
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HSBC Asset Management: "Our invest- 
ment philosophy is clearly docu- 
mented, circulated and reviewed from 
time to time. And we hire only those 
people who gel with this philosophy." 

But if this argument holds true, then 
why don’t we see index-like funds, 
wherein one can personally make 
processes for stock-picking and evalua- 
tion and eliminate the need for any hu- 
man intervention? It's because a fund 
manager brings along a level of under- 
standing ofthe business, that cannot be 
institutionalised. This is the reason why 
within an AMC, each fund manager 
performs differently. Thus Sandip Sab- 
harwal of SBI Funds managed 10 of its 
equity funds, which fared better than 
his peer Sachin Sawarikar's funds. And 
the AMC has managed to cover up for 
Sandips loss by roping in UTI's Sinha. 

Some experienced fund managers 
like Franklin's Sivasubramaniam feel it's 
not just the manager, but an equity re- 
search team that contributes to a sus- 
tainable performance. He, along with 
the CIO, works with a team of six ana- 
lysts and has been associated with the 
AMC right from its launch. Or take the 
case of UTI AMC, which has lost three 
fund managers in recent times. Along 
with 12 fund managers, the AMC has a 
team of nearly 12 analysts who run 
dummy portfolios while researching on 
stocks, thus presenting a constant chal- 
lenge to the managers. Now, they have 
promoted the analysts as managers. 

But industry insiders point out that 
only the large players can afford to have 
a big research team. Smaller players still 
depend on the brokerages' reports. 

What then is the solution? The fact is, 
certain basics have been ignored for 
long. Every AMC wants an experienced 
manager to run its schemes. Concen- 
trating more on hiring management 
trainees to work under experienced 
managers would do well instead. In 
time, some of them could become po- 
tential managers. Alternatively, there 
could be a system of rotation between 
the management, research and market- 
ing team. As industry insiders point out, 
solutions lie with the top management. 
Its only a question of implementation. 

So, ifyou are a mutual fund investor, 
itis time you kept an eye on not only the 
net asset value of your funds, but also 
the manager managing your money. W 
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Change the 


framework 


Ftheworldis agreed on anything today, it 
is that the centre of the global economy 
has begun shifting to Asia. If Europe 
shaped global agendas in the 18th and 
19th centuries and the United States in 
the 20th century, the nations of Asia, led by the 
powering economies of China and India, will 
set the context for global discourse this century. 

The world, in a sense, is coming home. 

For businessmen everywhere, fundamental 
shifts of this nature throw up immense oppor- 
tunities and unfamiliar threats. Those who 
grasp the meaning of the change will be able to 
see opportunities that others can't. And those 
who miss it will find themselves unequal to the 
challenges that come from unlikely quarters. 
How many would have guessed in 1991 that In- 
dia's consumer durables sector would be domi- 
nated by the Koreans?! Or, that a handful of In- 
dian software companies will be, in 2005, 
readying to take on the IBMs of the world? 

Companies that will dominate world mar- 
kets are growing up in Asia today. Consumers 
that will buy the world's goods and services are 
increasingly coming from Asia. Their buying 
preferences and patterns are already determin- 
ing prices in commodity markets across the 
board, from oil to zinc. 

As the world changes, so should the frame- 
work that Indian businesses use to understand 
their markets, their competitors and their part- 
ners. Some of the biggest foreign direct invest- 
ments that are being planned in India today are 
from Asian companies such as Posco, while 
some of the most aggressive financial investors 
scouting for buys are also from Asia, such as 
Singapores Temasek. Trade between India and 
China is growing at a rate that has rarely been 
seen — this year we will touch $21 billion, up 
from $1.4 billion in 1996. If Asia has not been on 
your radar, it is time to ask why. 

Engaging Asia is as much about Indian 
companies exploring Asia for potential mar- 
kets and partners as about Asian companies 
exploring India for the same. As this relation- 





ship is at its early stages yet, and the business 
information flows between India and the rest of 
Asia are imperfect, there are large inefficiencies 
in the market which smart businesses should 
beableto exploit. As Kishore Mahbubani, dean 
at Singapore's LKY School, argues in the cover 
story, one opportunity that India let go recently 
was the chance to buy into Indonesia when the 
valuations of its businesses were at rock bot- 
tom. It is no surprise that Indian firms didn't see 
the opportunity. While India's business deci- 
sion-makers closely follow western businesses 
and even the lives of their business leaders, 
they know little about the groups that domi- 
nate Asia or the men who lead them. What this 
means is that while Asia's profile has risen dra- 
matically in the world economy, it has not yet 
done so in our mindspace. 

Imbalances of this nature are an inviting 
business opportunity. Just as some of the 
biggest fortunes in the last decade were made 
in the underweighted services sector — IT, civil 
aviation, telecom, broadcasting, retailing — 
some of the biggest opportunities in the com- 
ing decades could lie in India leveraging the dy- 
namism of its neglected neighbourhood. 
Mahindra & Mahindra’s buyout of a Chinese 
tractor company and Telco's buyout of Dae- 
woos plant in Seoul are early indications of 
what could become a movement towards the 
East. This would complement Indian manu- 
facturings recent attempts to win the West. 

Businessworld has always taken a keen in- 
terest in correcting imbalances because we be- 
lieve that is where the biggest business oppor- 
tunities lie. As you would have noticed, we have 
significantly increased our coverage of Asia. We 
were the first Indian publication—apart froma 
news agency — to have an accredited corre- 
spondent in Beijing. We now have an invest- 
ment-banker-turned writer based in Hong 
Kong. In the coming weeks, we will be starting a 
series on the business houses of Asia. 

If the world is coming home, we had better 
start organising the reception! L3 
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JAPAN Has $40 billion invested in China, 
$50 billion in rest of Asia and only $2 billion 
in India. Opportunity to diversify FL 


FOOD oe 
S.KOREA Opened Asia's 
in India. Its chaebols, Hyundai, Samsung and 
LG, have built $1 billion-plus businesses 


wi 4 N Li . . wd + 
CHINA Business ties growing at a fast clip. 
R B 8 CHF 
Its engagement with India could well define 
the future of Asia 


VIETNAM indian exports to Vietnam 
have been growing rapidly. But the real 
convergence of ideas lies in strategic issues 


THAILAND Indian businessmen 


agreeable to more economic cooperation, 
specially in auto spares,tourism,garments 


MALAYSIA mostly hostile to India’s 
larger role in Asia. Has excess infrastructure 
capacity which could be utilised in India 


í bi Pu LP * ` 
SINGAPORE positionsitself as the 
springboard for Indian companies going 
East. One of the largest investors in Asia 


ba m Bla 
INDONESIA Depressed asset prices 
present an opportunity for Indians. Close 
cultural ties may make doing business easier 
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ASIA RISING 





GERMAN newspaper recently asked Singapore 
first prime minister, and current political mentor, 
Lee Kuan Yew, about the rise of Asia. Lee argued 
that it was ‘restoration of the world balance’ to late ` 
18th century or early 19th century levels, when ` 
India and China combined accounted for 40 per. 
cent of the world's GDP oe 
Lee Kuan Yew isn't alone in pointing towards a significant 
shift that is under way. Henry Kissinger, the former US secre- 
tary of state, believes that in the 21st century, Europe and the ` 
US will cease to be the centre of global power and will be re- 
placed by Asia. The shift began in the 1970s, when the Japan- 
ese and Korean economies started powering ahead. By the: 
1980s, once China came aboard, the contours of the re- 
arrangement became more visible. And now, with India hav- 
ing joined the party, Asia is well on its way to dominance. [ 
Astudy by the Bank of Korea shows that by 2040 Asia's share 
of global GDP will be 42 per cent, while that of North America ` 
will reduce to 23 per cent; it was 34 per cent in 2003. Europe will 
account for 16 per cent, from 29 per cent in 2003. The year 2040. — 
is also when China is expected to pull abreast of the US, or even 
displace it as the world’s largest economy. a 
While China may be the mega star, other Asian economies 
haven't done too badly. The five large Asean economies — In 
donesia, Malaysia, the Philippines, Singapore and Thailand— ` 
grew at an annual average rate of 4.8 per cent between ` 
199 land 2002. A few like Malaysia and Singapore grew at 6 per 
cent-plus. D 
Indeed, since the 1980s, average Asian GDP growth has. 
been double the world average. And Asia share of global GDP. 
has been rising — from 12 per cent in 1960 to 14.5 per cent it 
1970to 17 percent in 1980, and to 23 per cent in 2003. 
Clearly, in another 30-odd years, Asia will overtake North 
America as the continent with the world’s largest economy, 
Kishore Mahbubani, dean at Singapore's Lee Kuan Yew 
School of Public Policy, describes the change somewhat alle 
gorically: “London represents the past, Shanghai the future.” 
Significantly, India is in the middle of it all. With its large _ 
economy ($700 billion, growing at 7 per cent annually), a ` 
thriving private sector, a large pool of smart managers, anda ` 
diversified industrial base, India could easily profit from the. 
rise of Asia. It will also throw up new challenges. The Indian ` 
consumer durable industry was able to hold its ground. 
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against European MNCs (Philips, 
Electrolux, etc.), but was completely 
blindsided by the LGs and Samsungs, 
companies it had first scoffed at. 

To understand Asia better, we need 
to reorient our thinking. It means that 
existing frameworks of engagement 
be junked and new ones drawn up. So 
when Indian companies benchmark 
themselves against international 
competition, their standards shouldn't 
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LG Has 
nvested close to 
$250 million 
already in India. 
One of the 
largest players 
in Indian 


consumer 


electronics. Uses 
Indian factories 


only be American or European multi- 
nationals, but East Asian ones as well. 
It means that when Indian owners 
look for expatriate CEOs, their choice 
shouldn't be limited to the West. This 
also means that when Indian compa- 
nies go shopping for technology 
abroad, they should consider China or 
Korea too. It means that India's top 
technical and scientific institutes 
should consider attracting Asian students, just as Indian stu- 
dents might find some of the universities in Asia a better op- 
tion than second-rung Western universities. 

Tellingly, though trade, religion and culture have linked 
India with East Asia through most of history, in recent times, 
India has somewhat ignored the region. India's relationship 
with East Asia has been fickle, at times capricious, over the 
past half-century. Each side viewed the other through the lens 
of Cold War era positions. Many East Asian countries had little 
patience for India's laborious democratic process. Some felt 
India had repeatedly snubbed East Asia — like passing up 
membership to the Asean in 1967. While some analysts main- 
tain that the indifference on either side is overstated, it is true 
that East Asia never really figured in the Indian scheme of 
things. "We were a unique nation which did little business 
with its neighbours, or even as much as understand them," 
says a senior Indian diplomat. 

To their credit, Indian policy makers may have realised this 
anomaly much before businessmen did. In 1992, former prime 
minister PV. Narasimha Rao's government announced a 'Look 
East’ policy, which gained momentum after Atal Bihari Vaj- 
payees Asean-India summit in Cambodia in 2002, and Bali 
summit in 2003. As A.N. Ram, former secretary in the Ministry 
of External Affairs who worked on the ‘Look East’ policy, puts it: 


for exports 
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| "Itwas done purely for economic reasons, so that we could di- 


versify our options vis-à-vis the West." 

Since then, India has been stitching together a series of 
agreements to create a framework within which Indian busi- 
nesses can work seamlessly with their East Asian counterparts. 
Agreements have already been signed with Singapore and 
Thailand, while agreements with China, S. Korea and Japan are 
reportedly being studied. India has also unilaterally an- 
nounced that it will gradually reduce its tariffs to Asean levels. 

But business hasn't changed its orientation. Asia still does 
not get the priority it deserves. Vinayak Chatterjee, chairman, 
Feedback Ventures, an infrastructure consultancy that has 
worked in parts of East Asia, says that the framework of assess- 
ment for Indian businessmen continues to be Europe and the 








US. "The generation which is 
in leadership position today 
hasanunstated preference for 
the Occident over the Orient." 

Logically, a rising Asia 
alongside a fast-growing In- 
dia means that their engage- 





ment will grow faster than India's fastest 
with the rest of the world. einen car 
Trade data has already begun < 
showing that. Over a six-year a a t 
period (1998-'99 to 2004-‘05) 70 months 
India's bilateral trade with Largest y 
East Asia rose by 18 per cent exporter of 
annually; with China, the nger cars 
growth has been even faster m India 

at 39 per cent. In comparison, 

India's trade with both the EU 

and the US has been growing 


at 10 percent. 

Eric Teo, council secretary at the Singapore Institute of In- 
ternational Affairs, points out that the India-China combina- 
tion could get so big in a few decades down the line that its 
consumers could be setting global consumption patterns. 
That should not be difficult to imagine. More than half the 
world will be living there. 

The worldis already feeling the full impact of the Asian jug- 
gernaut. The bull phase in the commodity cycle (iron & steel, 
aluminium, chemicals, etc.,) for example, has been almost 
single-handedly driven by China. Take steel. China currently 
consumes close to 300 million tonnes per annum, with con- 
sumption growing at roughly 20 per centa year. Thanks to this, 
steel prices peaked at over $600 per tonne in 2003-'04, though 
they have come down since. Today, the top priority for some of 
the world’s largest steel companies — Mittal Steel, Arcelor, 
etc., — is to have a base in China. Lakshmi Mittal, the world’s 
biggest steel maker, says that global steel companies need to 
have at least 10 per cent of their production in China. 
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Repositioning 
itself as a 
technology leader 
gom India is a 
ey piece in that 
. Has 
recently started 
using India also as 
an R&D centre 


strat 


That explains why | 
when Chinese demand 
shows signs of tapering 
off, the world's steel 
makers tremble. China 
has traditionally im- 
ported steel, given that 
domestic production 
could never meet de- 
mand. But now there 
are fears that inflows of 
steel into China could 
slow down, given that 
local steel-making is 
scaling up. This is de- 
pressing steel prices. 

Similarly, oil prices 
reached record highs 
($60 a barrel) largely be- 
cause of Chinese and Indian demand. There were fears that 
prices would touch $100. A great deal of pressure is being 
brought upon the Chinese government to embrace energy ef- 
ficiency measures. 

Now consider a completely different industry: consumer 
electronics. A few weeks ago, when BW met Gerard Kleisterlee, 
chairman, Royal Philips Electronics, he mentioned that the 
rise of Asia was forcing the 114-year-old company to function 
very differently. Asia today accounts for almost a quarter of 
Philips' global turnover, up from 5.8 per cent per cent in 1996. 
So, not only did Kleisterlee have to rework Philips' operations 
— more visits to Asia, ramping up of offices here — he also had 
to create products that were tailored for an Asian audience. 

He is also taking advantage of Asia. Every time a Philips 
item is close to becoming a commodity, Philips hands manu- 
facturing over to one of the original equipment manufactur- 
ers (say, a TCL), which, in turn, makes it in one of its giant fac- 
tories in Asia. That way, Philips can pull its capital out of 
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making a commodity and redeploy it profitably elsewhere. 


N the past few years, India hasn't been 

immune to the ripple effects of an 
emergent Asia. Many of the country's 
best known brands today are of Asian ori- 
gin — LG, Samsung, Hyundai, HSBC, 
and so on. Significantly, a few of them 
have become market leaders in India 
after decimating their local rivals. 


full range of Asian companies is begin- 
ning to walk in only now. 

Everheard ofthe CP Group? It recently 
entered India's agri business — shrimp 
farming, animal feed and livestock farm- 
ing. CP is from Thailand and it operates in 
20 countries, most of which are in Asia. 
But why is CP significant? Because it is a 
giant, with sales of $13 billion (around Rs 
58,500 crore). That makes it almost as big 
as ONGC and only marginally smaller 
than Reliance. 

Another recent entrant is Indonesia's Salim Group, which 
has recently signed an agreement with the West Bengal gov- 
ernment. Though there was shrill opposition to its entry, 
many people don' see Salim for what it is worth — a $10-bil- 
lion diversified group with interests in cement, telecom, auto- 
mobiles, flour-milling, property, banking and so on. 

CP and Salim are just two examples Asia's businesses that 
are increasingly landing on India's shores. Now, think of it this 
way. If, say, Reliance or the Tatas or Bharti entered a $700-bil- 
lion emerging market growing at 7 per cent annually, would 
they stay content being marginal players? 

Asian companies see in India two opportunities. One, a 
huge consumer base. This is significant, given that most ofthe 
Asian economies, except China have an export-led growth 
strategy. Among the more successful Asian companies like the 
ones from Korea, the India subsidiary is already accounting 
for a small part of their global turnovers — Samsung (1.8 per 
cent), LG (5 per cent) and Hyundai (10 per cent in volume 
terms). Each of these companies has built businesses that are 
over a billion dollars in India. 

Those that haven't built such huge businesses are opti- 
mistic that they will soon. Companies like China's Huawei 
Technologies are positioning themselves aggressively and are 
hungry for growth. 

Two, many of them have also begun integrating India into 
their supply chain. Samsungs R&D centre here recently un- 
veiled a phone that works across CDMA and GSM technolo- 
gies. Huawei employs hundreds of engineers at its R&D centre 
in Bangalore. Toyota has begun sourcing engines from here for 
its South-east Asian markets. 

But for all these beginnings, reality is that Asia is still un- 
derweight on India and India underweight on Asia. According 
to Unctad numbers, in the first six months of 2002, India at- 
tracted $1.6 billion of FDI; of this, East Asia accounted for 
barely $37 million. Japan, which is one ofthe biggest investors 
in the region, has $50 billion of FDI stock invested in East Asia 
and another $40 billion in China. But its total investment in 
India is $2 billion. 
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But these were the early movers. The 










- we do, the share of the East Asian economies is extremely low. 
( — Between April 2003 and July 2003 (the latest available sta- 
d tistics), the US attracted the highest approvals of Indian direct 
_ investments at $81.41 million, followed by Mauritius ($80.75 
million) and Kazakhstan ($74.95 million). In the previous year 
| (2002-03), Sudan accounted for the largest chunk ($750 mil- 
lion), followed by the US ($185.27 million) and Mauritius 
| ($133.35 million). Over a seven-year period for which full data 
is available (1996-2003), East Asia accounted for 12.5 per cent 
| of Indian investment. 

Some of the bigger and more significant investments in 


| NatSteel ($486.4 million, Singapore) and the Mahindra & 
. Mahindras purchase of Jiangling Tractor Company ($8 mil- 
lion, China) arent captured in the data. But, it is precisely be- 
Cause the engagement hasn't been completely ascertained 
_ out by either side that opportunities exist. 


| sector companies in Asia. Though it's managers are eagerly 
_ sought out by US and European MNCs, Asia hasn't made full 
| use of the talent lying next door. As Asian companies spread, 
_ they could begin to do that. India's high-class research institu- 
_ tions could also start collaborating with their counterparts in 
| Asia to create products and services that will be useful to half 
of humanity. Look at the funding that China provides to its in- 


_ingofR&D from 0.6 percent of GDP to 1.2 percent. That works 
_ out to roughly $16 billion. 
There are opportunities that exist elsewhere too. Indian 





_ pines, Indonesia has huge textile capacities available, and 
_ there are auto component companies in Thailand dying to do 
_ business with India. 

^.. So, canall this hapen? 


‘LOOK EAST 


The converse is equally true. Though India does not make | 
oo many large investments abroad yet, of whatever little that | 
| to change, which takes a long time at any rate. He asks rhetor- 


the region — the Tata Motors buyout of Daewoo Commercial | 
- Vehicles ($100 million, Korea), the Tata Steel acquisition of | 


_ Stitutions. Between 1995 and 2002, China has doubled fund- | 


| companies can expand their BPO opportunities to the Philip- | 








KY School's Mahbubani is a pessimist who believes that 
for any dramatic improvement to happen, mindsets need 


ically: "Asset prices are depressed in Indonesia, but would any 
Indian company go there?" 

His colleague, Mukul Asher, qualifies the statements: 
"Mindsets need to change on both sides. After all, there are 
East Asian countries that don’t consider India a part of Asia." In 
a recent paper, Asher argued that “deeper engagement with 
India may assist in addressing Malaysia's vulnerabilities" He 
says that India can help Malaysia in setting up knowledge-in- 
tensive businesses such as IT and biotechnology. More 
importantly, India can be an investment destination for 
Malaysian money. 

Malaysia's high levels of domestic saving — its national 
provident fund has assets of RM 250 billion ($65 billion), and 
the amountis expected to double before the middle of the next 
decade — requires investment avenues abroad. According to 
some sources, Khazana, the Malaysian equivalent of Singa- 


| pores Temasek, is already looking at Indian opportunities. 
There is near consensus that India has the best run private | 


Then, with much of Malaysia's nation building work over, 
there is spare capacity of infrastructure equipment that India 
could use. Feedbacks Chatterjee says he had an office in that 
country between 1998 and 2003. It ‘catalysed’ around 200 km 
of road projects into India. Overall, Malaysians have already 
built around 1,000 km of roads in India. 

Yet another area of cooperation could be work between 
technology companies here (like Tata Elxsi or Sasken) and 
hardware manufacturers in East Asia. Says Manoj Raghavan, 
regional manager (Asia-Pacific), Tata Elxsi: “We get close to 25 
per cent of our revenues from this region. We expect business 
to grow at between 50 per cent and 100 per cent annually.” 

Indeed, the Taiwanese are now seeking Indian companies’ 
support on software. Accton, a reputed Taiwanese company 
(sales: $500 million) that makes wireless devices, is reportedly 
working with a few Chennai-based companies. 

Incidentally, IT services, which has been Indias calling 
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card in the rest of the world, has 
little role to play here. According 
to Nasscom, East Asia accounts 
for barely 7 per cent of our IT ex- 
ports. The reasons aren't hard to 
find. Given the wage levels in 
most ofthe Asean countries, the 
arbitrage model doesn't work. 
That leaves Indian software ser- 
vices companies to focus only on 
Japan, Australia and South Korea 
to some extent. China is consid- 
ered separately; Indian tech com- 
panies say that their investment 
thereisatthebehestoftheir MNC 
clients who want their businesses 
there to be serviced locally and 
also de-risk their India presence. | 

It is, of course, possible that Indias engagement of Asia in 
quantitive terms will overwhelmingly mean her engagement | 
with China. After all, both countries overshadow others by the | 
size of their population and the growth rates of their economies. | 

If trade figures are any indication, that is happening al- | 
ready. Bilateral trade has grown a stunning 39 per cent in the | 
last six years. India's exports have grown almost 50 percentan- | 
nualised and imports 35 per cent. A senior government official | 
says that 2005-'06 could close at $21 billion of trade between 
the two nations. 

Some believe that a closer India-China cooperation could | 
actually align interests quicker. One, any trade between India | 
and China must pass through other countries along the way, | 
who stand to benefit. Two, China is slowly expanding its manu- 
facturing facilities beyond the mainland and into the Indo- 
China countries (Cambodia, Vietnam and Laos). A flourishing 
trade between India and China will benefit those countries as 
well. Three, quite a few East Asian companies and financial in- 
stitutions (Japanese, Singaporean, etc.), have large investments 
in China. Flourishing economic relations between the two 
largest countries in the region will obviously benefit investors. | 
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HILE the debate is centered around economic issues, in | 


the backdrop are larger geopolitical issues. Though East | 
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Sealing Ties: (Clockwise from top 
left) Prime Minister Manmohan 
Singh with the premiers of 
Malaysia, Thailand and China — 
Abdullah Ahmad Badawi, Thaksin 
Shinawatra and Wen Jiabao, 
respectively 


Asia has traditionally enjoyed US protec- 
tion and it continues that way, some ana- 
lysts say that US-China relationship in the 
region has become adversarial. And India, 
given its relationship with the two coun- 
tries and Japan, is the right counter bal- 
ance. Therefore, some Asean nations, 
which may actually fear economic mar- 
ginalisation because of the growing India- 
China equation, are quite keen on India’s presence in Asia for 
geopolitical reasons. 

Going ahead, as and when India’s role in Asia enlarges, 
other questions will emerge. Who, for example, will take lead- 
ership of the region? It’s a tantalising question. Will Japan have 
sufficiently exorcised its World War II memories to position it- 
self as a leader again? Can it be China (but will Japan agree)? 
What about India — but how then will China react? The Asean 
could be a neutral choice, but will it still be relevant? 

Then, as Singapore Institute's Teo puts it, everybody is 
talking about the rise of the Asian multinational, "but what 
face will it have?" The answers will gradually manifest them- 
selves. What we are seeing is a longer term, secular trend, 
which develops a momentum of its own. The big change in 
the last century was when the centre of power moved from 
the Old World (Europe) to the New (US). This time around, it 
is shifting to a region which is a bit of both — old civilisations 
that are aggressively claiming their rightful place on the mod- 
ern world stage. 

Or as Mahbubani puts it: "In 1954, when I was a six-year- 
old growing up in Singapore, I would have wanted to be in 
London. But now, Singapore is perfectly placed. Within seven 
hours, I can be in any place — India or China." ia 





With reports from Samar Srivastava 


BUSINESSWORLD 41 12 DECEMBER 2005 






You can email the author at 
niranjan_r@hotmail.com. 





_ The way to 
. wean 
Indians off 
gold is by 
. having 
capital 
| account 


converti- 
bility 











Caught by 


the gold bug 


OLD prices have touched a | 


twenty-year high, and an old de- 


bate has been resurrected. Is our | 


age-old fascination for gold 

harmful to the economy? India 
accounts for a fifth of the world's consumption 
of gold. Annual imports of the yellow metal are 
currently around $6 billion. Total gold stocks in 
the country have been estimated at between 
$200 billion to $500 billion. 


Economists have despaired of our insa- | 


tiable appetite for gold for almost a century 
now. The 19th century English economist W.S. 


Jevons called India a sink of precious metals. | 
This was in the era of the gold standard. Coun- | 


tries issued money depending on the amount 
of gold held by their central banks. Jevons said 
that by absorbing the excess gold in Europe, 
India kept money supply and inflation down in 
that continent. 

John Maynard Keynes noted in Indian Cur- 
rency and Finance, his first major book on eco- 
nomics, that India's love for precious metals has 
been ruinous to her economic development. 
Later, inhis General Theory, Keynes wrote: "The 


history of India at all times has provided an ex- | 


ample of a country impoverished by a prefer- 
ence for liquidity amounting to so strong a pas- 
sion that even an enormous and chronic influx 
of the precious metals have been insufficient to 
bring down the rate of interest to a level which 
was compatible with the growth of real wealth.” 


The view is still popular among economists | 


and policy makers. They believe that if Indians 
were to put their savings to more "productive" 
use, the economy would grow faster than it 
does today. Gold is the bane of our economy. 
Whatthe entire criticism glosses over is why 
Indians buy so much gold in the first place. The 


most obvious answer is our cultural affinity for | 


gold. It's an irrational streak that prevents us 
from making proper economic choices. 

But there is more to it than merely this. 
There is a clue in the quote by Keynes that I 
have used earlier. He has equated holding gold 





with a desire to stay liquid. Or, in other words, 
gold is attractive because it can quickly be con- 
verted into cash. This magazine's office is in the 
heart of Mumbai's working class district, and 
near it are dozens of pawn shops that offer 
loans against gold. An attractive alternative for 
those with no access to the banking system. 
Few years ago, Sudhir Mulji had quoted a 
British civil servant called Findlay Shirras in his 


| column. Shirras said in 1919 that it was the lack 


of banking systems and poor communications 
that allowed "our resources to be dissipated (by 
hoarding) in this appalling manner." 

Now, some would argue that the banking 
habit has spread since 1919, and it's only the 
poor who need gold as collateral for loans. But I 
believe gold buying by the middle-class and the 
rich is not entirely irrational either. Gold is the 
only global asset that Indians can hold. We are 
prevented from buying houses in London or 
shares in New York. So gold acts as an invest- 
ment in the rest of the world and offers protec- 
tion against the decline in the value of the ru- 
pee. I can think of no other investment that 
offers these benefits to ordinary Indians. 

So, there's no point in bad-mouthing the 
portfolio choices people make. What I have 
tried to showis that there are rational reasons 
why people may be buying gold. For the poor, it 
offers the best route to quick liquidity. For the 
rich, it acts as a hedge against the decline in the 
rupee. The way to wean Indians off gold is by 
ensuring that banks reach out to more people 
and by allowing us to invest in foreign assets 
and currencies — financial sector reform and 
capital account convertibility, in other words. 

The current high price of gold could help 
start the process. In 1932, as the price of gold in- 
creased, Keynes wrote in the Lloyds Bank 
Monthly Review: "What we all overlooked was 
the psychological effect of a rise in the rupee 
price of gold on the minds oftens of millions of 
Indians who are in possession of hoarded gold. 
Zamindars and peasants over the length and 
breadth of India began to sell their gold...” E 
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The figures, in %, show the share of biopharma producers in the West who outsource Source: Frost & Sullivan 
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ALIFORNIA-based mar- 
ket research firm High- 
Tech Business Decisions 
has found that over 60 
per cent of biotech and 
pharma companies it 
polled in the West are willing to consider 
Asia as a place to make biologicals. Cost 
and capacity are the key drivers. Most of 
these companies, however, prefer Sin- 
gapore to India and China. 

This isn't surprising. Singapore of- 
fers atempting package of western-style 
patent laws, tax incentives and state- 
backed research and manufacturing 
clusters. But the recent survey causes 
concern when read with India's ambi- 
tions to extend its impressive record in 
drug manufacturing to biopharmaceu- 
ticals. India may be a sourcing base for 
chemically-synthesised pharmaceuti- 
cals, but not for biotech. 

Indian companies manufacture 
biogenerics, which are copies of biotech 
drugs patented in the West, for the do- 








mestic and other emerging markets. To- 
gether with vaccines, this is a billion- 
dollar business for them. 

At the same time, the opportunity in 
patented biopharmaceuticals produc- 
tion is significant. According to Frost & 
Sullivan, nearly 50 per cent of biophar- 
maceutical manufacturers in the West 
may outsource production by 2008, up 
from the existing 35 per cent. This is 
likely for two reasons: the cost of setting 
up a facility and the long gestation. Ac- 
cording to a 2001 estimate, a produc- 
tion facility can take up to five years to 
build and cost $200 million-400 million 
in western countries. 

So, mismatches between demand 
and supply are costly. This is why even 
large biotech companies like Genen- 
tech and Amgen work closely with lead- 
ing contract manufacturing organisa- 
tions (CMOs) like Lonza, Boehringer 
Ingelheim and Abbott. One estimate 
suggests that 20 per cent of the drugs 
under development are biotech prod- 
ucts. And manufacturers periodically 
face capacity shortages when demand 
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High costs and capacity shortage in the 
West could mean more outsourcing to Asia. 
But is India ready for the break? 


for a new product rises. 
"There was a shortfall about 
two years ago. But that has 
passed with the building (of 
facilities) and some failures 
(of drugs in clinical develop- 
ment). However, this is a very small mar- 
gin of excess capacity and things are be- 
ginning to heat up again,” says Sandra 
Fox, president, HighTech. 

The opportunity for India lies in at- 
tracting business from innovators, or in 
getting contract manufacturers to par- 
cel out work to facilities here. In 2004, 
the biopharma contract manufacturing 
market was worth almost $1.7 billion. In 
2006, it should touch $2 billion. 

Contract manufacturing offers pre- 
dictable and long-term revenue. It can 
be an end by itself or lend stability to 
a biogenerics player. This is because 
at the end of the day, biogenerics is 
about selling copies, albeit at dollar 
prices. It can be volatile; a generic can 
get commoditised overnight by compe- 
tition. Assuming that biogeneric ex- 
ports to the West takes off, competition 
may be relatively less, but there will be 
regulatory and legal minefields. Innova- 
tors could convert patents to newer 
products even as generics companies 
are sorting these out. 

Biotech manufacturing needs in- 
depth knowledge of issues like protein 
characterisation, process validation 
and the effects of site changes. These in- 
fluence the safety and efficacy of biolog- 
icals; so it isn't everybody's cup of tea. "It 
is not as easy as making small molecules 
(conventional drugs)" emphasises 
Arun Chandavarkar, president (opera- 
tions and technology), Biocon. 

And finding modern — especially 
cutting-edge — recombinant biologi- 
cals facilities in India won't be easy. 
Remember, this is the technology that 
spawned the human insulin two 
decades ago in the West and heralded 
the modern biopharma industry. It 
also led to targeted cancer drugs called 
monoclonal antibodies (MABs) — 
like Genentech's Avastin, which is a 
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"potential blockbuster. 
^7. However, Indias first home-grown, 


‘cine was ready only in 1998, developed 


.. launched its first locally-made human 
insulin. Manufacturing capacity is still 
_ limited. "We also don't have enough 
__ skill sets required to run such facilities,” 
-says Jayaram Chigurupati, founder 
_ of Zenotech Laboratories, a three-year- 
old biotech company. Not even 10 of 




















- India can make recombinant biophar- 
' maceuticals. 
But it's early days for Indian compa- 


ed is investing in 
manufacturing. 

Some companies 
want to do it all, says 
Rajiv Datar, CEO, Sh- 
reya Biotech, an as- 
iring biotech man- 
-ufacturer. "It's a lot 
more exciting to be a 
fully-integrated bio- 


&D to marketing, 
than a contract man- 


ufacturer," he says. | Drawbacks 


>» Take the wel. Esci 
known names: Bio- ing to this 
on and Wockhardt. -reglon 
Our facilities are be- 
ing designed keep- 
| ing our own needs in 


mind,” says Chan- 
_ davarkar of Biocon. 
_ Wockhardt’s chair- 
man Habil Khoraki- 
ala also says contract manufacturing 



















needs to meet demand for biogenerics. 


panies would be hard-pressed to meet it. 
inkering with existing facilities can dra- 


re doing someone else's process. That 
has to fit into your facility: you may have 
to adapt your processes, change the scale 
:and type of equipment," says Chan- 
:davarkar. Instead, Biocon wants to forge 
` alliances that will involve a larger part of 
_ the value chain like its tie-up with Cuba's 
_ CIMAB to develop, manufacture and 
*: market new MABs and vaccines for India. 
However, other companies see the 





_ genetically-engineered hepatitis-B vac- | 


-by Shantha Biotech. In 2003, Wockhardt | 


_ the top 20 biopharma companies in | 


not an option; the company currently | 


nies. Almost every company BW contac- | 




















contract manufacturing opportunity 
differently. “It helps recover costs, since 
you charge the customer on a cost-plus 


basis. It gives you cash flow,” says Datar. | 


Shreya Biotech and others like Shantha 
Biotech, Bharat Biotech and Avesthagen 
are clearly interested. They are also in 
the business of biogenerics. “But we 
view (contract manufacturing) as an in- 
dependent business segment that will 
grow,” says Varaprasad Reddy, manag- 
ing director, Shantha Biotech. 

Reddy's company is negotiating such 
deals even as it expands its manufactur- 
ing facilities. Bharat Biotech is striking 
manufacturing and marketing deals for 
Asia with innovators as proof of what 


@ Lower costs, better prices 


| eTax breaks in Singapore 


e Quality is good 
eAvailable capacity 


CONCERNS 


eDistance and time factor make travel and communi- 


cation difficult 


e Record of cGMP production and FDA approvals needed ` 
eLack of/poor enforcement of IP protection : 
e Expertise and ease of technology transfer need to be 


proven 


i | eQuality and regulatory issues 
| eLanguage barriers 


e Questionable cost-effectiveness. 


it can do, and to learn the ropes. And 
Bharat formulates an HIB (a type of in- 


| fluenza) vaccine for US-based Wyeth and 


Even if the opportunity knocks, com- | 


atically alter the result of a biotech | 
rug. “As a contract manufacturer, you | 


will make a Japanese encephalitis vac- 
cine for Acambis. 

Says Krishna Ella, chairman, Bharat: 
“We have shown that contract manu- 
facturing (of biotech products) is possi- 
ble here.” Panacea has forged a joint 
venture (JV) to make and market com- 


bination vaccines for the Indian market | 


with leading vaccine-maker Chiron. 
So where would business come 
from? It could come from CMOs like 


Lonza and Boehringer. Both are familiar . 


with India, having used facilities here for 
chemically synthesised products. Sig- 
nificantly, Lonza entered a JV earlier this 
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year with the Singapore government to 
start a commercial-scale facility. 

Business could also come from 
smail- and mid-sized biotech compa- 
nies in the West that want to outsource 
clinical trials to India and focus on basic 
research. They could further reduce 
costs by combining this with work in 
process development or improvement, 
which are India’s forte. Shantha and 
Bharat have such tie-ups, and Avestha- 
gen is targeting this after its new manu- 
facturing facility is opened in early 2006. 
Biocon’s contract research subsidiary, 
Syngene, is also setting up a lab with pi- 
lot scale production. 

Eventually, Indian companies can 
partner with a com- 
pany from the late 
stage of clinical tri- 
als. (The same facili- 
ty will be used for 
commercial quan- 
tities if the product 
is approved.) Facili- 
ties can then be built 
to match the prod- 
uct. Chandavarkar 
says site changes are 
a sensitive issue in 
recombinant prod- 
ucts. And so such 
cases are less likely 
to come to the East 
than the outsourc- 
ing of a completely 
new product. 

HighTechs Fox 
says the first pro- 
duction to be out- 
sourced to India 
could be large-volume products that 
require large tanks and long runs where 
savings can be significant. If that 
turns out to be true, then aggressive 
business development may have to 
wait. “You need capacity, minimum 
runway time on the ground, and an ap- 
proved facility. All this takes two to three 
years,” Datar says. 

India has the highest number of 
FDA-approved facilities outside the US 
for conventional drugs, but there isn't a 
single biotech facility approved by any 
western regulator yet. India has a new 
patent law, but it's still untested. “Once 
companies are assured these issues 
have been solved, outsourcing in India 
will open up,” says Fox. Amen to that. W 
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Shaping the future with Minerals and Metals 


VISA Steel Limited is the Indian manufacturing 
arm of the VISA Group, a rapidly growing minerals 
and metals conglomerate with a strong domestic 
and global presence having a turnover of more than 
Rs 1600 Crore during FY 2004-05. 

Beginning in 1999 with a Chrome Ore 
beneficiation plant at Golagaon, Orissa, VISA Steel 
has experience in successfully implementing 
Greenfield and Brownfield projects and is now 
implementing a 0.5 million TPA integrated Steel & 
Stainless Steel plant at Kalinganagar Industrial 
Complex-the Steel Hub of Orissa. 

The 225,000 TPA Blast Furnace project with 
capital cost of Rs. 96 Crore was commissioned in a 
record period of 11 months in March 2005 and the 
400,000 TPA Coke Oven Plant with capital cost of 
approximately Rs.160 Crore is expected to be 


Coal Coke 


Minerals Ferro Alloys Piglron Sponge iron Steel 


commissioned in phases from March 2006. The Rs 
1146 Crore, 0.5 million TPA integrated Steel & 
Stainless Steel plant is expected to go on stream by 
2007. 

Managed by a strong team of professionals with 
tremendous industry knowledge and vast hands-on 
experience, VISA Steel thrives on technological and 
operational excellence to increase productivity and 
reduce costs. 

The Company aims to be a fully integrated low 
cost steel producer manufacturing value-added 
niche products 


WISASTEEL 


VISA Steel Limited: VISA House, 11 Ekamra Kanan, Nayapalli, Bhubaneswar 751 015 
India. Tel: +91 674 2552 479/480/481; Fax: +91 674 2554662. www.visasteel.com 
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N early November, members of the 
World Trade Organization (WTO) ad- 
mitted that they would not be able to 
agree on a detailed blueprint for con- 
cluding the talks at the ministerial con- 
ferencein Hong Kong. However, ministers from 
the US, the European Union, Brazil, India and 
Japan, who met in Geneva in the third week of 
November, said they intend to keep up the 
pressure for a substantial agreement in Hong 
Kong and a full interim deal shortly after. 
Discussions in the WTO corridors now 
hinge on atleast making the Hong Kong minis- 
terial conference, beginning 13 December, ap- 
pear successful. If the director-general, Pascal 
Lamy, and the WTO members fail to do so, the 
score of failed-versus-successful ministerial 
conferences will be 3-3. This will raise the 
chances ofanti-trade liberalisers taking charge. 
In such a context, a few important docu- 
ments were tabled at the WTO between 20 and 
22 November 2005. These are as follows: 
1. Draft report by the chairman of the commit- 
tee on agriculture 
2. Draft ministerial text on services 


3. Draft ministerial declaration on rules (subsi- | 


dies/anti-dumping; countervailing measures) 


4. Draft ministerial text on special and differen- | 


tial treatment. 


This column will analyse the key issues in | 


the draft report of the chairperson of the com- 
mittee on agriculture vis-a-vis the three pillars 
of the agreement on agriculture: domestic sup- 
port, export subsidies and market access. 

Ambassador Crawford Falconer, who chairs 
the committee on agriculture, provides an “ob- 
jective factual summary of where the negotia- 
tions have reached” in the draft report. 

On the issue of domestic support, it in- 


cludes a table that shows the growing conver- | 


gence among WTO members towards estab- 
lishing three bands for cutting trade-distorting 
domestic support. For support levels exceeding 


$60 billion, the suggested cuts range between | 


70 and 80 per cent. For support levels between 











E wo MINISTERIAL 


$10 billion and $60 billion, the suggested re- 
ductions are 53-75 per cent. And for levels less 
than $10 billion, the suggested reduction is 31- 
70 per cent. If such bands are endorsed, the EU 
will fall in the uppermost tier, whereas the US 

will be included in the middle one. ; 

On export competition, the draft notes that 
WTO members are yet to agree on an end date 
for export subsidies. However, they have agreed 
to phase them out. The draft report also states 
that the position of members diverged on the 
export competition issues under review, 
namely export credits, state trading enterprises 
and food aid. 

Ambassador Falconer has tried to assimi- 
late the messages from WTO members in the 
market access pillars, including the idea of clas- 
sifying tariffs into four different bands, with lin- 
ear-type reductions within each band. How- 
ever, the language used in the draft points out 
that the members remain far apart with regard 
to the depth of the actual cuts. 

Further, it clearly shows how the members 
differ in their approaches to tariff caps, and the 
treatment and number of sensitive products 
(slated for milder tariff cuts). They aren't even in 
one mind with regard to according special and 
differential treatment to developing countries. 

The WTO members have done a lot of col- 
lective work to address technical issues relating 
to negotiations on the three pillars of the agree- 
ment on agriculture. Unlike what transpired at 
the Uruguay Round, the Doha Development 
Agenda has the stamp of developing countries 
that have participated individually and collec- 
tively, and have been proactive. Due to theirin- 
terventions, negotiators from developed coun- 
tries have been pushed to come up with out-of- 
the-box ideas and softer negotiating positions. 

The challenge is to ensure that such an opti- 
mal mix of individual and collective efforts .. 
does not buckle under pressure — of bilateral ` 
‘quid pro quos' or aid that will be offered in the 
run up to the conference in Hong Kong. Or 
even during the Ministerial. m 
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CASE STUDY 








Manjunath Shanmugham (27), 
an IIM-Lucknow alumnus 

and employee of Indian Oil 
Corporation, was killed 

in Lakhimpur Kehri on 

19 November, allegedly over 
his drive to prevent adulteration 
of petrol. The news sent shock 
waves across the country. 

This case looks at the issues 
the incident has raised across 
different walks of life 


MEERA SETH 


“Kar chale ham fida jan-o-tan saathiyo 
Ab tumhare hawale watan saathiyon...” 
— Kaifi Azmi 


TSAV Virkar stood in the men's room of 

his office, choking on his tears. If 3.4, the 

band of Indian Institute of Manage- 

ment, Lucknow (IIM-L), had sung this, 

only Machaan could have done the hon- 

ours, Utsav thought. "Dey, Machha! Big 

job you have left for us, da!” he sobbed. 

“We don’t have your grit, da!” Machaan, Manju, Machha... his 

dear batchmate had been silenced forever by a mindless sys- 
tem, but he had passed on the baton to his contemporaries. 

Returning to his desk, Utsav found life going on smoothly. 

Rohan here was calling distributors, using his usual swear 

words; Sumant was telling admin in his flat tones that yet 

again there was no paper in the printer. Anahita was tellingthe 

pantry: "Baba re, chai bhejo..." Nothing had changed; the 








need for paper and tea and sales continued. 

“Utsav, are you alright?” asked Anahita. His voice cracked 
as he said: "I don't know, but it seems a batchmate of mine, 
Manjunath, was killed in UP” And Utsav broke down again. 

Rohan, a few feet away, continued to type his sales report. 
Eyes glued to his monitor, he asked: “How was he killed?" 
Someone said, "This is life," and added more sugar to his tea. 

Utsav left the room. Alone in the lawn, he recalled Mach- 
aan. It seemed like yesterday. Utsav was driving to Bangalore. 
RAMpack had called him on his mobile: “Hey Mirchi, 
Machaan is in the neighbourhood, man! Detour maar and 
come to my guest house.” There, they thumped him on the 
back, hugged him, pushed him around —all excited to see an 
old pal again. This was Manjunath Shanmugham, abbrevi- 
ated over time to Machaan by the Tamilian lobby at IIM-L and 
then naturally to ‘Deyy Maccha! 

The usual questioning followed: where are you, which 
company, are you enjoying? Machaan had said in his charac- 
teristic jovial way: “UP mein teil bech raha hoon!” Utsav had 
cackled: “Arre Madrasi, tu aur UP mein?” Machaan laughed 
good-naturedly: “Perfect challenge for a South Indian, what?” 

But he was happy. He enjoyed his stint, his organisation, 
the work. Everything he talked about was in superlatives. But 
that was Machaan. Utsav had said: “ Yaar Machaan, anybody 
else in your place would have cribbed, oil company and sales! 
And B-schoolers are renowned for cribbing about even the 
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best job. And you? You are rare, da!” 

Machaan was rare. Utsav recalled those first few months at 
IIM-L. For many, it was the first time away from home. For all 
of them, it was a big thing that they were in ITM. Managing 
parental expectations and their own was a tight-rope walk. So 
they either studied too much or too little and at the wrong 
times, each one saying he had ‘cracked it’. But none really 
came to grips with the monster called ITM exams. 

Then came the day before the first semester exams. They 
were all in the mess eating a late lunch. Stressed out, many had 
been up all night; almost all of them were unwashed, un- 
bathed. Stress gave way to singing and before long they were 
singing in soprano, out of tune and hysterically. The mess staff 
broughtin old ghee tins for the boys to use as drums. Machaan 
had led them in the singing — vibrant, racy and enthusiastic. 

Four hours later when they left the mess, almost all of them 
had asore throat, but gone was the stress, the anxiety, the ner- 
vousness. This became a pattern, semester after semester: 
Machaan led the singing session (and what a singer!) at the 
mess, ghee tins and all, ‘for junta to de-stress’. 

That was Machaan, who was known for the 3.4 band and 
his cherished personal values. The band got its name from an 
inane fact: IIM-L was 3.4 km away from the main Lucknow- 
Sitapur Highway. Ironically, this was the same township where 
Manjunath would lose his life. Utsav felt his eyes sting with 
fresh hot tears. The joy and abandon with which they sang... 
Those were the days — young, innocent, trusting and happy 
to have chosen a hard but decent life. How innocent they had 
been. Howtrusting and determined. After the teen years spent 
in rebellion and exploration, getting rapped on the knuckles 
by teachers and parents, admonished for being wayward and 
irresponsible — why some were even taken to swamis and gu- 
rus for counsel. But all that passed as they grew out of rebellion 
to a life of commitment, trusting.... 

The call for Namaaz from the nearby masjid wafted 
through the air. Between yesterday's prayer and today's, 
Machaan had gone.... Nothing had changed — India, with its 
billion-plus population, took deaths in its stride. 

Then the emails started pouring in. Did you hear? How ter- 
rible! What a guy! What is our country coming to? Some 
blamed oil companies, some blamed all companies, some 
blamed the system, some blamed the law, some blamed the 
leadership, some blamed the media. They all blamed some- 
one or the other. Utsav read them all. He did not reply to any. 
Mercifully, his sister called. Could he sit the night in hospital to 
watch over grandpa? She could not; her son had taken ill. Ut- 
sav was relieved. An evening spent in the suffocating assumed 
normalcy of life would have been unbearable. 

Grandpa was in fact a relief. Through myopic eyes, he 
looked at Utsav who sat by his side holding the near transpar- 
enthand, watching the veins throb. Grandpa smiled his tooth- 
less smile and said: “Bol re bala. What's on your mind?" 

Utsav said: "Aajoba, many people die. Many good people 
die. I understand that. But why are some good people killed?" 
Grandpa shut his eyes briefly and said: “Parithranaya sadhu- 
naam, vinashaaya cha dushkritaam, dharma sanstha- 
panaarthaya, sambhavami yuge yuge! Thus spoke the Lord, 
bala. When dharma is displaced and the Lord cannot bear it, 
He takes birth to put dharma in place. This is kaliyug— an era 





of depravity and adharma. So much is man dulled by material 

gain that he won't recognise God even if He stood before him. 
Maybe, He takes lives away to stoke mankind to wakeupto ~ 
dharma sansthapana... Who put Jesus on the cross? Did Jesus 

die in vain? Whether we wake up to that call or sit back and 
count our dollars is to be seen." 


HE next day, one newspaper announced the inci- 

dent on its front page. Lead media was still ponder- 

ing. But reactions fired.... Far away in Chennai, Raja, 

a young school teacher waved the newspaper in 
front of his Principal who was examining a poster that said: ‘In 
2020, India will be the centre of world attention.’ 

“And who will be running India in 2020, Sir?” asked Raja. 
“The students we have here will be running the country! Are 
we equipping them for that? Read what we are doing to 
dedication... what message is this crime sending 
to them? Will our students be able to support 
the economy? I am not sure, sir, I am not... 
It's their world that is being messed up! 
Is 242 enough? Is history and geogra- 
phy and physics enough?" 

The principal said: "Raja, we 
also learnt just all that, didn't we? 
Is our country any the worse to- 
day?" Raja clucked: “You miss 
the point, Sir! Then was then; 
today is different. Today, we 
have a valueless society. To- 
day, people are taking false 
pride over an India they imag- 
ine! Let me tell you, sir. The In- 
dia that we take pride in today 
is nota function of today oryes- 
terday's leadership. It's the hard 
work of the 1960s and '70s! A seed 
does not grow like that," said Raja 
and clicked his fingers to emphasise. 
"It was sown many years ago! What 
seedare we sowing today? '2020 India will 
be great! How can they say that when all we 
have to give our children today is the rot we see 
on TV and crime like this! Progress does not happen 
by forecasting techniques, Sir! The mind has to evolve too, 
and such a mind cannot evolve through higher incomes. We 
need to teach them about how to set a standard in life." 

The principal was surprised: “But Raja, what has that got to 
do with running businesses?” 

"That's what they need for running businesses, Sir. A val- 
ues standard. Businesses are about people, and people are 
only about attitudes and values. Nothing else! Take both away 
and whatis left? Only a body! We need to build inner wealth in 
our students. They can tell a Honda City from an Accord. But 
can they tell right from wrong? And one student today was ' 
telling me, ‘I want to become the richest man in the world...’ 
Shouldn't we teach them more about their real wealth?" 

Elsewhere in Kolkata, Shibani Basu shuddered. Calling her 
son, she said: "Partho, you must reject that job offer in Chandi- 
garh. Look for something here. Kolkata is safe; all our people... 
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and no one understands us better than our own.... We don't 
want money, we want safety!" 

b That evening, Sujoy Basu, an HR man, told Partho: “Life is- 
n't what it used to be, son. What to do?! I would like to fit you 
with wings, and let you soar like my father did to me. But times 
have changed.... This country has become like that." Then, 
looking out the window, he said wistfully: "There was a time 
when we sent our young management trainees to rural towns 
as part of their training. All we told them was 'Don' drink tap 
water, don't eat roadside food.' Today, even keeping them in 
thecity seems dreadful. What caveats do I give them?" 

Meanwhile, in a B-school in Karnataka, Prof. Dhiren Vyas 
stood before his class of first-year students. He was teaching 
“Business Ethics and Society, when he was interrupted. "What 
ethics, 'prof ?" asked one student. “What do ethics do for one? 

If I must die, I'd rather join the army and die respect- 
fully!" Prof. Vyas replied: "None of today's wars is 
for ideals or principles or ethics. Ethical wars 
are being fought in the open, in the mar- 
ketplace; we are the consumers of 
ethics. I want you to be ethical to- 
wards me justas you want me to be 
ethical towards you. You don't 
needtobein thearmy. Lifeisthe 
biggest battlefield; the world of 
business and commerce is the 
only way for intellectuals to 
put their ideals to test. Ideals 
have to be lived." 
Back in his room, Prof. 
Vyas's colleague said: "How 
are we to know what to do in 
situations like this? We are 
teachers; we deal with texts 
and students. We don't en- 
counter these issues in our 
world." Vyas replied: "We don't 
need words. We need conviction 
and determination to keep our stu- 
dents on the path ofright." 














URTHER north, in Delhi, four ex- 
chairmen of large companies sat in 
the coffee room of the CII and shook 
their heads. Said one: “I had told 
them, ‘Five years after liberalisation, take stock of the pulse of 
the people... But for 15 years, all that has happened is a reck- 
less pursuit of growth. Arre, economy ko liberate kiya, lekin 
people are still in mental bondage! We have changed the gov- 
ernment four times in this period. Where is literacy? There has 
to bea steady pace. Man's mind has to develop before his ma- 
terial index does. Otherwise, he will not know how to use all 
the increase in income. Just see this... this boy is as young as 
( my grandson! This is shameful.” The other chairman said: “To- 
day, some TV guys were at my house. Wanted to know why we 

are giving this so much importance. Idiot. 
“T told him, ‘Yes, this loss is important for the country ifyou 
consider the numbers. Every year, over 3 lakh students appear 
for the CAT. Twelve hundred are selected. Twenty five per cent 





leave the country. So it's more than justa life lost — it's a bright, 
honest person, with preserved albeit untamed integrity who 
knew the risks involved and had the courage to stay on the 
front. Or else, he too could have asked like you, Why are you 
giving adulteration so much importance? isn't it? As an institu- 
tion builder, I am saying this country has very, very few like 
Manjunath. So when one of them is lost, itis important.” 

In Mumbai, Mridula, a journalist, looked up at her col- 
league and said: “This morning, my mother was telling my 
brother, ‘Please don't get into any kind of arguments over any- 
thing with anybody. Koi Satyavaan nahin ban-na hai...! You 
know what these boys and girls will take back from this inci- 
dent? When on the job, quit your principles and beware! This 
is something they don't need, Ankush. ..” He said: “Why are we 
only grieving for this boy? Because he is an IIM graduate? What 
about the many poor people who are killed by the mafia?” 

“Spoken like a true, well-fed, protected, intellectual bour- 
geoisie!" said Mridula. “Did you do anything about the poor 
who were killed by the mafia? No, because they were not your 
kind. So now, here is someone of your kind who was killed! 
Now Ankush, now can we do something?! This is our problem, 
Ankush.We are a country of thinkers, not doers. We know how 
to audit, but we don't know how to account! There is nothing 
wrong about the death of ‘one of us’ getting more publicity. In 
our newspaper, a death of an American soldier in Iraq gets the 
same coverage as five Indian jawans in Kashmir and 50 Iraqi 
civilians. Sometimes, these incidents do help create aware- 
ness, which would otherwise never have happened. Satyen- 
dra Dubey's death did more to fight corruption in the National 
Highway project than any amount of anti-corruption drives. 

“We are not grieving only for this boy, although right now 
we are grieving for him. Those who are grieving are firstly 
shocked. Because until now, it happened to others — people 
they didn't know. Now it has happened to ‘us’, to straight peo- 
ple we know... see? That's when it comes as a shock. It shocks 
when crime is closer to your home and not far away some- 
where in the wilderness, happening to people whose values 
we know nothing about. Then, they are grieving because they 
'know this guy, have seen him, touched him, walked with him, 
seen him as a good awesome soul... and at their age, these 25- 
year-olds are saying, ‘Didn't he stand for all the good teachings 
of life? He was picture perfect! How can you do this to him?’ 

"Their shock forces them to ask 'Can I continue to believe 
all that I learnt till now? Has the time come for me to revise my 
learnings? Is it good to be good, after all?' That is the nature of 
their shock, Ankush. All parents tell their kids, 'Achche se 
padho, naukri karo, khush raho' — prescriptions for leading a 
clean straightforward life. Because education was meant to 
prevent you from taking to crime, but it doesn't hesitate while 
offering you as a victim of crime!" 

Mridula called an MBA student for his reaction. He said: 
“We students believe that this is a huge community ofthe well 
bred and the educated. We feel that big corporates are backing 
us, that they are with us and that we are safe to pursue our 
honest intentions. All these big people investing big money in 
big projects look so credible and clean and nice... like our fa- 
thers. The whole business community appears so depend- 
able. But honestly, when I read this sort of news, I am scared. 
You know what one chap told me? Is life worth just a few 
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minutes of mention on NDTV and some loving notes on Ya- | 
hoo! chat groups? Why take 'panga' to prove dedication at the 
cost of one’s life? We are human, Mridula, face it. WhatIam | 
saying isa human derivation of the situation and the inference | 
at this time. I am sure that's exactly what's on everyone's mind 
right now. Then, we blame IIT-IIM grads for going abroad.” | 
Elsewhere in an MNC, managers were discussing the | 
‘news’ too. Being in denial was their only armour. Some be- 
lieved this would never happen to an MNC; they too had found 
away to establish distance between ‘their kind’ and ‘our kind’ | 
of people. As long as we are different, we are safe, went the 
warped logic. Consultants blamed the profiteering in manu- 
facturing companies and lack of a quality system. Consulting 
was safer, they felt; they didn't have to deal with third parties. 
Back in the hospital on Thursday, Utsav felt safe with his 
grandpa. So was it about safety then? he wondered. No, it's 
about faith. It’s also about being able to work and live among 
people who work and live like us. But he felt alone. Most people 
around him had bounced back to chasing sales, targets and 
planning where to eat lunch. He recalled some emails he had 
received. Many had passed off the incident as a normal thing’. 
Friday morning, Utsav ran into his HR head, Kapil. Draw- 
ing him into his room, Kapil said: "I am sorry, Utsav... really, 
really sorry. Time will heal all this." Utsav looked at him sadly 
and said: "That's what I am worried about. Time will heal all 
this, and we would have forgotten Machaans fight. Trouble is, 





time does not heal attitudes! Will time change our callousness, 
our insensitivity, our greed for power and money? This is what 
amazes me. Why are we all in denial? Why do we want all this 
to be ‘over’ soon? Like a bad dream or a wound that has left an 


| ugly scar? Why do we want to return to comfort zone again? 
| Everyone I meet shrugs it off as ‘yeh sab life mein hota hai...’ 


Don't we have any other way to think about this? Kapil, we 
have become so desensitised to the media reports of crime, at- 


| tacks, wars, earthquakes and tsunamis that the related human 


emotion of pain is something we can only intellectualise and 


| find solutions for immediately. But we cannot feel it. 


"Here is a guy who is saying he has just lost everything he 
ever possessed in the tsunami. And we havea solution: we give 
hima cheque for Rs 1,001. What he wants is an arm around his 
shoulder, maybe a hug, maybe he wants you to feel his pain? 
Sometimes, people just want to tell you how bad their pain is. 

"Read these reports, Kapil. Each one is saying: book the 
culprits, punish them, etc. This is not the solution! That's my 
point. Relate to the situation, relate to the pain... feel the pain 
of the aggressor too! Yes, the pain of ignorance! Do we know 
what causes them to be deviant? So the law will book them... 
then what? This is like my nephew. When he sees a cockroach, 
he will jump onto the table and shout, ‘Usko maro, kaka!’ But 
where did the roach come from? Isn't that the point we have to 
address? What has caused our people to become valueless? 


REMEMBER a verse our grammar teacher would give us, 

which I then thought was weird: 'When brother raises 

hand to slay brother, who has thought for the sorrowing 

mother?' Even that culprit is our own kind, Kapil. In each 
of us lurks a killer. The difference is simple: one has killed, one 
hasnt yet... 

"I know, a lot of people are rationalising, ‘MBA tha. Is liye 
shor macha rahe ho!’ Absolutely! Because the only people to- 
day who can, if they choose to change the fabric and tenor of 
our country, are the educated. But they haven't chosen to yet. 
But this could well be a wake-up call. Finally, each of us is re- 
sponsible for all this. We are all busy embellishing our lives. We 


| have extracted a few 'values' from here and there, and we 


watch over them like vultures. It's okay by us to live in a cor- 
rupt, unjust society but we cannot tolerate an Id procession in 
front of our temples. We ‘need’ a few ‘values’ to hang our egos 
on, and never mind what those values are. Because we have 
no time; our targets and toplines have to be delivered. Yes, we 
have become insensitive, uncaring and overwhelmed by our 
economic brilliance. We are the real criminals, we who pass 
this off as yet another incident. Why blame the law, the gov- 
ernment, the system... we have empowered them, no? We al- 
lowed voting age to be lowered to 18, no? Did we ponder? No. 
We are an ambitious people and we have time only for ‘impor- 
tant’ matters... we are the tribe who read a financial newspa- 
per cover to cover and we know about Jim Watts’ corner drug- 
store; we know whoare the top seven richest men in the world 
and the movements of the indices on the BSE and NSE... 
"Machaans cause scares us because none of us can do 
whathe did. Worse, we will not. IknowI cannot. That is why we 


| have coined very nice phrases like But life must go on’, ‘Time is 
| the best healer'.... That's the only way we can drop this inci- 


dent and forget it before it consumes us!" E 
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The author is a psychotherapist and 
psychiatrist at Apollo Hospital, Delhi. 


He also heads Saarthak, a non-profit 
organisation for mental health. 


Dear Utsav, 


ANJU has left us. Torn away 
from us in a manner most 
foul. How do we mourn our 
young? Do we let them 


|. pass away without reflection or do we 


begin a revolution? Can Manju's death 
bea revolution for us? For if it cannot, 
Manju died in vain. Will it be a revolu- 
tion for us? Maybe not. Maybe not for 
most of us. Some of us will start our own 
little unheard battles and some of us 
may, like Manju, make a dent on peo- 
ples consciousness. But most of us will 
shrug and live our lives. 

Can one live in a vacuum where 
a young man with aspirations is 
shot to protect some partisan in- 
terests by two other young men, 
and where one does not even stop 
for a moment? How can a nation, 
which telecasts the lynching of a 
young man in an election rally, 
live? Where women are raped, so 
that their men can be controlled? 
Where communities get burnt alive, 
so that political ambitions can be ful- 
filled? Where life does not matter? 

Are we a nation or a cauldron? How 





many more lives do we need to sacrifice 
to become free? How can we celebrate 
any success when we are witness to 
murders of our own daughters and 
sons? Do wecry enough? Do we remem- 
ber enough? Unfortunately, no! 

We have grown not to question. We 
have grown to accept exploitation. We 
have grown to see violence as the obvi- 
ous. We have learned to co-exist in this 
world which we do not see as our reality. 
We see our reality within the four walls 
of our home or our organisation and we 
do not see beyond our goals. 

Ofcourse, this is not new. Some peo- 
ple suffer, so that others can live. Christ 
did, Gandhi did, Mandela did. Mankind 
has survived when ordinary people like 
Manju and Rosa Parks stand up to the 
tyranny of the few in society in which 
they live. There is always a need to 
watch, protect and fight for one's free- 
dom and rights. But I fear that Manju 
and many like him are forgotten. 

Thereis a conspiracy and all ofus are 
part of it. If we let the pain of Manju 
touch us, then we cannot sleep quietly. 
We cannot let the reality of India be our 
reality, and so it will have to change. The 
reason Manju died is not because some- 
one killed him; the reason he died was 
because those who killed him thought it 
was possible and reasonable to do so. 

They have learnt this over the years. 
They have learnt this because Manju is 
an isolated phenomenon and others 
like him — all of us — do not speak up. 
Are we not too comfortable with our 
own goals without being affected by all 
that happens around us? 
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So where do we start and who must 
start it? How do we address this vacuum 
of ethics amidst us? How do we address 
the lack of hope and the cynicism that 
the young in India face everyday? 

The beginning ofa revolution is with 
a dream. If we are to be a nation that 
treats its people with dignity, each one 
of us has to cherish a dream of such a 
nation. The revolution doesn't run only 
on dreams; it runs through combat. 

Each one ofus has to combat what is 
within us and around us. We have to 
question ourselves and those around 
us. We have to question each action and 
ask ourselves: "Are we contributing to 
our dream or are we contributing to the 
vacuum that leads to murder?" 

A revolution is successful if it ques- 
tions and demolishes what exists. If we 
really believe that we have a right to be a 
sovereign nation, then we need to en- 
sure that Manju does not die in vain. To 
ensure this revolution, we have to ques- 
tion our own methods. We have to ques- 
tion our opportunities, and we have to 
question our success. 

If in our success, we find that we 
have unwittingly been supported by 
processes that undermine the dignity 
and rights of others, we need to walk 
away from that success and try again. 
Each decision that undermines our eth- 
ical stance makes us quieter and com- 
promised when we question others. It is 
this silence that kills Manju, not a bullet. 

If we reflect each time we act, we will 
build ourselves as human beings and we 
will build a nation of human beings, not 
some goal-directed, hunting-gathering 
species. A revolution is successful when 
ithas a framework. We need to nurture a 
framework in ourselves and our young: 

of recognising people around us as 
people. The rest will follow. 

Manju could have easily walked 

into the bubble of safety we all live 
in. But he chose to risk his life for 
something as intangible as the 
“right thing. We choose to walk 
into our bubbles and leave the 
Manjus of this world to fight their 
lonely battles and die. We need to 
look beyond the walls of our bub- 
bles of safety if we have respect for 
Manju. We have to look beyond our 
bubbles to be human. 

Come, let us start a revolution. Long 

Live Manju! Ei 
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A larger 


conflict 


The author is executive director and chief 
operating officer, Saatchi & Saatchi. 


HE allusion of this case to reality 
demands that I be objective and 
realistic. Therefore, I would look 
at this case from the viewpoint 
of creating an understanding and what 
we can do with an optimistic attitude. 

What is the fact? A young, educated 
and honest man gets killed in the line of 
duty. Let us examine this from the 
broadest perspective, and then narrow 
it down to the incident. Currently, the 
economy is polarising our society into 
two worlds: the new world and the tradi- 
tional world. The traditional world 
when compared to the new one is auto- 
cratic and controlled by a few. Histori- 
cally, the control emanated from the 
primary resource of the old world: 
land. Wealth creation was based on 
exploiting the masses to fill the cof- 
fers of the landed gentry. 

This economic system per- 
vades all sections of our country, 
and the landed gentry have 
evolved a protective mechanism 

to guard and propagate this sys- 
tem. This protectionism is eco- 
nomic, social as well as physical. It is 
still prevalent in the majority of the 
land mass of our country. Education has 
been and will continue to be the biggest 
enemy of this system because it moves 
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wealth creation from land to enterprise. 

Our economic growth is essentially 
coming from growth of enterprise and 
is, therefore, posing a direct challenge to 
the control of the old economy of the 
landed. In its most naked form, the reso- 
lution of this conflict at the individual 
level resorts to the basest form of do- 
main protection — through violence. 

Machaan epitomised the power of 
the new order by challenging the exploi- 
tation ofthe old order by an individual. 

When weinstalled democracy in our 
country, we also resolved to make edu- 
cation a fundamental right. But a large 
majority of our population is still de- 
prived of education at a time when the 
world is bursting at its seams with infor- 
mation and has the easiest access to it. 

The truth is that most of those in the 
political system who represent the peo- 
ple do not get elected by the informed 
choice of people, but by their own eco- 
nomic and physical might. These are 
also the people whose primary objec- 
tiveis to protect their domain. 

Now examine the scenario. We have 
two powerful groups: one has created 
economic power through knowledge, 
skill and enterprise, and the other com- 
mands the political system and subverts 
the enforcement machinery to prolong 
their control over their shrinking do- 
main. More than a third of our parlia- 
mentarians have established criminal 
records. Yet, we allow them to run the 
highest decision-making bodies of our 
country. The magic ofthis conflict is that 
itis making a political system irrelevant 
through democratisation of wealth cre- 
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ation. The old order has never been 
more aware of this as it is now. So, they 
will get even more desperate as they be- 
come more aware of this shift in power. 
Those of us who represent the new 
order must be more aware and spread 
the understanding that we put a serious 
threat to the old order. The greatest 
threat to the new order is the lack of this 
awareness. We must also be aware of the 
power we wield to challenge and break 
down the old order. When we wish to ex- 
ert the power, we must also be aware of 
the consequences. The pain of Mach- 
aans death is also a gain. It is for us to 
protect this gain — the demonstration 
of the power of the individual against 
theold order establishment. I have great 
faith in our judiciary, and believe that 
Machaan’s murderers will be punished. 
That itself is a blow to the old order. 
Let me explain why I believe Mach- 
aan's murderers represent the old order. 
Oil is the lifeline of our economy. 
Therefore, the people who distribute oil 
exert incredible control in their geo- 
graphical domain. We also know that the 
licence to distribute oil is controlled by 
the state and, therefore, the political 
class. The political class also under- 
stands the shift of economic power. 
Theyare also aware that the shift will ne- 
cessitate their control over the enforce- 
ment infrastructure of the country. 
Unfortunately, the enforcement infra- 
structure has been subverted so badly 
that it works more on fear rather than 
the confidence of the polity. We can only 
hasten the demise of the old order if we 
empower the individual economically, 
which can only come through educa- 
tion. This is where our responsibility lies. 
If we are moved by the sacrifice of 
Machaan, let's do something about it. If 
all of us, who have had good educa- 
tion and are reaping the benefits, 
put some money back into our in- 
stitutions to create a corpus of 
funds, it can be used to provide 
free education to children who 
are not able to access it. This will 
bea giant step forward. 
If we are aware that we have 
the economic power to destroy the 
old order, let us exert it and adopt the 
teachers. If each one of us shares our 
economic power with our teachers, I be- 
lieve, it will be the best tribute we can 
pay to people like Machaan. m 
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A step 


HE music industry's legal eagles 

have spread their talons beyond 

the US. After the shock of Napster 

in 1999, the music industry has 

never quite been the same again. 

Sales have been falling as practically half the 

world goes out on the Net to gratify the urge to 

listen to any song under the sun. A recent Jupiter 

Research report says users who download mu- 

sic files illegally in some regions outnumber 
those using legal services — three times over. 

KaZaa and other file-sharing networks went 

through long legal battles until the music in- 

dustry finally hit below the belt — it went for the 

users. Teenagers or not, lawsuits have been ini- 

tiated against hundreds of users in the US. 

Then, it was Canada and Australia. If anyone 


outside the US thought themselves to beinvul- | 


nerable, they should think again. Just a few days 
ago, file-sharers in Sweden, Switzerland, Ar- 
gentina, Hong Kong and Singapore were tar- 
geted for the first time as part of a global cam- 
paign against music and film piracy. 

While it seemed harsh taking Net-happy 
kids to court, the music industry feels it has 
every right to defend itselfto the hilt. Illegal is il- 
legal. It is also threatening not to let up in this 
fight and is following through on its threats, 
showing file-sharers that they're dead serious. 

A big wave of more than 3,800 non-US legal 
cases against users, who upload music to shar- 
ing networks, has spread to 16 countries in Asia, 
South America and Europe. Prosecuted users 
have had to face public exposure, fines and 
even prison. The whole idea of paying for mu- 
sicis almostalien to this young generation. And 
these Net users aren't fussy about music quality. 

A few days ago, the UK unleashed a spate of 
lawsuits against users. In Hong Kong, the 
courts got involved as recording industry giants 
asked ISPs to reveal the personal details of file- 
sharers whose IP addresses they had zeroed 
down on. And so the battle rages on. 

Cracking down on individual users, the clos- 
ing down or legalising of some file-sharing 





forward 
and a step back 


networks and the availability of legal and rea- ` 
sonably-priced music online in stores like ` 
iTunes is making a difference. More peopleto- ` 


day say they are willing to pay for music online. 
And then Sony BMG goes and spoils it all. 


Itwasbad enough havingto worryaboutse- ` 
curity holes and patches in Windows and | 
viruses floating all over the place; now there's a ` 


new worry. A few million Sony BMG CDs had 
copyright protection software on them that 
went too far. These CDs have code (called XCP) 
that can open up gaping holes for mischievous 
third parties to do their stuff, in virus fashion. 

If this weren't bad enough, Sony BMG used 
a ‘rootkit’, a set of software tools usually used by 
a third party to gain access to a computer and 
conceal running processes, files or system data 


from the user. Not fair. The need to protect | 
copyright is understandable, but why not | 


openly and transparently? Inevitably, a contro- 





versy flared up and Sony BMG is being sued left, | 


right and centre. The disks had to be recalled, 
with Amazon chipping in with an offer. 


Imagine one of these CDs being put onto a 


mission-critical PC somewhere. Imagine a 
whole network having to go down because a 
music CD was on one of the computers and 
opened up trouble. And why, if one has bought 
the music, should one have to face any restric- 
tions on where and when to play the music? 
Also, CDs get scratched if you as much as 
say boo to them — would one be able to make a. 
back-up? I have a load of dance instruction CDs 
that I collected with a lot of money and care. I 
prefer making a copy and using it rather than 
ruining the originals; take them in and out ofa 
player a few times, and they're scratched up. In- 


hee 


cidentally, any attempts to remove that copy- 


right software led to worse trouble. 


Needless to say, everyone, including music | 


artistes, is absolutely furious. If the fight against 
illegal music sharing went a step forward with 
all the cracking down on users, it also took a few 
steps back as the underbelly of the copyrights 
protection scenario showed an ugly side. 8 
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__ Indian industrial design has a 
_ long way to go to acquire global 
x status, but the movement is 
gaining momentum. 

By Gina S. Krishnan 


ET’S talk numbers first. The indus- 
trial design sector in India is Rs 200- 
crore big (not including outsourced 
engineering design services), is 
growing at 10 per cent annually and 
employs less than 5,000 people. It is 
also offairly recent vintage; the 
whole discipline took off barely five years ago. 
The size of the global industrial design indus- 
try, on the other hand, at a conservative esti- 
mate is about $40 billion or Rs 1,80,000 crore, 
and growing at over 15 per cent. Add the fact 
that countries like Italy and Britain have had 
aflourishing design heritage for 70 and 100 
years respectively, and you get an idea of 
where India stands on a global scale. 

It would, therefore, be easy to dismiss the 
Indian design industry's aspirations to global 
recognition as an exercise in delusion, but 
that would be painting a wrong picture. Con- 
sider: even two years ago, India's share of the 
global industrial design pie was next to noth- 
ing. Today, it is still less than a per cent, minus- 
cule compared to the US (more than 50 per 
cent), but at least it's a start, and likely to im- 
prove over the next few years. "The next two 
years will be the defining years for Indian de- 
sign," says Manoj Kothari, director, Onio De- 
sign, a Pune-based design consultancy. 

What brings forth such optimism? Three 
seemingly disparate factors have served to 
liven up the industrial design scene. The 
advent of globalisation and the opening up of 
Indias economy brought cut-throat competi- 
tion to the doorstep of Indian companies. 
That was when people realised that design 
could play an important role as a differentia- 
tor. This, combined with outsourcing and 
Indias increasing expertise in technology, 
allowed the industrial design movement to 














flourish, and set the path for greater growth. 

Leading this movement is engineering de- 
sign outsourcing, a natural corollary of IT out- 
sourcing. A number of companies such as 
QuEST and 4th Dimension who earlier pro- 
vided support to Indian design and manufac- 
turing companies have now moved on to en- 
gineering design outsourcing, particularly for 
the global automobile and consumer 
durables sectors. Not surprisingly, the largest 
sellers of CAD / CAM software, Parametric 
Technologies and SDRC (Structural Dynamics 
Research Corp.) find India and China the 
most exciting markets for their products. 

Besides, there's a new twist to design out- 
sourcing now, which is particularly relevant as 
far as India is concerned. Technology, how- 
ever smart, if not made user friendly, runs the 
risk of disappearing faster than it arrives, The 
fact that technology has to be married to ease 
ofuse has been universally acknowledged for 
long, buta coherent strategy to get this done 
didn’t exist. Today, the emergence of another 
field ofengineering, aptly called usability en- 
gineering, bodes well for better technology 
adaptation to user needs. And if Eric Schaffer, 
CEO ofthe US-based Human Factors Interna- 
tional (HFD, the world leader in usability engi- 
neering, is to be believed, India has the oppor- 
tunity to be the usability leader in the world, 
like Japan was for quality. 

Says Schaffer, who relocated to India in 
2002 after gauging the potential of work that 
could be outsourced: ^It took us two years to 
establish proof of concept of being able to de- 
liver usability work from India, but we have 


. done it successfully.” India's tech advantage 


gives it leverage here as well, and the opportu- 
nity is huge. According to Schaffer, the soft- 
ware usability opportunity would be worth 
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$50 billion by 2050. "There are only 11,000 us- 
ability engineers in the world; we need 
; 50,000,” he says. For the record, there are 
about300 trained usabilityengineersin India, 
and HFlhas trained another 400 in small trai- 
ning modules. That may appear insignificant, 
butas Schaffer says: "It's a big step. In 1999, 
there were only two people in all of India.” 
Itisntonly about outsourcing, though. 
Theresa bigger, more fundamental change 
taking place. Design life cycle management 
(managing the development of a product 
right from conceptualisation till commercial 
launch) is very much a possibility now for In- 
dian industrial design houses. Earlier, while 
global companies got products designed in 
India, the ecosystem needed to take the prod- 
uct through prototyping, model making and 
"pilot manufacturing was in places like Taiwan 
and China. Now, though, India is in with a 
chance. According to UK-based design con- 
sultant David Griffiths, Indian designers have 
learned to work around this drawback by net- 
working across geographies such as Taiwan, 
China and Singapore. Again, globalisation 
hada role to play here, as it is easier than ever 
to network with these countries now. Then, 
companies like Philips, LG and General Mo- 
tors have started manufacturing in India 
through small design teams who support the 
R&D happening at the headquarters. 
/ ` Then,evenayearago, Indian design 
uses were merely executors of designs con- 
ceptualised in the US or UK. But today, that's 
changing as well, with Indian designers now 
providing intellectual inputs for products. For 
example, Chinese PC giant Lenovo has com- 
missioned an Indian company to design a se- 
ries of consumer electronics for the Asian 
market. And Onio Design has been approa- 
ched by a London-based company to design 
fashion accessory stores in Paris. From de- 
signing bomb disposal equipment to re- 
volvers for women to perfume bottles to 
defining a complete service experience, In- 
dian designers have their fingers in every pie. 
As a result, Indian companies are in- 
evitably moving up the design value chain. 
For example, Onio Design is into design con- 
sulting and attempts to forecast likely design 
trends. Also, Indian design houses are forging 
international alliances. Onio itself does col- 
laborative design research with Style Vision, a 
ee Paris-based company with clients like Nokia 
1 As and Microsoft, and Pune-based Elephant De- 
; sign collaborates with 10 design houses across 
different geographies, among others. 
But the path to global recognition won't be 
a walkin the park for Indian industrial design 

















BUSINESSWORLD 61 12 DECEMBER 2005 













































firms. Hurdles abound, not least being the fact 
that India churns out a mere 500 industrial 
design graduates per year, compared to a de- 
mand of nearly 10,000. Further, brands rely on 
the strength of design, and even in Asia, com- 
panies from Japan, South Korea, China and 
the south-east Asian economies are way 
ahead of Indian ones. According to Frank Pe- 
ters, chief executive, Chartered Society of De- 
signers, UK, Haier and Lenovo are the brands 
to watch out for. Says Gus Desbarats, chair- 
man, The Alloy, a UK-based design house: 
“Haier reminds me ofa British company in 
the sophistication of design.” 

Another roadblock for Indian industrial 
design companies is scalability. Most design 
houses have grown through internal accruals, 
and their size and scale is small, “a blip on the 
design screen”, as Kothari points out. To scale 
up requires resources, and the industry has 
not yet reached the stage where VC (venture 
capital) and private equity money will pour in 
(see "What's holding back the VCs' on page 
66). What's needed is for design houses to be 
backed by large corporates, the seeds of which 
have been sown by Titan Design Studio, Tata 
Elxsi and Idiom (backed by Pantaloon). Con- 
solidation, as was seen in advertising and in 
IT, could be seen in the future. That is when 
the moneybags purses will open up. 

The challenges before the Indian indus- 
trial design industry, therefore, are many and 
daunting. It's catch-up time for Indian com- 
panies, but while the developed economies 
have had three centuries (18th, 19th and 20th) 
to hone their industrial design skills, thanks to 
the industrial revolution, India has limited 
time. There's a difference, though. India's tech- 
nology skills will help it leapfrog several pain- 
ful stages the others had to go through. Says 
Michael Foley, designer extraordinaire and 
chiefstrategic designer, Titan Design Studio: 


"The window of 
opportunity for 
Indian designers is a 
maximum three 
years. We have to 
give more than 
what the interna- 
tional competi- 
tion is able to 
deliver." so, there: 














Judging design is not easy. And 
selecting a handful of industrial 
design companies from among 
several that are doing 
signature work is even harder. 
But BW has never shied away 
from a challenge. We used four 
basic parameters to come up 
with our list — the buzz about 
the firm, the quality of its 
clients, peer feedback, and 
projects in hand. Here, then, is 
our pick of 10 (in alphabetical 
order) for the future. 


By Gina S. Krishnan 
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DESTENERS 


_ Bang on target 
BANG DESIGN, Bangalore 
Major thrust areas: Consumer electronics, consumer 
products, retail and strategic consulting 
Number of designers: 3 
Number of clients/MNC clients: 30/13 
Projects completed /in hand: 50/5 
Select clients: Ittiam, L&, TTK Prestige, HP Labs 





























WHEN it comes to bringing itself on to the same wavelength 
as the consumer, Bang Design takes no chances. The com- 
pany has among its workforce an ethnographer 
(for the uninitiated, that’s a person who 
studies society, people, habits, trends, 
etc.) who researches the market and 
meets with consumers so that prod- 
ucts designed speak the language of 
the consumer. This almost person- 
alised approach, combined with requi- 
site industrial design and product engi- 
neering skills, has enabled 
Bangalore-based Bang Design to help its 
customers, including several mul- 
tinationals, develop a stunning range of 
products — from beer dispensers to 
video communication terminals. 
Going ahead, Bang is building up 
competencies to handle all stages of 

a design cycle including creative, 

assisting in manufacturing, 

maybe even branding and mar- 
keting strategies. Competition 
on design services from the 

US or Europe doesn't faze 

Vinay Rao, who co-pro- 

. moted Bang with Prashant 
Subedar. Says Rao: "It will 
also give an opportunity 
to smaller Indian 


design companies to get more work from international com- 
panies." It has certainly helped Bang Design. 


Dr Design 

DESIGN DIRECTIONS, Pune 

Major thrust areas: Industrial design, medical equipment 
design, integrated brand and communication solutions 
Number of designers: 7 

Number of clients/MNC clients: 90/28 

Projects completed /in hand: 175/33 

Select clients: Emerson Electric, Johnson & Johnson, L&T 


IT took an ultrasound machine with a nifty ambidextrous fea- 
ture allowing it to be used from both sides ofa patient's bed for 
Design Directions to hit big time. The machine was designed 
for L&T in 2004 and that ingenious feature earned it recogni- 
tion, and a lucrative contract from a US-based industrial 

























INDUSTRIAL DESIGN 


products company. Since then, Satish Gokhale-promoted De- 
sign Directions has taken on projects for 90 companies, 28 of 
which are multinationals based in the US, UK and Singapore. 

Among the first industrial design houses to be set up in In- 
dia (in 1986), the company initially focused on working with 
small-scale industries such as industrial and machine tool 
companies, and industrial automation companies. Today, its 
coverage includes capital goods equipment, electronic prod- 
ucts, medical equipment, even automobiles, and now it has 
added graphics and packaging design to its portfolio through 
its subsidiary Purple Stream. The healthcare segment, though, 
remains its primary focus. 


Sunny side up 

DESMANIA DESIGN, Delhi 

Major thrust areas: Product design, graphic design and 
packaging 

Number of designers: 9 

Number of clients/MNC clients: 30/10 

Projects completed/in hand: 100/12 

Select clients: Whirlpool, Glaxo, P&G 


WHEN Robert H. Tate, director (corpo 
rate prototyping and package develop 
ment), Procter & Gamble, visited India in 
February 2005, it was a trip made to meet 
with Delhi-based design firm Desmania. 
The meeting resulted in an innovative 

product packaging for Vicks cough 
drops. Visits like Tate's are a 
matter of 
Anuj Prasad, the 


routine for 


Elephant 
Strategy 
Design's 


Sudhir Sharma 
far right) and 
his team are 
into design 
consulting 


SANJIT KUNDU 
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soft-spoken director of Desmania, as heads of international 
clients frequently drop in to discuss projects for both Indian 
and international markets. 

For the last three years, Prasad has focused on building a 
skilled team, putting in the right systems and services, and 

uilding a client list for providing product design, graphic de- 

sign and packaging solutions. Plans are afoot to build in capa- 
bilities in automotive design. Says Prasad: “Desmania will fo- 
cus on industrial design and integrated branding solutions. In 
future, we may set up separate companies to do BPO kind of 
activity." It takes on international interns and takes pride in 
projects that are taken up in-house. 

Here's a sample. Drop an egg into a long test tube like con- 
tainer and squeeze. You have the egg cracking, sunny side up, 
with no mess to worry about. Any takers? 


The Elephant reborn 

ELEPHANT STRATEGY + DESIGN, Pune 

Major thrust areas: Industrial design, graphic design, and 
integrated brand and communication solutions 

Number of designers: 30 

Number of clients/MNC clients: 150/8 

Projects completed /in hand: 2,000/25 

Select clients: Airport authority of Indonesia, Design 
Alliance 


ELEPHANT Strategy Design is an unusual name for an in- 
dustrial design house, nay, for any company. The re-christen- 
ing of Elephant Design House in October 2005 reflected a shift 
in its focus from graphic design and branding to integrated 
design consulting. Says Sudhir Sharma, director, Elephant 
Design: “We have to design products and services that will 
make money for our clients. We cannot live in isolation and 
limit ourselves to our brief." 

The company works with 10 studios across South-east 
Asia, and has some interesting projects on hand, including 
one to design a museum in Jakarta for Bank Indonesia. Going 


W 

» 
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Bang Design’s Vinay Rao (tar gfnt) with his design team 
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forward, it sees growth by offering engineering 
services through a subsidiary. Resources, ap- 
parently, aren't a problem. Says Sharma: “Th- 
ere are enough angel investors who want to 
give us money. We have to decide our growth 
path." Sixteen years into the business, it's time 
for Elephant to do some soul searching. 


Spread the light 


ICARUS DESIGN, Bangalore 

Major thrust areas: Industrial design, packag- 
ing design, communication solutions 

Number of designers: 5 

Number of clients/MNC clients: 13/2 

Projects completed/in hand: 500/15 

Select clients: Tata Tea, Dabur, UB Group, HP 


"WE are giving competition and we are pre- 
pared for competition. In two years, we will be 
an important player in the Indian market," as- 
serts George Mathews, partner and product 
designer, Icarus. That confidence was missing 
even a couple of years back when Icarus, 
which was among the first companies to do design projects 
online, appeared to be headed for trouble. It dabbled in all 
kinds of projects from retail to web design and spread itself too 
thin. Two years ago, it took stock of the space that it wanted to 
be in and chose product design and FMCG packaging. That 
helped stem the rot. 

Today, Icarus also does a number of international projects 
where it offers a “complete solution from concept definition to 
delivery", says Mathews, and is even contemplating growing 
the team and taking on more design projects. With products 
like a solar lantern (developed for Aurore, a Pondicherry- 
based NGO) and a user-friendly blood donor couch in its 
repertoire, Icarus is slated to go places. 


Retail rider 

IDIOM DESIGN & 
CONSULTING, Bangalore 
Major thrust areas: Retail design, 
product design, and brand and 
Number of designers: 19 

Number of clients/ MNC clients: 
400/2 

Projects completed in hand: 
350/103 

Select clients: Pantaloon, Kodak, 
Madura Garments 

NEXT time you visit a Big Bazaar 
outlet, you can thank Idiom 
Design for the complete retail 
experience you get (Big Bazaar's 
Kishore Biyani, incidentally, has a 
majority stake in Idiom). That 
was in the company's previous 
avatar as Tessaract. And Idiom's 
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Onio's Manoj Kothari (fifth from left) and his team make a point 


role in the retail experience isn't just restricted to implement- 
ing a client's stated brief. Says Jacob Mathew, director, Idiom: 
"We layer on to the brief and end up doing things that the 
client does not even expect." No wonder the company has 
over 100 projects in hand, and expects it to double every year. 


Trained to solve 


INCUBIS CONSULTANTS, New Delhi 

Major thrust areas: Retail, graphics, product design 
Number of designers: 5 designers, 20 architects 
Number of clients/MNC clients: 27/20 

Projects completed /in hand: 175/25 

Select clients: Hero Honda, HLL, Barista, GE Plastics 


THINK ofa highway. Now think ofthe economic activities that 
can revolve around it. Got any ideas? Incubis has more, which 
is why it has been engaged by Redcor, a highway construction 
company, to advise it. Says Amit Krishn Gulati, founder direc- 
tor, Incubis: ^We have focused on the service opportunity, and 
now our services include architecture and retail design." 
Smart move, considering the boom that's on in the infrastruc- 
ture and retail sectors at the moment. 

At the core of this competence lies Incubis’ mindset. Says 
Gulati: “Our training is not that of designing a product. The de- 
signer is trained to think on how to solve problems." No won- 
der the company boasts clients as far ranging as Mahindra & 
Mahindra and Kaya Skin Clinic. About competition from 
overseas, Gulati's take is that to survive, Indian design compa- 
nies are far more innovative. Incubis innovated, and thrived. 


The right move 

MOZAIC, Goa 

Major thrust areas: Industrial design, graphic design 
Number of designers: 7 

Number of clients/MNC clients: 11/7 

Projects completed/in hand: 37/7 
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Select clients: Haier (India), IFB Industries, Kineco 


SOMETIMES, things turn out better than what you expect. 
Ten years ago, when Reboni Saha (then an independent de- 
signer, now director, Mozaic) decided to make Goa her base, it 
was more a personal decision than a professional one. But 
professionally, it has also reaped rich rewards. She got the op- 
portunity to work with smaller companies who were hungry 
for success. While at Goa, Saha worked for Kineco, which suc- 
cessfully bid for the Skybus project of Konkan railways. She 
was then brought in as the chief designer for the project. 

Four years ago, Saha teamed up with an architect (Dean 
D'Cruz) and Mozaic was born. Architecture, interiors and in- 
dustrial products such as washing machines, industrial water 
purifiers and liquor accessories are what it focuses on. Saha 
feels that Indian designers go through a steeper learning curve 
than their global counterparts since they (the international 
designers) are more tuned in to industrial design. Despite 
that, Saha, and Mozaic, aren't doing too badly. 


The designer-consultant 


ONIO DESIGN, Pune 

Major thrust areas: Electronic consumer gadgets, per- 
fume and cosmetics, engineering products, design re- 
search and trend forecasting, strategic consulting 
Number of designers: 5 

Number of clients/MNC clients: 50/15 

Projects completed/ in hand: 200/5-7 

Select clients: Volkswagen, IKEA, Infosys 


“WE are encroaching on to the space of management, strate- 
gic advisors and advertising companies. Integrated design so- 
lutions are being offered and our clients are happy," says 
Manoj Kothari, director, Onio Design. It is a strategy inspired 
by the leap made by global design firms like IDEO, Frog Design 
and Fitch from designing products to becoming strategic ad- 
visors to businesses. Another area that Onio has got into is 


12 DECEMBER 2005 


mer 


«| 


INDUSTRIAL DESIGN 





geport 


BH defining future trends, for which it 
works with Style Vision, a Paris-based 
consumer trends forecasting company. 
Auto major Volkswagen is one client 
that's interested, and has been taking 
presentations from Onio on possible 
trends in consumption attitudes. Call 
him a futurist, though, and Kothari 
protests: "Trend prediction is valuable 
for companies and definitely applica- 
ble, while being a futurist may be excit- 
ing, but is a bit abstract." 

Be that as it may, being capable of 
predicting trends has allowed Onio to 
advise companies on product and ser- 
vice categories that they could get into. 
So, brand strategy, products and com- 
munications, all goes out from under 
one umbrella. An integration that at- 
tracts projects like setting up a series of 
fashion accessory stores in Paris. Says 
Kothari: “At least companies who had 
never looked at design (or designers) are 
making a beginning.” Traditional con- 
sultants, take note. 


Future optimistic 
QUETZEL DESIGN, Bangalore 
Major thrust areas: Furniture, retail 
design (Kiri Design, a subsidiary, of- 
fers integrated graphics solutions) 
Number of designers: 7 

Number of clients/MNC clients: 
124/10 

Projects completed/in hand: 124/16 
Select clients: Microsoft, Motorola, 
Omega Watches, Deutsche Bank 


FOR a medium-sized independent de- ` 
sign company, Quetzel certainly knows | 
where it's going. Contends Sandeep 
Mukerji, managing director, Quetzel: 
“We will reach critical mass in the next — 
two years." There's no reason to ques- 
tion that claim, considering that in the 
six years the company — which has a ` 
furniture line and does retail design — 
has been around, it has seen its 
turnover grow from less than half a ` 
crore to over Rs 10 crore. The next few ` 
years will see different lines of Quetzel — 
furniture in leading Indian retail stores, 
and the company is also eyeing interna- | 
tional furniture outsourcing. Then, it 
also does graphic work through its sub- 
sidiary Kiri Design Studio. With a busi- ` 
ness model that has every division as a | 
separate profit centre, Mukerji's con- ` 
tention may wellbear fruit. | 






IT’S been decreed the next big out- 
sourcing opportunity. Fifty-odd 
start-ups have sprung up to ride the 
imminent wave. India’s largest soft- 


’s holding back the 


sing the opportunity through a stra- 


tegic business unit. But engineering design services is yet to find takers 
in the venture capital (VC) fraternity. Over the last three years, only two 
Bangalore-based start-ups — QuEST and Plexion Technologies — have 
attracted VC funding from Carlyle ($6 million) and JP Morgan ($9 
million) respectively. This, despite the fact that according to Nasscom, 
engineering design services globally is a $7 billion-12 billion market, 
with India's share at $400 million-500 million. The potential return on 
investment is also 20 per cent higher than from a traditional BPO play. 

So why are the angels fighting shy? Says Kanwaljit Singh, former 
chief of Carlyles Asia Venture Fund: “There's a lot of interest from the 
investor community, but there aren't too many companies available." 
One reason start-ups are hard to find in engineering services is that the 
end user, typically a large 
manufacturing company, would 
normally be more comfortable 
dealing with a large vendor. "For a 
start-up, it's not an easy business to 
scale up,” says K.P. Balaraj, managing 
director, WestBridge Capital. 

Most VCs, therefore, prefer to play 
in safer waters like chip design. Silicon 
Valley entrepreneurs Vinod Dham and 
Tushar Dave raised a VC fund, 
NewPath Ventures, two years ago to 
invest in chip design start-ups in 
India. Local funds like JumpStartUp 
and Artiman Ventures already have a 
presence in the space. But here too, 
there are roadblocks. Says Sanjay 
Anandaram, managing director, 
JumpStartUp: “A lot of the work in chip 
design is still captive. It will take a 
while before Indian chip design start- $ 
ups make a mark in VC portfolios." 








Sanjay Anandaram 
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Snigdha Sengupta 
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HE first time an Indian designer was 

recognised through a design excel- 

lence award in India was in June 

2003, when Businessworld and the 

National Institute of Design (NID) 
joined hands to institute the BW-NID De- 
sign Excellence Awards. The cover page of 
the magazine carried the photograph of 
Satish Gokhale, who was given the 'Best In- 
dian Designer oftheYear' award. Whether 
sceptics accept it or not, it was a watershed event in the his- 
tory of Indian design. Since then, Indian designers and the 
design scene have gained in many tangible and intangible 
ways. Several Indian designers report that their bottomlines 
and visibility have improved in recent years. 

Itis probably not coincidental that after the awards were 
instituted, leading Indian designers began to be invited on 
the juries of international design competitions. As a logical 
sequel, in BusinessWeek's ‘Annual Best Product Design 
Awards' for 2005, an Indian found maiden success. The 
same Satish Gokhale won a bronze award for a pair of 
sandals crafted from recycled paper. The BusinessWeek 
awards have emphasised that companies have to use design 
to reinterpret existing categories and open up new market 
spaces for their brands. This is a far cry in India, where 
incrementalism and not innovation is still the mainstay. 

The announcement by the union minister for commerce, 
Kamal Nath, about the government's intent to bring out a 
national design policy is another significant turning point for 
the design movement. Now that the policy is on the website 
ofthe Department of Industrial Policy and Promotion, it 
may soon become a reality. This is on the positive side. 

On the negative side we seem to have hit a major 
roadblock that we need to remove. For instance, compare 
the aggressive foray of Asian countries in design promotion 
and the progress they are making in creating an identity with 
Indias virtual absence in their scheme of things. 

Again, the success and scale of the Hong Kong Design 
Week and Singapore Design Festival, both of which 
concluded recently by mobilising and networking with 





Move ahead 
OF MOVE out......... 


several institutions and a large number of 
their very own designers, lays bare our 
fragmentation and the soft underbelly. 
Recently, when we (NID) approached 25 
major designers of India to join hands with 
their alma mater to put up an India design 
show in Singapore, we could not elicit 
much response. 

A country like Singapore is placing 
design services as a gateway between two 
mammoth markets, namely China and India. Taiwan is 
aggressively branding Taiwanese design by celebrating its 
manufacturing competence along with creativity and 
culture. The city of Turin in Italy, which was selected recently 
as the World Design Capital from 2007 for two years by the 
International Council of Societies of Industrial Design 
(ICSID), has brought out an inspiring publication of 10 
design stories that illustrate the quintessence of Italian 
design. The design education in all these countries is also 
exploding, and thousands of designers are coming out to 
take on challenges that their markets and others’ offer. 

Indian institutions bring out only 500 designers per 
annum against at least 10,000 required, thus leaving a 
yawning gap for others to walk into. With Indian markets 
opening up, the competition from Asia and Europe is hotting 
up. Only the fittest and savviest will survive. Clearly, the 
Indian design movement needs to draw up an action plan to 
accelerate the branding of Indian design. Teamwork, techno- 
logical competence, marketing insights and above all, a good 
hold on rapid ‘mind-to-market transformation’ will give 
Indian design the leading edge. The government also needs 
to take expeditious steps to implement the design policy and 
make investments to provide quality design education. 

If we dont see the writing on the wall, Indian designers 
may soon have to put up dog fights for space even in the 
Indian market, where designers and design consultancies 
from overseas are slowly but surely gaining sizeable space. Bi 
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The author is the executive director of the National Institute of 
Design. The views expressed in this column are his personal views. 
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When 
‘someone 
propounds 
the theory 
of mass 
versus 
niche 
channels, 
don't just 
accept it. 
Question 
the theory 
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The myth of 
mass vs niche 


N October 1837, French literary poet | 


Charles Augustin Sainte-Beuve scripted 
Pensées d'août (Thoughts of August), in 
which he referred to poets Victor Hugo 
and Alfred de Vigny. 

Sainte-Beuve noted that while Hugo was 
firmly grounded to ground realities, de Vigny 
was aloof from the practicalities of daily life. 
Byaccidentor design, he lived in an ivory tower, 
sheltered from the realities of the world. 


2005: Judging by the myths in the world of me- 
dia today, the times don't seem to have 
changed. Here is one of the biggest myths relat- 
ing to television viewership: the TV world is 
split into mass and niche channels. 

Iam not sure about the origin of this myth, 
but it has been advocated strongly, by some 
media agency professionals. We, the industry, 
tend to look at the mirror “our” way; the reflec- 
tion is often impractical, biased and unin- 
formed. However, the image is very different 
from the eyes of the average TV viewer. 

The television consumer does not distin- 
guish channels as mass entertainment or niche 
entertainment. Everything they watch on TV 
is Content that they enjoy watching. If they 
dont, they “switch off" or move to some other 
TV channel. 

This sounds elementary, but this valuable 
insight is possible because TAM data captures 
the entire gamut of channel genres on the In- 
dian skies — not only mass entertainment but 
all kinds of niche channels like news, kids, 
music, religious, infotainment, etc. Did you 
know that, on an average, television viewership 
across these channels has grown from 6 per 
cent in 2000 to 13 per cent in 2005 — a whop- 
ping 100 per cent jump? 

All that needs to be done to understand this 
isto delve into TAM data. 

Suddenly, you will be able to answer ques- 
tions like ^who is watching religious channels 
on TV at 5.30 a.m.?", “what made the entire 
household switch viewing to news channels in 





prime time TV viewing slot?" “when do kids 
‘consume’ TV feverishly?”, “which channels are 
watched on the main living room TV sets, and 
which ones on the second TV set in the bed- 
room?" “why English programmes have higher 
patronage among a small segment of popula- 
tion, but when dubbed into Indian languages 
become hugely popular?" and many more... 

Its fascinating what any scientific TV audi- 
ence measurement system can provide. But to 
unravel and utilise it fully, one needs to sit down 
and explore it. You can either help yourself un- 
earth strategic insights or you can shun it. 


August 2004: Anju Bobby George was sprinting 
towards the long jump pit in the finals of the 
Athens Olympics. It was relayed live at 10.30 
p.m. on Sunday on Doordarshan Sports. 
Usually, more than 75 per cent of the nation 
hits the bed by this time. However, television 
audiences remained awake to watch DD 
Sports, a channel which picks viewership 
when cricket is telecast. 

As we dig deeper into the data, it becomes 
even more interesting. The highest-ever view- 
ership recorded for a non-cricketing event 
belongs to this telecast. Further, you get to 
know that Kerala, which doesn't watch any- 
thing non-Malayalam, kept the numbers high 
as Anju, a native ofthe state, took on the other 
renowned long jumpers. 

There are many such examples in the TAM 
database. The point is, audiences watch what 
they want to watch. They do not see any differ- 
ence between mass or niche channels. When 
audience behaviour doesn't create a barrier, 
how can a device that just measures the same 
audience behaviour do that? So, who are we to 
bringin this divide? 

When someone propounds the theory of 
mass versus niche channels and a measure- 
ment systems inability to measure that, do not 
just accept it. Question it. 

Because the preacher may, like de Vigny, be 
living in an ivory tower! [| 
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JOIN THE 


GAIL (India) Limited, a Navratna PSU, rated amongst the Best Employers Of India, is 
looking for the following professionals : 





4-a. 


4-b. 


GAILTEL 


Aim and Communication Management / Public 
Relations / Mass Communication / Joumalism with 
minimum 60% marks in aggregate or equivalent CGPA. 


All Qualifications must be from UGC recognized University / Deemed University or 


AICTE approved autonomous institution (wherever applicable). The courses 
offered by autonomous institutions should be equivalent to the relevant course 
approved / recognized by Associations of Indian Universities (AIU). 

Relaxation in percentage of marks will apply to OBC and SC / ST candidates. 
Accordingly the percentage of marks required will be 55% in case of OBC & 50% 
in case of SC / ST. Wherever CGPA / OGPA or letter grade in a degree is 
awarded, equivalent percentage of marks should be indicated in the application 
as per norm adopted by University/ Institutes. 

The Upper Age Limit is 26 years as on 30” October, 2005 (relaxable by 5 years for 
SC/ST and 3 years for OBC and 10 years for physically challenged candidates). 
Age relaxation by 5 years for candidates domiciled in Jammu & Kashmir between 
1.1.1980 and 31.12.1989. 

In case of Ex-Servicemen who have put in not less than six months’ continuous 
service in the Armed Forces of the Union, they shall be allowed to deduct the period 
of such service from their actual age, and if the resultant age does not exceed by 
more than 3 years the maximum age limit prescribed for the posts / services for 
which a candidate seeks appointment, he / she shall be deemed to satisfy the 
conditions regarding the age limit. 

Candidates appointed at E-1 level will be placed under training for one year in the 
pay scale of Rs. 10,750-16,750/-. On successful completion of training they will be 
placed in the pay scale of Rs. 12,000-17,500/- (E-2 level) with one year probation. 
The candidates employed in Govt. Department / PSU / Autonomous bodies must 
send their application through proper channel only or produce NOC at the time of 
interview. 

Company Benefits: Besides Basic Pay and DA, the Company allows Leased / 
Company accommodation or HRA, Free Medical Facility, reimbursement of 





The creative team at GAIL led by DGM (Corporate Communication) 


oF CREATIVE COMMANDOES 
AT GAIL AND UNLEASH YOUR 


Conveyance Expenses, Leave Encashment, LTC, Holiday Home, Performance 
Payment, Productivity Linked Incentive, Group Insurance, Provident Fund, 
Gratuity, Contributory Pension, House Building Advance, Conveyance 
Advance, Furnishing / PC Advance etc. as per the rules of the Company. 


Candidates fulfilling the above criteria should submit their application 
along with non-refundable Demand Draft of Rs. 200/- drawn in favor of 
“GAIL (India) Limited” payable at New Delhi, with the name of the candidate at 
the back of the draft (candidates belonging to SC / ST / Physically Challenged 
category are exempt from paying the application fee) and a passport size 
photograph giving details in the following sequence: 1. Post Applied for; 2. Name 
of candidate (in capital letters); 3. Date of Birth; 4. Name of Parent / Spouse; 
5. Whether belonging to (i) Category - SC / ST / OBC, (ii) Sub-category- 
Physically Challenged / Ex-Servicemen; 6. Mailing Address with Pin Code, 
Telephone Numbers with STD codes; 7. Qualification viz. Name of exam 
passed, University / Institute, month and year of passing, percentage of marks 
obtained and duration of course; 8. Details of Work experience (if any) viz. Name 
of Organization, Post held, Period (from___to ), Nature of job, Pay 
Scale, Total Experience and Salary drawn; 9. Demand Draft Details (DD No., Date, 
Name ofthe Bank); 10. E-mail address (if any); 11. Only Indian citizens need apply. 
Applications along with attested certified copies of certificates / testimonials in 
support of qualifications and experience, age, caste, disability should reach Chief 
Manager (HRD), GAIL (India) Limited, 16, Bhikaji Cama Place, New Delhi - 110066, 
latestby 10" January, 2006. 


Relaxations / Reservations for SC / ST / OBC / PH as per Government Directives 
are applicable. 


. The Management reserves the right to raise the minimum eligibility standards 


and/orrelax age / experience criteria in otherwise suitable cases 


. Only shortlisted candidates will be notified for test / interview. In case the 


applicant does not receive any communication within 90 days from the date of 
publication of this advertisement, it may be presumed that he / she was not 
shortlisted for test / interview. 


. Any canvassing directly or indirectly by the applicant will disqualify his / her 


candidature. Any dispute with regard to recruitment against this advertisement 
will be settled within the jurisdiction of Delhi Courts only. 


www.gailonline.com 


Mad we've just began... 


| @ @ | Gi propane | PNG. | LNG | CNG 


Advt. No. G-7/2005 
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Global Procurement Consultants Limited (GPCL) www.gpcl-e.com, a Joint Venture 
promoted by Export-Import Bank of India in partnership with leading public and private 
sector companies, with a current consultancy income of over Rs. 3 crores, provides 
exclusive procurement related consultancy services to multilaterally funded projects 
worldwide. 














= With a track record in over 20 countries including ongoing medium to long term assignments in Guyana 
. "and Iran, GPCL is looking out for a competent individual to take charge as the CHIEF EXECUTIVE 
: OFFICER in a short span from the present CEO. 

_.. The candidate should essentially: 

© Bean Engineer, preferably with a post graduate degree, having 20-25 years experience. 

e Have experience in Procurement Management with exposure to multilaterally funded projects in a 
consultancy firm or an implementing agency. 

5 * Have excellent leadership qualities and communication skills. 

The Chief Executive Officer shall head the company's operations as well as spearhead various 
assignments in India and abroad. Remuneration shall be commensurate with experience and 


- qualifications and will not be a constraint for the right candidate. However, no housing facility will be 
_ provided. 


E Interested aspirants (including those retired or about to retire) may courier/fax/email their CVs to the 
contact details provided below: 


CEO, Global Procurement Consultants Ltd. 


8" Floor, Maker Chambers IV, Nariman Point, Mumbai-400 021. 
Fax: 2285 2532. Email: resume @ gpcl-e.com 


BUILDS A BETTER WORLD 


Head-Group Treasury 


To strengthen its Management team, IVRCL seeks the services of experienced 
professionalto managethe Group Treasury atourHead Office, Hyderabad. 


Job profiles ee uu u uu u... 
< Invest and manage Group's funds to maximize returns — — — 
rivatives, Equity, Mutual Funds, Gilts and Swaps — 


- Manage the Group' Sforex exposure to ) minimise risk and reduce cost | 


































































Participation i in developmentand implementation of fund raising plans | 


~ Essentials | 
i stitutions 


- 10 to 15 years of professional e experience in treasury a and forex 
in Banks/Foreign institutions/Large Corporates. 


mmunication , presentation and inter-personal skills. 


nasi aee ri tere € ——— | 


Ours is a performa nce oriented culture, diverse and radical in its thinking, 

making it one of the most exciting places to work at. If this challenges you 
to be a part of the senior management team, please send in your detailed 
resume specifying present CTC (Salary 4- All benefits)/ expected CTC 
within 10 daysto: 








Group Head - HR & Admn. 
IVRCL INFRASTRUCTURES & PROJECTS LIMITED | 
IVRCL Towers, Road No. 10, Banjara Hills, Hyderabad - 500 034. f 
www.ivrcl.com or E-mail as an attachment i in word format lo: : hrd@ivrintra. com 











Watch your career soar with Suzlon, 


the world's 6th largest and Asia's largest* 


wind power company. 


With our technology development centres in Germany and The Netherlands, int 
business headquarters in Denmark and over 4000 employees across Australia, China 

& The United States of America, you could say, we at Suzlon have kept pace with the wind. Tod 
we sweep across the world, we're looking for talented people who can be the wind be 
wings, bright managers, who can partner us in our growth with the freshness of their ide 


take us to ever higher grounds. 











GENERAL MANAGER - HUMAN RESOURCES 


Suzlon, to support its ambitious growth plans is continuously acquiring the best 
talent across the country However, the challenge lies in rolling out the best people 
initiatives to. achieve high productivity levels with a focus on developing global 


' business managers. 


‘If you have that extra zing, competence and the spirit to make it happen, we invite you ` 
to join us at Ahmedabad, Bangalore, Baroda, Chennai, Coimbatore, Hyderabad, 


Indore, Jaipur, Mumbai, Pune and Trivandrum. 


You shall manage development and implementation of HR strategies in the areas mentioned below: 


* 


Resourcing For Strategic Positions 
Team Building 

:PMS, Compensation & Benefits 
“OD Interventions 


oc ee 


- Employee Relations 
* Organisation - wide Capability Building 


You should be an MBA (HR) from a premier institute, with minimum < 2 
15 years of relevant experience. Interested professionals should mail V2 


= their detailed resume, mentioning the location in the subject line, to suZzion | 
& 


vp-hr(Qsuzlon.com, within 7 days. POWERING A GREENER TOMORROW 











*Werld Market Update 2004, BTM Consult Denmark | SUZLON IS AN EQUAL OPPORTUNITY EMPLOYER | To know more about Suzlon, vise weewsurloneon. 











E BROWSING 
- Atul Arora 


- President, Commercial 
| ARM (India) 


Tam reading THE ARGUMENTATIVE 
INDIAN by Amartya Sen. This is a 

| bookevery thinking Indian should | 

_ read to gain a broader understanding 
about the country and then debate 
with ones own perceived knowledge. 
I want to know more about India and 
Ihave gained a better perspective 
from this book. 

° I like to read biographies. Oflate, I 
have gone through the biographies of | 
Pandit Nehru, Indira Gandhi and | 
M.A. Jinnah. [usually read more than 
one bookata time. The Fifth Disci- ^ | 
plineby Peter M. Senge and Fortune — | 
At The Bottom Of The Pyramid by I 
C.K. Prahalad have left a deep | 

_ impression on me. = 


| 
| 
| 
Í 
| 
| 
| 
| 
| 
| 
| 
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ALERT | 
Wide Angle: National 
Geographic Greatest Places 


By Ferdinand Protzman 
(National Geographic) 





THIS is all about 
photographs, the 
stunning visuals 
that National Geo- 
graphic is synony- 
mous with. The 
book has 250 pho- 
tos that capture 
the beauty of this world — from 
the stark desert to pristine snow 
mountains, from city to the un- | 
spoilt outback. Editor Protzman | 
has lavished much care on this 
production and writes introduc- 
tory essays capturing the Í 
essence of each region. | : 











AMIT WILSON 





USINESS books are acquiring 
a distinctly tabloid flavour 
and Smart Luck and the 
Seven Other Qualities of Great 
Entrepreneurs has it in truck- 
loads. But in trying to 
market Smart Luck as a 
piece of tabloid writing, 
the publishers have done a 
disservice to an excellent 
piece of writing. 

The author, Andrew 
Davidson, is an award- 
winning business writer, 
but, more importantly, he 
is British. And therefore, he 
uses Cool Britannia vocab- 
ulary that the traditional 
business book reader is not accustomed 
to. Words like nous (good sense, shrewd- 
ness) and knackered (exhausted) come 
up with some frequency, and call for the 
assistance of a British-to-English dictio- 
nary at times. But I do not intendthatas | 
a criticism; it adds to the quirky charac- 
ter ofthe book. 


| 
| 
| 
| 
| 








SELECTION 


The working 
class hero 


HERE is a line in the 1998 adapta- 
T tion of Charles Dickens' Great Ex- 
pectationswhich serves as a 

caveat for readers of any autobiogra- 
phy. “I'm not going to tell the story the 
way it happened. I'm going to tell it the 
way | remember it,” states Finn, its 
protagonist. 

Former Australian captain Steve 
Waugh's autobiography can be given 
the benefit of doubt. For one, his recol- 
lections of what transpired on the field, 
during a career in international cricket 
spanning 18 years are accurate — and 
make for a good read. More important, 
it provides insights about how a strug- 
gling sports team of the mid-1980s be- 
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From the 


The book is about 'great' entrepre- 
neurs in Britain. But from the list on the 
back cover, you would be hard-pressed 
to recognise more than three names out 
of the 18 there. This is not to say that 
those featured in the book are not well 
known; they are just not well-known in 

our neck of the 








SMART LUCK 
& the seven other 
Qualities of Great 
Entrepreneurs 


By Andrew Davidson 


Pearson Power 
40; 


price: Rs 250 


woods. The list highlights how little is 
written about British business com- 
pared to American business. 

Business books, on the whole, adopt 
a formal tone and framework. Smart 
Luck, however, knocks one's socks off 


| with its informal, conversational style. 
| There are passages verbatim from tape- 


came a dominant force by the time 
Waugh hung up his boots. 

It is easy to trust Waugh's account 
largely because of his reputation of be- 
ing a cricketer who was honest to him- 
self. He came into his own as a leading 
batsman only after confronting glaring 
weaknesses in his own batting. To de- 
tect the degree of his talent, one did not 
have to look beyond twin brother, Mark. 
Younger by four minutes, Mark Waugh 
is regarded among the most elegant 
batsman in the game. In comparison, 
Steve's batsmanship was ugly. But by 


OUT OF MY 
COMFORT 
ZONE — 
THE AUTO- 
BIOGRAPHY 


By Steve Waugh 
Penguin/Viking 
Pages: 801; 
price: Rs 895 
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land of Branson 


recorded interviews, with no polishing 
of the language, no attempt to cover up 
the shilly-shallying. The writer breaks 
the flow of the recorder with his own 
thoughts, which are often doubtful and 
sometimes cynical. Besides interview- 
ing the ‘celebrities’, he also interviews 
their friends, family and, often, even ri- 
vals, to get the insider's perspective on 
the person. And these bits are then in- 
serted into the interview at interesting 
points. Like when Brent Hoberman, co- 
founder of lastminute.com, leaves 
Davidson waiting interminably in the 
middle of an interview, he goes home 
leaving the interview unfinished. At this 
point, instead of completing the story 
with the next Hoberman meeting, 
Davidson lets Hoberman’s friends talk 
about his bizarre behaviour. Wonderful 
stuff but distracting — and exactly what 
makes one love it or detest it. 

The book has a straight-from-the- 
gut feel. The entrepreneurs — all multi- 
millionaires — are presented not as he- 
roes, but as mortals, warts-and-all. 
Davidson is not looking to curry favour 
with the rich and famous. In his inter- 


sacrificing flamboyance, he evolved into 
a batsmen who played for the long haul. 

Waugh recounts some poignant 
moments of the Australians’ brush with 
the invincible West Indian team of 1991 
and 1992, before they were defeated in 
their own den in 1995. It is no 
coincidence that during this period, 
Waugh grew from a batsman struggling 
to get into the first XI to the 
unshakeable cricketer who had a 
confrontation with the great fast bowler 
Curtly Ambrose. 

The discovery which truly raised 
Waugh’s game was his life beyond 
cricket: his search to balance family life 
with cricket, his work with Udayan (a 
rehabilitation centre for children having 
leprosy), and the urge to travel into the 
unknown. The book sheds light on all 
this, and might explain why it needs to 
be 800-pages long. Don't forget, Waugh 
was always one for the long innings. Bi 


KUNAL N. TALGERI 





ANDREW DAVIDSON, a contributing edi- 
tor at Management Today, is a well- 
known author and journalist who has 
won the Best Business Writer of the 
Year award. His previous books include 
the highly acclaimed Bloodlines and 
Under the Hammer 





view with Dan Wagner, one is left with 
the distinct impression that the author 
shares the common British impression 
that Dan is a 'flash git. Even with the 
best-known Brit entrepreneur, Richard 
Branson, Davidson subtly and artfully 
takes you backstage to the Branson 
PR production. 

This is one of the themes across 
most interviews; Davidson tries to find 
the real person behind the public image 
of these successful entrepreneurs. He 
lays bare the tactics employed by his 
subjects in using the media to further 
their businesses. 

Davidson also brings up the nature 
versus nurture debate. He explores the 
antecedents of the entrepreneurs — 
their parents and grandparents, educa- 
tion, relationships, marriage and di- 
vorce. In doing this, the book provides 


The mind of 
the investor 


ARAG PARIKH'S book 
po not have hit the 

shelves at a better 
time. The stockmarket's 
dizzying rise is creating 
history, and also leading to emotional 
highs and lows for investors. Those who 
had invested are rejoicing, while those 
who didn't are sobbing. 

This is where STOCKS TO RICHES 
(Tata McGraw-Hill) fits in: it is not so 
much about strategies and tips as it is 
about investor behaviour. Parikh was 
among the few investors to stay away 
from tech stocks during the boom-bust 
cycle of 2000, but it did not endear him 
to his clients who wanted tips on hot 
stocks. It was the sting of losing clients 
which prompted him to take up a 
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STOCKS 








some excellent social commentary on 
the rise (and sometimes slump) of a 
successful businessperson, but avoids 
the pitfall of conclusions, judgments 
and prescriptions. 

When describing the persona and 
their environment, Davidson often 
refers to British culture and society. In 
the absence ofa cultural framework, like 
the one we have for America from Holly- 
wood, some references seem baffling. 

The icing on the cake is the black 
and white pictures in the book taken by 
Harry Borden, an award-winning pho- 
tographer. The photos are eccentric 
in keeping with the tone of the book and 
are unlikely to find a place in any corpo- 
rate brochure. 

There is a piece that captures the 
essence of the book— the contradic- 
tions, the irreverence, the je ne sais quoi: 
“(Sir Alan) Sugar leans forward, his face 
squished up like a wrinkled pickled 
onion. “There is no luck involved in my 
business success, I have got to tell 
you that.” 

This is one of those books that you 
will either rave about orrantagainst. Bi 


























course on 'Investment 
decisions and behavioural 
finance' at Harvard 
University. Here, he shares 
his experience and know- 
ledge gained from the study | 
of scholars like Robert Shil- 
ler and Daniel Kahneman. 
The first two chapters 
are a rudimentary guide and 
delineate the difference 
between investors and speculators. It's 
the next six chapters that provide the 
meat, explaining investor behavior and 
how the external environment shapes 
his decisions. Written simply, Parikh's 
anecdotes will help investors clarify 
their own decisions. So, if you have 
been rueing the dud stock you bought 
or kicking yourself for following the 
stock tips against your better 
judgement, this book can provide 
valuable insights about behaviour. Ë 


RACHNA MONGA 
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1 The dios mismatch 


Š Add to that the increasingly 
— capital-intensive nature of in- 


NE ofthe constraints faced by the economy 

as a result of its sizzling pace of growth is a 

shortage of skilled manpower. This has led 

to a scramble for existing resources, with a 

consequent bidding up of salaries. As a 

study conducted by global human resources consulting 

firm Hewitt Associates points out: Indian salaries have 

risen the highest in the Asia-Pacific region this year, with 

an average increase of 13.9 per cent. Employees in many 

sectors have done even better — the IT-enabled services 

sector, for instance, saw an increase of 17.9 per cent. Ac- 

cording to the consulting firm, several employers are pro- 
jecting similar salary increases next year. 

At first glance, the rise in salaries is puzzling. After all, 

14 million students pass high 

school every year. Central gov- 

ernment statistics show that 





There is a serious mismatch 


sector. This was brought out in a study by McKinsey, 
which pointed out that multinationals find only a quarter 
of our engineering graduates employable. And since 
labour cost arbitrage is the bedrock on which the out- 
sourcing argument is based, rising salaries could make a 
considerable dent in that competitive advantage. 

For example, market research firm Gartner has 
warned that a labour crunch and rising wages could lead 
to India's current 85 per cent share of the offshore BPO 
market dwindling to about 45 per cent by 2007. 

What needs to be done? One often-repeated sugges- 
tion is that India must "go up the value chain". As 
long as the rise in salaries is matched by a rise in produc- 
tivity, there is no problem. But India is not at that eco- 
nomic stage where it can afford 
to ignore low-end work. In- 
stead, the challenge is to en- 


almost a fifth of male gradu- between the quality of graduates sure that all our graduates are 
ates and a fourth of those who from our educational system and employable. 
have technical qualifications the needs of the corporate sector The obvious answer lies in 


are unemployed. Given such a 
large pool to draw from, the 
obvious expectation is that a 
booming economy should 
face no manpower shortages. 


dustry, the lack of recruitment 
in the public sector and large- 
scale downsizing by corpo- 
rates, which should all have led 
to an even greater mismatch 
between laboursupply and de- 
mand, thereby keeping wages 
low. The fast rise in salaries, therefore, indicates that other, 
more powerful, forces are at work offsetting these trends. 

- Clearly, the services-led boom in the economy requires 
a higher level of skills than that needed for labour-inten- 
sive manufacturing. Even in the manufacturing sector, 
much of the demand has been for marketing and manage- 
ment personnel rather than for shop-floor workers. 

The upshot is that, unlike China, India needs a far 
higher quality of labour. And since the pool of this kind of 
labour is very limited, salaries are rising rapidly. That's 
clear from the fact that, according to the Hewitt study, em- 
ployees at the professional/supervisory/technical level 
received the highest average salary increase of 15.7 per 
cent. While the average turnover rate across employees 
was 13.1 per cent, professional/supervisory/technical 
staff had an attrition rate of 19.5 per cent. 

In short, there is a serious mismatch between the 
quality of the vast numbers of graduates churned out by 
our educational system and the needs of the corporate 








ensuring that education and 
training are tailored to the 
needs of industry. Looked 
at another way, the current 
inefficiencies in the system 
also spell an opportunity for 
entrepreneurs. The mush- 
rooming of private colleges 
is proof enough of that, but 
then the standards in many of 
these are abysmal. 

The problem is that while 
the country's quality institu- 
tions like the IITs and IIMs rival 
the best in the world, they graduate fewer than 100,000 
students annually. Many suggestions have been made to 
ensure the quality of academic instruction. One of themis 
to increase the number of IITs and IIMs, with reputed In- 
dian and multinational corporates taking up stakes in 
them. Another proposal is to encourage entrepreneurs to 
not only set up new educational institutions, but also en- 
sure that these are then rated by independent agencies. 
Yet another suggestion is to involve industry associations 
in conducting entrance examinations and certification 
processes, just like Nasscom is doing for the BPO sector. 

Everybody knows that syllabi need to be overhauled, 
laboratories and workshops need to be better-equipped, 
and good teachers need to be found — these have been 
pointed out by several studies on how to reform the sys- 
tem. But the real challenge lies in implementing the 
changes. The best way to do that would be for the govern- 
ment to step out of the way, set up an independent regula- 
tor, and allow the private sector to get on with thejob. i 


ANTHONY LAWRENCE 
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HSBC Investments 


A LITTLE EVERY MONTH GOES A LONG WAY. 


Presenting the Systematic investment Plan from HSBC (HSBC SIP} 
which lets you invest as little as Rs 1,000/-* each month in our 
mutual fund schemes *. Think of it as a discipline that could help you 
get closer to your dreams, systematically. To know more, call us 
or your investment advisor. 





HSBC Mutual Fund 


> sms INVEST to 7333 HSB( Z b 
owww.hsbcinvestments.co.in 


Issued by HSBC Asset Management (India) Private Limited 
















For more information call: + Mumbai 5666 8819 + New Delhi 3149 0719 + Bangalore 2357 4444 / 0404 + Kolkata 2213 9 
* Hyderabad 5573 9805 / 06 + Gujara/Ahmedabad 98083 77319 2 21 + Vishakap: Andhra Pradesh 
21*Baroda 98983 77319 + Coimbatore 98944 77319 * Indore 98934 77319 + Kochi 98954 77319 or write to us at habem 

"To know more about which funds SIP is available in and its applicable load structures, kindly contact your nearest Investor Service Centre. You can open an account 
by putting in a minimum of 6 monthly cheques of Rs 1,000/- or a minimum of 2 quarterly cheques of Rs 3,000/- in advance. Auto debit facility is also available in 
select cities. 









" 

















Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and Capital Markets (India) 
Private Limited (liability restricted to the corpus of Rs 1 Lakh). The Sponsor/associates of the Sponsor/Asset Management Company (AMC) are not responsible or Hable 
for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed HSBC Asset Management (India) Private Limited 
as the Investment Manager. Risk Factors: All investments in mutual funds and securities are subject to market risks and the Net Asset Value (NAV) of the Scheme(s) may 
go up or down depending on the factors and forces affecting the securities markets. There can be no assurance that the objectives of the Scheme(s) will be achieved. Past 
performance of the Sponsor, AMC, Mutual Fund or any associates of the Sponsor/AMC does not indicate the future performance of the Scheme(s) of the Mutual Fund. 
¿Terms of Issue: Units of the Scheme(s) are being offered at NAV based prices, subject to the prevailing loads. The AMC calculates and publishes NAVs and offers for sale 
and redemption, units of the Scheme(s) on all Business Days, at the Applicable NAV. Load Structure for SIP: Where each installment of investment is Rs 25 lakhs or 
below: Entry load of 1% in case of investments into HSBC Equity Fund/HSBC India Opportunities Fund/HSBC Midcap Equity Fund. Exit load of 1.25% if such amount is. 
redeemed/switched out of the Scheme within 2 years from the date of the relevant investment. If SIP is discontinued before 6 months, exit load of 1.25% irrespective of 
date of redemption. Where each installment of investment is more than Rs 25 lakhs: Entry load of 2.25% on each investment. Exit load Nil. In case of all other Schemes 
where SIP is applicable: No load (entry/exit) will be charged. Load in case of investments by Fund-of-Funds (FOF) Scheme: No load (entry/exit) will be charged by the 
Schemes of HSBC Mutual Fund under this Offer Document, on the investments made by Fund-of-Funds Schemes launched by mutual funds. The entry/exit load set forth 
above is subject to change at the discretion of the AMC and such changes shall be implemented prospectively. For load structures of our Schemes, kindly contact vour 
nearest Investor Service Centre. Please read the Offer Documents for details and risk factors before investing. CONTRACLHSBC 2041 





To what would a group of sophisticated managers propose a toast? To rising 
productivity curves, of course. And to make sure that you will be able to 
propose just such a toast at any future gathering, put your trust in our 
all-in-one, integrated and profitable automation solutions. Using open 
standards and with your future security in mind, we integrate all business 
processes — all the way up to the management level. And we do everything 
possible to maintain your competitiveness over the long term. To what 
should you raise your glass from now on? To Totally Integrated Automation 
In India contact: food-beverage.india@siemens.com 





www.siemens.com/food-beverage n 
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You've always wanted to outperform in life. You've always wanted to n 
With advanced Honda technology you can do just that. Introducing the Ci 
16 valve, 100 ps, 1.5 litre next generation V 

Contemporary styling. Dynamic new looks. The City ZX VTEC. I 

more performance, more economy and even lesser rr 


Go ahead, outperform everyone 
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www.hondacarindia.com In addition to VTEC, City ZX range includes EXi, GXi and CVT (all with i 





Flying from 5 metros in India. 
Offering the best connections to Europe and USA. 


Experience homecoming at the speed of thought. 
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etwork. You can now take 


There’s no better way to fly. © Lufthans - 
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GLOBAL WORKFORCE 





B ; 
d Howard Stringer’s ascension to the cor- 
ner office in Sony, and Mark Fields’ good 
. showing at Mazda. The US, on its part, 
has always welcomed global leaders 
and that momentumis increasing. ^The 
number of international CEOs heading 
Fortune 500 companies is rising," says 
Manpowers Joerres. 































CAVEAT here. Hiring global talent 

isonly the first step. The tough part 
comes later. While familiarising global 
employees to Indian management 
. Styles isn't easy, it is even more awkward 
for Indians to deal with their new inter- 
national peers. "We have dealt with 
_them (non-Indians) only as bosses or 
customers — but our line managers are 
. now trying to deal with them as team 
members and subordinates," says TCS' 
Padmanabhan. Roughly 500 ofthe 5,000 
| Indian line managers at TCS have a 
global executive reporting to them. In 24 
months, over 2,500 Indian managers 
could have at least one American, Hun- 
garian, Chilean, Brazilian, Chinese or 
Romanian reporting to them. 


%, 
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But companies are learning to inte- 
grate. At TCS, ABN Amro is being ser- 
viced out of Amsterdam, Luxembourg, 
Switzerland, Hungary, two locations in 
India, and Brazil. And at Tata Motors, 
Korean engineers from Tata Daewoo 
Commercial Vehicles teamed up with 
Indian engineers at its Jamshedpur 
plant to roll out the 300-horsepower 
Tata Novus Tipper — India's most pow- 
erful truck in its class. 

Such inter-country exercises require 
afair bit ofknowledge flow across coun- 
tries. For instance, Bharat Forge's teams 
in India, Germany, the UK, Sweden and 
the US have the same set of customers, 
and, therefore, need to be on the same 
wavelength. So, when its German and 


Swedish operations 

didn't have crankshaft — "A ‘diverse Woltilbico E 

manufacturing tech- í is today a business 

iti Vu bn MA n " 3 Y: Companies are now 
company brought ina ors E iiim is trying ta extract a 
team of five members E eS ae za global leadership team 


from these countries to 
transfer the technol- 
ogy. Says Asian Paints' Dani: “Ulti- 
mately, the role of the parent organisa- 
tion (in India) is to set up and incentivise 
processes to ensure that knowledge 

flows across the global organisation.” 
Then, global mobility, Indian com- 
panies have realised, can be a double- 
edged sword. It helps them get quality 
talent from abroad, but keeping them 
can be quite a task. For instance, TCS 
hired a Spaniard and brought him to In- 
dia for induction only to find that he'd 
rather work in any other country than 
Spain. Or, as Dr. Reddy’s faced, its Russ- 
ian HR chief wanted to move to the UK. 
The bottom line: either you tackle such 
issues headfirst, or 


lose good people. 
“There is huge š 
niti š slot Other companies 
i Ea a x are grappling with 
hol t i" several soft issues. 
Jeff y A. Joerres, "When a person from 
Sharan ind CEO the US says in his pro- 
Man Pini x; ject report that it is 


very interesting, it 

means that it is not 
too good. In India, we don't like to give 
bad news first, but they (international 
clients and employees) like to hear 
things upfront,” says Bikramjit Maitra, 
vice-president & head (human re- 
source development), Infosys. 





from their cross-cul- 
tural melting pots. For 
instance, Dr. Reddy's has a top-level 
management council — including in- 
ternational managers like executive 
vice-presidents Alan Shepard, Andrew 
Miller, Jeffrey Wasserstein and Mark 
Hartman — that takes responsibility for 
the company’s progress. And the initia- 
tive is working: the company's sales 
head in Russia, Larisa Vaseluk, rose 
through the ranks after joining as a 
medical representative. 

Then, one-fourth of Ranbaxy's man- 
agerial talent resides/works in 45 coun- 
tries. These people are frequently bro- 
ught in to India for various meetings 
and projects. TCS has a similar quarterly 
gathering of about 30-40 key employ- 
ees, roughly 20 per cent of whom are 
global managers. “Theoretically, every 
one of them could have legitimate CEO 
aspirations," says Padmanabhan. 

Indian companies have coped ad- 
mirably with the challenges of a liber- 
alised economy and globalisation. But 
today, there's another threshold to be 
crossed. Sid A. Pai, partner, TPI's Global 
Service Delivery (GSD) group, and head 
of TPI India, puts it aptly: "Indian com- 
panies have to decide how global they 
want to be. The only players that will be 
left standing are the ones who are truly 
global.” You get the drift. = 
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imagine a phone that lets you 
harness the power of business. 


Imagine an ultra-sleek phone that has a 2-megapixel camera with flash, 
direct TV output function, 262K QVGA TFT colour screen, and even prints 
wirelessly. At last, a phone that's as ambitious as you are. With the Samsung D600, 


it's not that hard to imagine. To learn more, visit www.in.samsungmobile.com 


* Direct to TV Output! e 2-Megapixel Camera with Flash * 262K-colour QVGA 
TFT-LCD Expandable Memory Slot [TransFlash™] e Dual Speaker for 3D Sound 
e Music Player [MP3, AAC, AAC+] * Camcorder & Video Messaging [MPEGA, 


{ D600 H.263] * Picsel Document Viewer ¢ Bluetooth™ Wireless” & PictBridge™ Printing 
SGH- e GPRS Quadband 





Jnce the phone is connected to the TV or projector screen using a TV output cable, navigation will take place via the TV or projector 
creen. Output resolution/quality from the phone screen will be lower when enlarged through the TV or projector screen, When the 
hone is connected to a TV or projector screen, output resolution may vary depending on the size of the TV or projector screen. 


Bluetooth’ is a registered trademark of Bluetooth’ SIG, Inc. 
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Fuelling the boom / 
Q The article A Tale of Two 
Years’ (BW, 5 December 2005) 
convincingly establishes how 
history is repeating itself. 
However, it makes only a 
fleeting mention of an issue 
which is at the heart of the 
booms — both the present and the 
one in 1995. To me, consumer spending is the single- 
largest factor that has driven the economy on both the occasions. 
And currently, it has been mostly fuelled by information technology. By 
creating thousands of jobs and raising incomes to new levels, IT gave 
birth to a new middle class in India. 

Also it was after 1997 when a lot of IT sector employees started , 
finding migration to the US easy. These employees, having amassed 
wealth in these years, are now returning to their homeland as venture 
capitalists, entrepreneurs and equity investors. 


Mahesh, posted on BW website 

























WILL BIHAR CHANGE? | says, ensure his return in the next 
The statistics in Mr Omkar Goswami's elections. 

piece ‘In The Heart of Darkness’ (BW, 5 | Pramod Kumar, posted on BW website 
December 2005) corroborate the 
popular perception about the state. Its | SAVE YOUR FORESTS 

a pity that a state, flush with natural The state of Jharkhand has been 

bounties and talented manpower, has attracting a lot of attention from T 
today come to represent everything industrialists these days. However, as 
negative. The new chief minister, Nitish | the Mittals, the Jindals and the Tatas 

Kumar, has a mammoth task at hand. | queue up for their share of the state's 





He not only has to prod the laggard | copious natural wealth, there is a 
government machinery into action, | serious threat facing its forest cover. 
but also has to restore faith in the | Forests not only help maintain climatic 
people who are fleeing the state in balance but also provide raw material 
droves. Even a reasonable success for | toa number of industries like pharma 
Mr Kumar would, as the columnist | and food processing. Manufacturing 
plants waste this valuable resource by 


using timber for shipment of their 4 
products, only to discard it later. With I 
heavy industries like steelenhancing 

their capacity, more and more trees 

face the threat of being felled. It's time 
business houses thought of alternative, 
nature-friendly methods of packaging. 

The ban on the use of timber for 

packaging of apples and mangoes is 
laudable. But the governments — both 

the state and the Central — have to 

push for such a norm across the board. 


H.A. Sheth, via email t 
poU een —— | | 
| editor@bworidmail.com | 
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E-mail anywhere. 
Look good everywhere. 


To:  ArunKumar@Mera(ompany.ct com 


| Cc: Facies Cange com 


Subject: N9300 now with BlackBerry Connect. 





Dear Arun, 

Just to inform you that 9300 is now available 

with BlackBerry e-mail. Please get in touch with someone 
at Airtel/Nokia to have this solution activated asap. 





Blackberry Connect". Only on Airtel. 


The Nokia 9300 smartphone, with QWERTY keyboard and a brilliant 65K colour widescreen lets you creati 
full messages with attachments easily. And now with BlackBerry Connect™ on Airtel, mobile e-mailing 
is serious business. Find out more at www.nokia-asia.com/9300 and www.airtelworld.com/blackberry 







e E-mail with attachments* e Office applications e EDGE (EGPRS) for high-speed data transfer 
e Fax * Hands-free speaker phone * PIM functionalities e Widescreen viewing and full keyboard 


e 80MB user memory and 128MB MultiMediaCard 
Air *:: BlackBerry 


uen (onnecting People 


* Attachments con be viewed in text format only 





Lead by example Express Yourself 


2 Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones Nokia India Warranty is applicab 
# 

okia lare 30303838 for phones imported by Nokia India Pvt. Ltd. #For assistance on Nokia products c ervices, call Nokia Care. Add STD code when dialling from a GSM ton 

Dall now for attractive offers: NCR & Haryana: 9810602788 * Jaipur: 9829091098 * Chandigarh: 9876363456 * Punjab: 9814999938 + Mur 


3821091707 * Pune: 9890909976 * Ahmedabad: 9879204040 * Bangalore: 9845248841 ° Tamil Nadu: 9840277372 * Hyon. 986613 
| Cochin: QRA7433222 e | iicknow: 9839511575 * Kolkata: 9830555657. 
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COVER STORY | 


India Inc.'s 
New Faces 


As Indian companies move their 
globalisation agenda into a higher gear, a 
more broad-based, international 
workforce is being put in place. India Inc. 
is hiring global executives and workers by 
the hundreds to fuel its global aspirations. 
While acquisitions have played their role 
in giving the Indian employee a more 
international look, what has brought 
about this rush most is a radical change 
in mindset of Indian businesses towards 
hiring global talent for key positions. 
Such a paradigm shift has naturally 
brought with it a fresh set of challenges. 


GOUTAM ROY 





Bennett, Coleman & Co. is on a roll. 
With its huge cash reserves, it is 
picking up stakes in assorted com- 
panies. Most of its ventures are gear- 
ing up for IPOs. This looks like a new 
incarnation of the old juggernaut. 





« Samir Jain: Leading the charge 


| Idea Cellular Rumours are flying thick and fast 
| thata substantial stake is up for sale. 


| WTO would the amendment to the rules on drug 
| exports help those who cannot afford costly medicines? 


| Iran-US Us president George Bush is trying to mend 
ties with Iran. Where does that leave the rest of the world? 


BUSINESSWORLD 





‘Run-up To Hong Kong 


Statements made by countries and trade blocs in recent days 
suggest that the WTO ministerial is doomed. A curtain raiser. 


| Private Equity several large funds have apportion- 
ed substantial sums for India. But where are the big deals? 


| Mani Shankar Aiyar 
Last week, BW wrote on the shod- 
dy management ofoil security in 
India. This week the oil minister 
met us for a heart-to-heart chat. 


‘As a socialist, | want to see > 
ONGC retaining its dominance’ 


| Art Investments what should art, perceived as a 
plaything for the super-rich, do to deliver as an asset class? 
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62 | Vijay Mallya ma freewheeling chat with BW 
Mallya talks about how he plans to take Jet Airways head on. 





80 | Bookmark How Internet search has evolved, and an 


irreverent view of the mindsets behind modern management. 





BW EVENTS 


«s Honouring Designers 


The third Businessworld-NID 
Design Excellence Awards, 
held in the Capital, saw 10 
designers walk away with 
the coveted prizes. 
Anuj Prasad of Desmania > 
receives his award 


7 1 | Ratan Tata The unanimous choice for the first BW- 
NID Outstanding Contribution to Design Award. 


72 Gallery Catch the glitterati. A night worth the vignettes. 


COMMENT 


30 | Omkar Goswami When will we understand that 
India can't have 8 per cent growth with lousy airports? 
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36 | Suparna Karmakar The draft ministerial text for 
the Hong Kong round of the WTO talks is low on ambition. 
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56 | Arvind Kala india must privatise its animal sanctu- 
aries to save its tigers and boost sagging tourism revenues. 
DOUBLE TAKE 

66 | Emcee A first look at what lies ahead if schools em- 
brace spelling errors to improve students’ communication. 
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84! BW OPINION 


Cover Design: Jyoti Thapa Mani 
Photograph: Hemant Mishra 


Cover photo: S. Padmanabhan, executive V-P (global HR), 
TCS, with some of the company's global employees 














Web Exclusives 


# Pharma Capsules: Your fortnightly dose of pharma 
news, deals and developments. 


At Sixes & Sevens: Parents, dunk that goodness diet. 


TVis telling kids what the real world is all about. 


Swappers Stop: The new cool corner to sell, 
exchange or donate your used MBA study books. 
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NDIAN business has already got used to the idea that — 

capital is global — you can raise it from anywherein — 

the world that makes sense to you. It is now getting g, a 

familiar with the idea that talent is global — you cani X. ^ 

choose from a worldwide pool of highly qualified — 
people. There are a number of reasons why this is happening — 
now. First of all, salaries at senior positions have goneup — | 
significantly enough for companies to think of global = 
compensation packages as manageable. Second, the number. = 
of Indian companies with global ambitions has goneup ^ 
significantly. Third, as senior editor M. Anand puts it, Indiai 
seem to be far more at ease with the idea of having foreigne 
at top positions than the Japanese or the Koreans were. 
Considering the openness of Indian civilisation, this sure 
does not surprise me! 

This could be seen as the 
third stage of globalisation. In 
the first stage, goods began 
moving across borders. In the 
second stage, it was capital that 
did so. In the third stage now, 
globalisation means the move- 
ment of labour/skill/talent from 
where they are abundant to 
where they are scarce, either 
physically or virtually. The entire 
Indian IT services and BPO 
industry is built on this move- 
ment and you can expect it to grow stronger. It would be 
wrong, however, to treat this as one-way traffic: of jobs vid 
moving from developed countries to developing countries a 
because of wage differences. What is happening is that wa 
companies are figuring out they need to treat the whole wore 
as their resource base. Sometimes, this would mean Indian 
companies hiring global talent, and at other times, foreign | 
companies using Indian talent. 

We have not yet begun to understand the social conse- 
quences of this movement, though. One is slowly becoming 
apparent: decreasing levels of disparity between rich nations 
and poor nations, but increasing levels of disparity between 
therich and the poor within countries. The rich in the First 
World and Third World countries would look more like each 
other, but so would the poor. China and India may be catching 
up with theWest, but income disparities within them are ris- 
ing. Paradoxically, globalisation might be both increasing and 
decreasing inequalities. But that is another story. 


le 


TONY JOSEPH, EDITOR 
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portfolio investor (see 
"Space for equity’, BW, 
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ENNETT, 
Coleman & 


-vs 


Co. (BCCL), 
India's largest 
media house, has been 
moving with an agility 
that belies it size. 

The Rs 2,363-crore 
company is continu- 
ing to buy stakes in 
companies, a bit like a 


7 February 2005). Re- 


three more deals, tak- 

ing its tally to over 40 companies. (See 
"What's the stake?) In fact, it has be- 
come one of the biggest portfolio in- 
vestors with Rs 700 crore already de- 
ployed ina clutch of companies that will 
earn it a neat packet when they go for 
their IPOs. And it's still buying. 
Meanwhile, BCCLs radio and out- 
door business will be hitting the mar- 
kets to raise about Rs 175 crore. Its portal 
Indiatimes.com, too, is heading for an 
IPO. Times Now, the urban news chan- 
nel in association with Reuters, is al- 





: BCCLSs Samir Jain (top) and 
cently, it has struck Vineet Jain: On a blitz 





BENNETT, COLEMAN 


Swinging with 
the times 


ready beta testing and 
would be launched 
soon. Mumbai Mirror, 
the tabloid brought 
out to take on DNA 
and Hindustan Times 
in Mumbai seems to 
have hit home. BCCL 
is also planning to of- 
fload equity in its re- 
tail venture Planet M. 
Life is definitely hap- 
pening. 

Is there a pattern? 
None that's obvious. 
"The idea is to lever- 
age our position as a 
leading media house," 
says Sunil Rajshekhar, 
director, BCCL. Media and entertain- 
ment was truly freed of all major invest- 
ment shackles over the last 24 months. 
Since then, almost every company has 
sought and raised capital and gone on 
anexpansion drive. BCCL is making use 
of its size and the considerable clout of 
its print brands to tap into every oppor- 
tunity to increase its net profit from the 
Rs 529-crore it notched up in 2004-05. 

In the portfolio investments, BCCL 
seems to be picking high-growth SMEs 
headed for IPOs. They need media 


DINESH KRISHNAN 


space to build their brand and corpo- 
rate image. BCCL, says Rajshekhar, is 
“helping emerging companies realise 
the power of advertising". He heads a di- 
vision called ‘private treaties’. The typi- 
cal deal is a cash payment for a small eq- 
uity stake, say, 5-10 per cent. The deal 
size varies from Rs 9 crore-100 crore. So 
far, BCCL is dipping into its consider- 
able cash reserves of Rs 2,379 crore to 
strike these deals. This money is then 
spent by the investee company on buy- 
ing media space in BCCL brands. In ef- 
fect, the money comes back to BCCL. 


What’s the stake? 
BCCL's 
holding (96) 


Company 


Note: This is an incomplete list Source: BW research 








LOBAL funds on the look-out 
for ripe deals in India are 
once again keenly watching 
.. Idea Cellular. It is reliably leamed 
. thatthese firms are hoping to pick 
up an equity stake worth a few 
. hundred million dollars in the Birla- 
_ Tata combine-owned cellular service 
. provider. Idea Cellular plans to invest 
` Rs 1,200 crore for its foray in 
Mumbai and to upgrade its network 
in the existing eight circles. 
š The company is also considering 
. an IPO, it's said. The interest of 


global funds in the com- 
pany, thus, seems timely. 

If a new investor takes 
an equity stake in Idea, it 
is is likely to also alter the current 
holding pattern. At present, the A.V. 
Birla group holds a little over 50 per 
cent and the Tatas a little less than 
49 per cent. 

Industry watchers believe that the 
Tatas may consider selling off their 
stake in this company altogether. 
Ratan Tata's appointment as Tata 
Teleservices chairman indicates that 
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IDEA CELLULAR 


A change of hands? 


the group is serious about focusing 
on the CDMA business. That makes 


Meanwhile, rumours about the 


| Kumaramangalam Birla group's plans 


Plus, BCCL stands to make a stash when 
it exits. Nice accounting move. But why 
not get companies to advertise straight- 
away? Rajshekhar reckons these com- 
panies are in their growth phase and 
have other working capital priorities. To 
convince them about the power of ad- 
vertising, private treaties works best. 

The Rs 76-crore Entertainment Net- 
work (ENI), the BCCL arm that owns its 
radio, outdoor and events brands, will 
use the Rs 175-odd crore it plans to raise 
to fund its expansion. Rs 120 crore will 
go for licences in the second phase of 
FM radio privatisation and Rs 35 crore 
to expand outdoor and events business. 
The draft prospectus of ENI is a fun read 
for the nuggets on parent BCCL. Get 
this: vice-chairman Samir Jain owns just 
800 shares of BCCL and managing di- 
rector Vineet Jain 0.6 per cent. 

On the TV front, Zoom has settled 
into a hardcore Bombay Times format 
on TV. Times Now will focus on BCCL’s 
favourite market: young, urban, Eng- 
lish-speaking people. And in its favour- 
ite market, publishing, there is a sense 
that there is no immediate danger from 
HT and DNA. The Times of India has 
stood its ground despite printing capac- 
ity constraints and the loss of its key 
Mumbai man, Pradeep Guha, to com- 
petition. What may be worrying is the 
cash that HT Media has raised or Jagran 
Prakashan is raising. More companies 
with money to spend means more com- 
petition. That is where all these 'private 
treaties' will come handy, either to lock 
in or tempt advertisers. Watch out then 
for an investment bank called BCCL. 8 

VANITA KOHLI-KHANDEKAR 














proved a change in intellec- 
tual property rules (TRIPs) 
to make it easier for poor 
countries to import cheap 
generics of life-saving 
drugs. The move, which 
was the first ever amend- 
ment of WTO rules since its 
inception a decade ago, of- 
fered a glimmer of light as 
the 150-member trade 
body prepared for a gloom- 
ridden ministerial in Hong 
Kong (See 'Hanging by a 
thread' on Page 34). 

It is being showcased 
as an essential part of what 
the current round of negoti- 
ations are meant to be: a “develop- 
ment package" for poor countries. 

The genesis of the issue lies in the 
Doha Declaration on TRIPS and Pub- 
lic Health that the WTO signed in 
2001, affirming the right of countries 
to set aside patents if there was a 
public health emergency. There was, 
however, a snag. It was never spelled 
out how countries without any manu- 
facturing capacity could use these 
rights. On 30 August 2003, the WTO 
agreed on a mechanism to allow ex- 


have come under fire from both the 
generics industry and activists for be- 
ing unworkable. Medecins Sans Fron- 
tiéres (MSF), the voluntary agency 
that has been in the forefront of the 
battle against AIDS, calls it “overly 
cumbersome and inefficient". 

It is exactly these rules that have 
now been locked in as a permanent 
amendment to the TRIPS Agreement 
although it has not been used in the 
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WTO DRUGS IMPORT RULES 


An amendment of 
doubtful efficacy 


past two years since this ‘flexibility’ 
was allowed. It also flies in the face of 


Nonetheless, the EU, the prime 
landmark agreement. Trade commis- 


clared: "This is a landmark achieve- 
ment that we hope will help develop- 
ing countries devastated by HIV/AIDS." 
Unlikely, says MSF. "To date, not 
one patient has benefited from its 
use despite the fact that newer medi- 
cines, such as second-line AIDS 
drugs, are priced out of reach of poor 
patients." It has given the WTO a year 
to prove that the rules it is enshrining 
will, indeed, work or another empty 
gesture on the Doha agenda. a 
LATHA JISHNU 
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HE Americans are having 
the last laugh over the al- 
liance between [India's 
Communists and Iran's 
mullahcracy. Ending a long 
winter in their bilateral relations, the 
Bush administration is preparing the 
American people for the realpolitik of 
having to mend ties with the Islamic Re- 
public in Tehran, which it has demo- 
nised as the core of the ‘axis of evil’. 

Last month, Zalmay Khalilzad, 
whom President George W. Bush hand- 
picked as his ambassador to Afghanis- 
tan after the fall of the Taliban and later 
transferred as his envoy to Iraq, abruptly 
announced in Baghdad that he had 
been authorised by the White House to 
talk to Iran's mullahs. This put the state 
department's spokesman in a spot. At 
his daily briefing, Sean McCormack 
tried to put out the spin that "it is a very 
narrow mandate that he (Khalilzad) has, 
and it deals specifically with issues re- 
lated to Iraq". Then he explained that 
Iran and Iraq "share a long border. And 
there are a number of issues on which 
they can work together, but again in an 








DIPLOMACY 


Iran may no longer 
be pariah for the US 


Political compulsions seem to be warming up US-lran 
relations. This might cause India's Left a loss of face 


atmosphere of mutual respect and 
transparency. And inasmuch as Ambas- 
sador Khalilzad needs to work through 
any of those issues in Baghdad, it (the 
meetings with Iran) would be specifi- 
cally related to Iraq”. 

A day after Khalilzad went public on 
the Bush administration's change in 
policy, Iran News, a newspaper which 
often toes a pro-establishment line, 
said Tehran should respond to Washing- 
ton's public offer to hold directs talks 
with Iran. Typically, the Iranian govern- 
ment sent mixed messages. The head of 
Iran's National Security Council, Ali Lar- 
ijani, downplayed Washington's move 
as mere "propaganda". Mohammad- 
Reza Bagheri, the influential deputy for- 
eign minister, said on the other hand 
that ^we will think about it". Bagheri nu- 
anced his reaction by stating a standard 
rule that the "general instructions are 
notto talk to the Americans". 

The fact is that both Iran and the US 
would like a rapprochement. But nei- 
ther government is sure how a turn- 
around in policy could be presented to 
their people or how the change would 
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Iranian women at a demonstration 
in front of the former US embassy 
in Tehran on 2 November to mark 

the anniversary of its takeover 


be received. Besides, neither side 
wants its domestic rivals to take ad- 
vantage of this change in policy to- 
wards each other. Hamstrung by 
these very practical difficulties, the 
Iranians and the Americans have 
been playing footsie with each 
other for some time. When Iran's 
historic town of Bam was severely 
damaged by an earthquake two 
years ago, the White House offered 
to send a high-level team possibly 
led by the President's brother and 
Florida governor Jeb Bush to con- 
vey America's sympathies and lead 
relief efforts, but nothing came of it. 

The Iranians have been holding 
in their custody a number of top Al 
Qaeda leaders — including a son of 
Osama bin Laden, it is said — and 
are believed to have passed on intel- 
ligence gathered from these de- 
tainees to Americans in return for a 
respite from US pressure at the In- 
ternational Atomic Energy Agency 
(IAEA). This is in line with the prag- 
matism, which Iran is famous for and is 
reflected in a recent statement by Mo- 
hammad Javad Larijani, director of in- 
ternational affairs at Iran's judiciary: "In 
politics, we should work with our ene- 
mies 80 per cent ofthe time, and only 20 
per cent ofthe time with our friends". 

A visit to Tehran in mid-November 
by Iraqs national security adviser 
Mowaffak Rubaie could be a precursor 
of direct American contacts with Iran. 
Rubaie and Larijani signed a memoran- 
dum ofunderstanding to fight Al Qaeda, 
organised crime and drug trafficking. 
Ahmed Chalabi, an Iraqi exile whom the 
US had groomed for years as a successor 
to Saddam Hussein, was also in Tehran, 
from where he flew to Washington for 
talks with the Bush administration. 

But where would all this leave India's 
Left parties? If the Americans and the 
Iranians make up, all the fuss that In- 
dian Communists made in support for 
Iran, even threatening to hijack the 
Manmohan Singh government's foreign 
policy, would seem in vain. m 

K.P. NAYAR 
The author is diplomatic editor, The Telegraph 
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Over to 
Hannover! 


Ask EEPC - India's largest export promotion council 





how you can benefit from 
world's most important technology event. 








April 24 - 28, 2006 
India is the partner country in Hannover Fair. 
Be there or miss out a world of opportunity. 





Hannover Fair barely needs any introduction, since it is the most 

important technology event of the world.Nine highly specialised 
trade shows along with seminars, market research and business 

events provide exclusive occasion to participant countries 
_ exchanging business prospect with each other. It's a great matter 

of pride that in 2006 India is announced the partner country in 
` Hannover Fair. 


'EEPC welcomes all the leading Indian Engineering Concerns and 
the investment hungry states to participate in the fair and prove 
their mettle in the global arena. Wish to see you in Hannover! 





<x Contact for participation : 

1 Mr. C. S. Shukla (Executive Director), 

eering Export Promotion Council, 

dhna (4th floor), 11,Tolstoy Marg, New Delhi-110 001, : 

E )1 11 23711124/25, 23353353 * Fax: *91 11 23310920, D E F E 

= Email: hannover@eepc.gov.in NUES LES ad; N | B L ; 
-www.hannovermesse2006.com Government of India EEPC INDIA — INDIABRAND EQUITY: 
















3am. sandwiches for you and coffee for her: Rs 700 Maqe Ord e 
2pm. taking yoga classes together: Rs 1500 @> 


7pm. sharing q bottle of wine by the poolside: Rs 2500 


losing track of time: priceless 





Rajputana Palace Sheraton, Jaipur 


Use your MasterCard? card. Enjoy a 20% 


discount on ‘A journey called India’ vacation* 
MasterCard in association with ITC-Welcomgroup brings 
you a special 2096 discount on a 2 nights-3 days vacation 
A choice of over fifty ITC-Welcomgroup hotels encompassing 
Fortune and WelcomHeritage hotels, palaces across fort 
destinations in India. Take your loved ones on a holiday and 
enjoy memorable moments where it matters the most. To knov 
where to start, just log on to www.ajourneycalledindia.com 
Or call the toll free number 1600-1 11-333. You can also call thd 
local numbers in Delhi 011-51664444, Mumbai 022-28314444 
Chennai 044-52104444, Kolkata 033-23454444 or Welcomne 


in your city. 


< 
As 
FORTUNE, 
COE 


A journey called India. 


Gold MasterCard; 


there are some things money can't buy, 


for everything else there's MasterCard. 


*Conditions apr 








d -COMMERCE portals in India 


have an unexpected competi- 


7 tor in Pantaloon Retail, the 


countrys top retail chain. 


7 Kishore Biyani, its managing director, 
7 confirmed that his group is launching 


its yet-to-be-named Internet shopping 


' site by February 2006. 


It has shortlisted 14 categories to re- 


^ tailonline. Some, like apparel, electron- 


are under-represented online. Others 


7 like travel & ticketing, hotel reservations 


~and DVD movie rentals are new lines for 


|. 
7 
I ics and toys, it retails already, but feels 
7 
7 


' Pantaloon. Still others, like gift vouch- 


ers, are almost new even to India. “We 
are tyingup with 100 top brands and of- 
_ fering gift vouchers, thus developing a 


. new vertical," says a company official. 

r _ Thethreeleading e-commerce play- 
, ers in India, Indiatimes, Rediff and ebay, 
. allow individuals to trade on their plat- 


. own goods. "The small local online sell- 


7 form fora fee. But Pantaloon will sell its 
7 


` ers can't ensure quality or get the scale 


economies that Pantaloon’s retail net- 





PANTALOON 


Web logic 





channels, there will be offline points too. 

Pantaloon' online store will target 
youngsters in metros who have already 
experienced the shopping malls but are 
looking for convenience. But analysts 
feel India will take to Internet shopping 
slower than the West as the retail boom 


family entertainment 
experience. 

Internet & Mobile As- 
sociation of India (IMAI) 
estimates that for 2004- 
05, e-commerce in India 
will be at Rs 570 crore 
and, for the next couple 
of years, will double an- 
nually. Pantaloon has set 
itself an ambitious inter- 
nal turnover target of 
Rs 1,000 crore from its e- 
retail operations by the 
year 2008-09. 

Is Pantaloons foray a 
surprise? No. Biyani has 
been diversifying into va- 
rious retail formats. Glo- 
bally, retail giants like Wal-Mart and Tar- 
get have successful e-commerce divi- 
sions built on their expertise in merch- 
andising, inventory management, dis- 
tribution and strong brands. But, while 
they are strong plays, pure-Net players 
like Amazon and ebay still lead in this 








f work does,” says an e-commerce con- | is happening simultaneously. Of the | space. Can Pantaloon buck the trend? lli 
» sultant. For payment, besides the usual | mall-crawlers, 75 per cent look for the ADITYA KHANNA 
r 

: INCUBATING INNOVATION has set up a dedicated India VC fund 

; . . . — the $250-million Intel Capital India 

| Intel follows Cisco into India Technology Fund. The shift is part of a 

B larger gameplan by Intel Capital, In- 

E HE roads from California now years. Cisco also earmarked $100 tel's strategic investment arm, to es- 
T lead to New Delhi. In just two million for VC funding Indian technol- tablish a more direct presence in 

7 months, two of Silicon Valley's ogy start-ups. emerging economies. In June, it set 


most famous erstwhile start-ups and 


Ë present day technology giants — 


EAR S SDHEREDTEDESSA T 


"m Te-— Ee ee 


Cisco Systems and Intel Corporation 
— have committed to invest over $1 
billion each in India. Intel chairman 
Craig Barrett was in the Capital this 
-week to unveil Intel's investment 
plans for India over the next five years 


Ee . erations and a $250 million VC fund 
for Indian tech 
start-ups. A 

month ago, ( 
Cisco chief John 
Chambers came 
calling to say that 
the networking gi- 
ant would invest 
$1.1 billion in India 
over the next three 









— $800 million to expand its R&D op- 





Suddenly, India is again the hot- 
test investment destination for the 
Valley and its not just VCs trooping in. 
Barrett says the sum earmarked for 
R&D will be invested at $125 million a 
year. Neither Intel, nor Cisco are new 
to India. Intel has invested $700 mil- 

lion over the last four 

years, $100 mil- 
lion of that in ven- 
ture funding 40 
tech start-ups in- 
cluding compa- 
nies like Rediff, 
FutureSoft and 
Tejas Networks. 

But this time, In- 

tel's strategy is slightly 

different. This is the first 
time that the chipmaker 
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up a $200-million China fund and in 
November a $50-million Middle East 
fund. “We intend to increase our focus 
on emerging markets this year. Last 
year, we invested $130 million in 62 
start-ups globally, 40 per cent of them 
outside the US,” says Arvind Sodhani, 
president, Intel Capital. 

The new India fund plans to invest 
in start-ups in wireless technologies, 
mobile content, broadband applica- 
tions and software and hardware de- 
sign. The typical investment per com- 
pany will be $50,000-15 million. 
Intel's venture funding programme is 
aimed at incubating technologies that 
would help build an ecosystem of sup- 
porting technologies for its own prod- 
ucts in these markets. | 

SNIGDHA SENGUPTA 


clean | safe ec 





With pioneering innovations like common rail diesel fuel injection system and gasoline direct inject 
Bosch helps automobile engines burn fuel more efficiently. Bosch invests billions of euros to enhai 
vehicle performance and safety. In India, Bosch and Mico are working together to ensure your vehi 
has access to the world's best technology. Bosch, the largest auto component supplier in the world š 
Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The pov 
of We - giving you the best of both worlds. So that you can drive much farther for a lot les! 





The power of We 


i $ Y Bosch suggests y 
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CURE FOR KALA AZAR 


Bill's booster shot 


CHEAB new cure for kala 

azar (black fever), or visceral 

leishmaniasis, could be a re- 

ality soon. The drug, paro- 

momycin, an off-patent antibiotic, is set 
to enter phase-IV clinical trials. 

The Bill & Melinda Gates Founda- 

tion, which has part-funded the devel- 

opment so far, has donated another $30 


million (about Rs 140 crore) for post- | 


marketing and feasibility studies, 
among other things. The trials would be 
done in Bihar, which has a very high in- 
cidence of the disease. The Foundation 
would route the grant through the US- 
based Institute for OneWorld Health 





What Gates' $30m 
will pay for 


€ Phase-IV studies on at least 
1,000 patients in rural Bihar 


® Clinical trials on children 
under five years of age 


€ US FDA or EMEA approval 


to expedite review in other 
countries 


€ Drug manufacture, conform- 
ing to WHO GMP standards, in 
India by Gland Pharma 


USFDA=US Food & Drug Administra- 
tion; EMEA- European Agency for the 
Evaluation of Medicinal Products; 
WHO GMP=World Health Organiza- 
tion's Good Manufacturing Practices 





(IOWH). In the clinical studies con- 
ducted so far, the drug has been found 
to be safe and effective. (See "What 
Gates’ $30 m will pay for’) 

Kala azar, a parasitic disease, is en- 
demic to parts of India, Nepal and Bang- 
ladesh. A 2001 estimate says the region 
accounts for 20 per cent of the world’s 
half-a-million cases. Spread through the 
bite of the sand fly, it tends to afflict eco- 


| nomically backward communities that 


have poor hygiene and lack simple pre- 
ventive measures like mosquito nets. 
While cures are available, they are either 
meeting increasing resistance from the 
parasite due to age and misuse, or are 





expensive. That is why the new drug is 
important. IOWH expects paromomy- 
cin to be the most cost-effective drug for 
kala azar and, thus, allow governments 
to treat more patients with their limited 
funds. Says IOWH CEO Victoria Hale: 
“Our role is to fortify the arsenal of pub- 
lic health tools. The Gates Foundation 
funds are the catalyst for us to partner 
with some remarkable researchers, gov- 
ernment officials and manufacturers in 
India and other nations to create a local 
solution that meets the highest interna- 
tional quality standards.” 

The experiment also showcases how 
India can create new cures for neglected 
diseases for itself, as well as other coun- 
tries. Kala azar is also endemic to parts 
of Sudan, Ethiopia and Brazil. Using the 
trial data generated in India, IOWH can 
apply for regulatory approval to distrib- 
ute paromomycin in other countries. 
Indian manufacturer Gland Pharma 
has agreed to make this drug on a com- 
mercial scale. 

Four hospitals in Bihar recently 
completed a three-phase human trials 
on over 600 patients using paromomy- 
cin for the first time to cure kala azar 
(See ‘Vital Signs’, BW, 15 October 2005.) 
IOWH will seek the Indian drugs regula- 
tor approval next month to start selling 
the drug. Supplies will be restricted to 
government hospitals to prevent drug 
misuse that could breed drug resis- 
tance. ; 

Using the latest grant, at least 1,000 
patients will be treated in a post-mar- 
keting study in Bihar, says IOWH. The 
trial will be designed to study the feasi- 
bility of administering paromomycin in 
rural field conditions, and gather data 
on the drugs safety and efficacy. a 
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No.7 with 84.1 % Share of Traffic... 


a naukri.com 
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India's No.1 Job Site 


NUVO BUSINESSES. 


ND NO 


A NUVO NAME. 


Aditya Birla Nuvo. More than justa change of name. Symbolising a major transformation. Executing upon a strateg 
that leverages robust value businesses for powering growth in new age busine: ses. Making Aditya Birla I 
dis es | id pii billion dollar Company rharged bya vision of the future. zn : ce 


ymade Apparel. Life Insurance. Telecom. 


















































“© T" HE Bank of Intemational 
Settlements (BIS), the central 
bank of central banks, recently 
» released data which showed that 
one of the biggest drivers behind 
-the rally of the dollar since last year 
has been investment by oil 
exporters in US dollar deposits and 
investments. In the early years of 
the petro boom, oil exporters 
invested their eamings (which the 
-BIS points out is likely to have been 
“in the region of $1.3 trillion since 
& the end of 1998) mainly in deposits 
“denominated in the euro. Between 
* 1999 and 2004, investments in 
‘euro deposits by oil exporters rose 
by 13 percentage points. 
Since mid-2004, however, that 
“share fell by 8 percentage points as 
< fresh earnings were increasingly 
«9 invested in the US dollar as US 
“=, interest rates continued to rise. 
«5 Little wonder then that the US 
dollar has rallied by 12 percent 
4 against the euro over the last year, 
= despite the predictions that the 
>. gaping US trade deficit would cause 
the dollar to continue to fall against 
` all major currencies for some time 
-to come. 


&ç 


oe "T" HE BIS report also compared 
== V the investment pattems of oil 
&"* exporters during the current oil 
boom with that during the previous 
one between 1977 and 1982. In 
* the previous boom, oil exporters 
deposited their money with US 
banks, which, flush with funds they 
didn't know what to do with, fell 
; over themselves to lend to Third 
World governments. Eventually, the 
Third World governments were so 
* overdosed on this manna from 
*- heaven that they ended up 
defaulting, nearly bankrupting 
several large US banks in the 
process. What horrors are in store 
_@ this time around? Whatever they 
° are, they might not come from 








by pum Celestine 


banks but from investment funds 
like private equity or hedge funds: 
The BIS points out that a 


significantly greater proportion of oil | 
revenues has been invested directly | 


into the market through such funds 
and much less has been routed 
through banks. 

In a paper a few months ago, 


Raghuram Rajan of the IMF pointed ] 


out that fund managers get 
incentives that are very different 


| from what bank managers get. For 


instance, because their [fund 


managers'] compensation is tied to [ 


the retums generated by their 
funds, they have an incentive to 
take additional risks, whereas the 
downside they face is limited. Also 
fund managers have a greater 
incentive to herd. During good 
times, investment managers tend 
to take on greater risks than their 
counterparts in a bank. When the 
market collapses, they run towards 


| the exit door much faster. As Rajan 


puts it: “It is possible that these 
developments...create a greater 
(albeit still small) probability of a 
catastrophic meltdown." 

A 


OPPER is a drab and 
unglamorous metal, especially 


| when compared to its shinier and, 


currently, merrier sister gold, now 
at its 25-year highs. Yet, copper 


too, has a wild side. It was revealed ] 


a couple of weeks ago that a 
Chinese trader had accumulated 
huge short positions in the metal. 
This caused copper prices in 


| intemational markets to shoot up 
| to record levels on speculation that 


the Chinese trader would have to 


cover his position. This isn’t the first | 


time this is happening. A few years- 
ago, a Japanese trader tried to. 
comer as much as 5 per cent of 
the annual world copper trade, - 


eaming himself the nickname Mr EE. 
Five per cent'. P: 
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TEXTILE 


New havens 
for old trade 


HE government has identified 

| 28 potential textile parks under 

the Scheme for Integrated Textile 

Parks (SITP). The SITP a public-private 

partnership initiative, has replaced two 

earlier government initiatives, the Tex- 

tile Centres Infrastructure Develop- 

ment Scheme (TCIDS) and the Apparel 
Export Parks. 

The 10th Five-year Plan has ear- 
marked Rs 625 crore for the scheme. The 
continuation of the scheme in the 11th 
Planiscontingentupon thesetting up of 
25 parks during the 10th Plan period. 
IL&FS has been selected as the project 
management consultant. Each park will 








Integrated textile parks 
approved 

Nature 

of park 


Weaving & 
processing 


Location Area (acres); 


: status 
73; sale 
agreement 
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74.19; land | 
in possession 


“Apparel, 
weaving 
sizing & 
processing 
Weaving 


Kolhapur | 


Jaipur ` 





done by Riico 

| 317; allotment E 
done by Sipcot 

Source; Ministry of Textiles 
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— processing 





have a special purpose vehicle (SPV) to 
coordinate all activities relating to their 
settingup and management. 

These parks would be equipped 
with reliable power and water supply, 
effluent treatment facilities, design and 
testing centres, and warehouses, all on a 
shared basis. Costs would be realised on 
the basis of the consumption as well as 
the size of the unit. The government will 
grant 40 per cent of the funding, while 
the remaining would have to be raised 
bythe SPV. 

A welcome fallout of this has been 
that most of the 28 potential parks iden- 


P. tified have attracted weaving and pro- 


cessing units, considered the weakest 
link in the textile chain. The SITP looks 
geared to address the problem. a 
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Presenting Easy Stretch - the lycra" enriched range from Park Avenue. 
Suits, Trousers and Shirts that offer extra comfort, style and shape 


Park Avenue presents 


High-drama with Lycra 





retention qualities. Get ready to stretch the limit. 


\ 
) 
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| HE P nli THE L E A OD 


Available at Park Avenue exclusive stores in Mumbai 
THE RAYMOND SHOP and other leading outlets. Visit us 


(High Street Phoenix), Bangalore (Brigad 


at www.parkavenue.co.in 


e Road) 


^ 


. Delhi (C-Block Connaught Place | Ajmal Khan Road Karol Bagh), Ahmedabad (Raindrops, C.G. Ro 
` 


LYCRA’ is a registered trademark of INVISTA for its 


brand óf premium stretch fibres and tati 





z JEAN-PAUL Thill recently took over as 
the CEO of the Europe, Middle East, and 
;! Africa (EMEA) operations of KPMG, the 
world's second largest audit and consul- 
5 ` tancy firm. An expert in retail, foreign di- 
7 - rect investment (FDI) in the sector in In- 
_ dia is something that he has dealt with. 
E Inconversation with BW's Feroz Ahmed, 
Thill shared his opinions on where the 






b sector is headed in India. Excerpts: 

|. 3 

PS 

Ë the direction in which the Indian 

Be is travelling. 

| There is a lot of political will to open up INTERVIEW/JEAN PAUL THILL 


the economy, to drive the reforms, to 


fee the country. 'India IS like 


m On the prospects of retailing in India 3 A 
_ being opened up for FDI. Pa Pa 
Um In India there are still restrictions on for- a C O n, t l n e n t 
h eign investment in retail and a debate is 
ds goingon whether hose should be lifted, 
to some extent, if not entirely. The fig- 
is going around for FDI permission 
49 per cent and 26 per cent. Two 
weeks back, the government talked | fruits and vegetables. | tres with adequate parking facilities 
labour opening the retailing sector for ratherthan somewhere near the airport, 
| Een but then something happenedin | Bi On the minimum level of ownership as they do in the US. 
the Cabinet meeting and the decision | acceptable to retailing MNCs. 
- got postponed. Most of them view partial relaxationasa | m On the problems in outsourcing gio- 
3 good first step. However, it will be more | bal consultancy work from KPMG India. 
On ways to address the political op- difficult to work in a joint venture be- | The world is doing fine as far as eco- 
( to FDI in retailing. cause itis about bringingthe knowledge | nomic growth is concerned. The prob- 
_ Such situations have huge political, | and all the soft skills. The franchise mo- | lemisthatwe have resource constraints. 
economic, and demographic implica- | del can be successful, but it can be diffi- | In the US, the work for compliance with 
_ tions. The ministers that addressed the | cult for the franchisee to maintain qual- | the new corporate governance law — 
f World Economic Forum summit were | ity and scale. MNCs can start with joint | Sarbanes-Oxley Act — has kept our firm 
_ openandkeen to drive reforms forward, | venture — 50:50 or 49:51. Even having | there very busy, and they don't have 
- but they also have to look after their | partial ownership (26 per cent) willbea | enough people to do all the work within 
_ constituencies. Globalisation brings the | help, as they will be able to learn about | the given short time. American business 
_ prices down for us as consumers, butit | the country, the people, and the speci- | leaders are desperate, but the visa ad- 
- threatens our jobstoo. I believethereis | ficities ofthe market. | ministration just doesn't follow suit. 
space for the organised retailers as well Getting a visa to the US can take weeks, 
ls theunorganised retailers in India. m On KPM6's advice to retailing clients | which is not very helpful. 













he on their strategy for entering India. Though the world has gone global, 
3 u On tne potential role of FDI in the In- | India, like China and the US, isofconti- | in Europe and America we live with reg- 
. dian retail sector. nental dimension and acompanyhasto | ulations which are pre-globalisation. 


- [dont know of any other economy that | work on regional basis and noton ana- | You have to make distinction between 

has one foot in the 21st century — India | tional basis. You cannot come in and | well trained people who can add value 
k has a world class IT industry — and the | start planting your little flag all across | to your economy and the economic 

other in the 19th Century, as in the case | India in two years. You have to doit step | refugees. Our law currently is that one 
of retail. Indian retail sector has alot of | by step: start reasonably small, say with | size fits all. As a result, the US is begin- 
intermediates, which makes things very | one, two, or three hypermarkets. Also, | ningtoseea brain drain; the US got rich 
expensive for consumers. Modernising | the consumers in different regions vary | and advanced earlier because it at- 
and globalising retail is also important | in terms of preferences and purchasing | tracted good people from all over the 
- for extending the benefits of economic | power. We'd advice setting up more | world. But now, because of visa prob- 

















wth to the more than 600 million | malls in Bangalore than in Kolkata. lems, fewer people are going to the top 
. farmers of India, as investment is re- | Also, we would say that they should | USuniversities. They are going to UK or 
-quired in storage and timely delivery of | locate their stores close to the city cen- | somewhere else now. x 
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—7 crore in the next three years to 
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V 


^. And that's just the first round. 


NDIAN paper industry is 
on aroll. Seven large com- 
panies are together in- 
vesting about Rs 6,900 


increase capacity by more than 
50 per cent to 900,000 tonnes. 


Rajeev R. Vaderah, president of 
Indian Paper Manufacturers 
Association (IPMA), estimates 


Adding to the heft 


2345 6p)s8 9 101 


T 
planning to add 300,000 tonnes - 
ata cost of about Rs 1,500 crore, 
which it plans to raise internally. 
Andhra Pradesh Paper Mills has 
a Rs 635-crore modernisation. 
and expansion programme and 
is also reported to be looking for 
a suitable site for a new, 
Rs 1,800-crore plant. Others 
cashing in on the boom are ITC’ 
(200,000 tonnes) and Sirpur Pa- 


N that the growing domestic de- per Mills (54,750 tonnes). d 

—, mand will call for an additional JK Paper's Rs 235-crore ex- 

capacity of 2 million tonnes and Company Capacity Lace pansion plan includes 60,000 

\ 7 an investment of around asas t4 tonnes offresh capacity in pack- 
* Rs15,000crore by 2010. aging boards. Harsh Pati Sing-- 


APPM 

BILT (incl. 
APRPL) 

ITC 

JK Paper 
Sirpur 
TNPL 

West Coast 


153,500 
466,500 


100,000 
300,000 


hania, managing director, JK Pa- 
per, says: "We are expecting a 
growth of around 12 per cent for 
our specialty products due to 
robust growth in packaging and 
FMCG sectors. We will be raising. 
the capital in a debt-equity ratio , 
of 1.5:1.” The company recently 
commissioned a Rs 80-crore 


, The industry came out of a 
a — five-year slump last year, when 
\/ its investment of Rs 2,330 crore 
x Z in fresh capacity exceeded the 
_ total investment in the preced- 
_/ ing five years. Prices, too, have 
y , gone up thrice this year. 
But the stockmarkets are 
not excited. The price-earnings 


352,500 
180,000 

83,550 
230,000 
163,700 


200,000 
60,000 
54,750 

120,000 
60,000 
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' sults, has been 5-10. This is way 


(PE) ratio for large paper firms, 
on the basis of the 2004-05 re- 


below what most other sectors, 
particularly large-cap, are en- 
joying currently. Paper mills 


_/ worry that low valuations could 
, affect their fund-raising plans. 


The low valuations reflect the appre- 


— hensions that exist about the sector. The 


industry's cyclical nature has led to 


_/ phases of over-capacity, and eventually 


a slump in prices, in the past. Besides, 
high costs offuel, raw material and tech- 


- nology have squeezed the margins. And 


then, there are the several environmen- 
tal concerns surrounding the industry. 
But none of that is keeping the pro- 


" / moters from investing. “We can protect 


Finally, 


Figures in tonnes per annum 





Source: IPMA 





our competitiveness 10 years later only 
if we invest today, capitalising on our 
lowasset cost,” says K.L. Chandak, exec- 
utive director, West Coast Paper Mills. 
“Paper mills have lagged in economies 
of scale due to a protective tariff envi- 
ronment. Through this aggressive ex- 
pansion, we are preparing for a proba- 
ble environment when tariffs will 
decline from the prevailing 15 per cent.” 

The largest expansion plan is that of 





industry leader Ballarpur Industries. Itis 


something to 


fight hair loss. 
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coated paper plant. 

There are some who beliével 
the current expansion will still 
not match the demand. A recent 
research from a leading broker- 
age firm states: "Most players. 
are currently operating at near 
100 per cent capacity. Thus major ex- 
pansions are bound to happen. How- 
ever, supply would still fall short of de- 
mand. Domestic demand is estimated 
to rise ata compounded annual rate of 
6.1 per cent up to 2008-09, while capa 
ity would grow at only 3.1 per cent 
the period. Thus, paper makers would 
be able to command good prices in the 
years to come.” That should gladden the | 
investors and the mills alike. LI 
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UMBAI-based Patni Com- 
puter Systems was to com- 
Kd plete the listing of its $140- 


million ADS (target amount) on the 
New York Stock Exchange (NYSE) on 
Thursday, 8 December 2005. To trade 
under the symbol PTI, the price fixed for 
the ADS was $20.34 per share. The com- 
pany is already listed on the Bombay 
Stock Exchange and, at the time of going 
to press, was trading at Rs 490 per share. 

The listing gives the company ac- 
cess to capital for expansion, including 
acquisitions. Chairman Narendra Patni 
plans to take the company to $1-billion 
revenues in five years. In November, 
Patni filed an application with US regu- 
lators for an IPO of 6.875 million ADSs. It 
is offering 5.125 million ADSs and an ex- 
isting shareholder has offered another 
1.75 million ADSs. 

The underwriters to the issue in- 
clude Goldman Sachs (Asia), Merrill 
Lynch & Co. and ABN AMRO Roth- 
schild. They have the option to buy an- 
other 1 million depository shares to 
cover over-allotments. Jefferies Mac- 
quarie Bank will assist. Private equity 
firm General Atlantic Partners plans to 
sell 3.5 million equity shares, or the 
equivalent of 1.75 million depository 
shares. That would reduce its stake to 
16.82 per cent from about 21 per cent. Bi 
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DUBAI HOLDINGS 


Making Indian cities smarter 


UBAI Holdings, the parent of 

Dubai Internet City, 

Dubailand and Dubai Media 
City, is a diversified semi-govern- 
ment company with its fingers in 
many pies. In India, it is relatively 
unknown, except for Dubai Intemet 
City, which has invested in the Smart 
City in Kochi. 

According to senior officials of 
Dubai Holdings, the company is in 
advanced talks with the Andhra 
Pradesh govemment to set up a 
similar facility in Hyderabad. 

Kochi's Smart City has been 
envisaged as an integrated 
development centre for the IT 
industry, where foreign companies 
can easily set up shop without 
problematic 


Holdings is acquiring a small existing 
IT park in Kochi and adjoining land to 
build a township that is self- 
contained. The Smart City may be 
called an SEZ if the new SEZ Act 
allows for both processing and non- 
processing activities. 

The company is in talks with 
around 7-8 other Indian states for 
setting up business and IT parks. 
The idea is to help develop the 

emerging cities in these Indian 
states by setting up state-of-the-art 
self-contained parks for various 
industries. Though the company is 
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focused on knowledge-based 
industries, it is open to setting up 
any kind of business park in 
conjunction with state governments. 
“We want to invest in cities of the 
future; we avoid investment in 
already congested cities,” says 
Ahmad Bin Bayt, director-general of 
the Dubai Technology Zone and 
Media Free Zone, and former CEO of 
Dubai Internet City. 

Dubai Holdings is also discussing 
with states the possibilities of 
setting up a healthcare centre on 
the lines of the Dubai Healthcare 
City, or biotechnology parks like 
DuBiotech — the state-of-the-art 
facility located over a whopping 21 
million sq. ft in Dubai. 





Company officials declined to 
divulge the turnover and extent of 
government holding in Dubai 
Holdings, but say it's a several billion 
dollar enterprise which is looking to 
invest in India. A number of Indian 
firms like Wipro and Satyam 
Computer Services have offices in 
the Dubai Internet City. While Dubai 
Holdings is not exploring pure real- 
estate projects in India yet, Bayt 
says the company has undertaken 
such projects in Qatar and Oman 
and may do so in India later. A 

ANJULI BHARGAVA 


SANJAY SAKARIA 
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beyond metropolitan India 


IT is already touching the lives of the masses. It's time to get them involved 


(L-R): West Bengal governor 
on 7 December as Nasscom president 


Computer CEO 


N five years, India has produced 
three $1-billion-plus information 
technology service giants that are 
powering the adoption of IT 
abroad. Yet, the country's own 
adoption of IT remains abysmal. 
National Sample Survey 2002 esti- 
mates that only 1.4 per cent of urban In- 
dia has PCs with Internet connections, 
while PC penetration itself is marginally 
higher. Setting the agenda for India's 
$20-billion-plus IT services industry, 
West Bengal governor Gopalkrishna 
Gandhi said: "Unless IT bridges the digi- 


` tal divide, it will be a pyrrhic victory.” 


Gandhi was speaking at the inaugural 
session of this year's BW-Nasscom ICT 


, conference, Infocom 2005, that was held 


7 
7 


|y: 


in Kolkata from 7-11 December 2005. 
Taking a cue from Gandhi, Nasscom 
president Kiran Karnik said both the 
government and companies will have to 
lookat taking IT into Tier II and III towns 
to bridge the digital divide that is widen- 


Allie 


Brexit k Brhibitio 





delivers his address at the opening of Infocom 2005 


, ABP managing director 


and West Bengal IT minister 


ing as IT exports scale new heights each 
year. For instance, he said, the industry 
along with state governments should 
now look at taking IT services to smaller 
towns, semi-urban and even rural areas. 
“As we grow in Kolkata, we need to look 
at smaller cities in North Bengal and 
build infrastructure there. Work has to 
go to talent, not vice-versa,” said Karnik. 

West Bengal minister for IT and en- 
vironment, Manabendra Mukherjee, 
said Kolkata offers several advantages 
such as low cost of operations and low 


| attrition rates. These could give smaller 


towns and cities the edge. 

There are already a few companies 
that have begun to cast the net wider. 
Satyam Computer chairman & CEO B. 
Ramalinga Raju cited a recent initiative 
taken by his company to bridge the IT 
gap. Raju is the force behind a non- 
profit organisation called Byrraju Foun- 
dation, which employs educated rural 
youth for BPO services for Satyam’s in- 
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look on 


ternal requirements. The 
foundation has launched 
an initiative called 
GramlIT to take BPO to 
rural parts of Andhra 
Pradesh and aims to 
reach 250 villages and 2 
million people. Recruits 
will be trained at the 
GramIT centres by 
Satyam and these will 
serve as back offices for 
Indian companies, state 
governments and other 
institutions. 

Chipmaker Intel, too, 
has been active in rural 
areas. It is developing a 
community PC platform 
for rural and semi-urban 
areas. Explaining the ra- 
tionale behind the 
model, R.K. Amar Babu, 
director, Intel South Asia, 
said: “The personal usage 
model works better in de- 
veloped countries.” The 
community platform will open up ac- 
cess to services like education and tele- 
medicine. Intel runs a rural programme 
for training teachers in the usage of 
computers and is scaling up its invest- 
ments to encompass a wider market. 

While the urgency to take IT to the 
masses cannot be undermined, TiE Glo- 
bal chief Shridhar Iyengar said IT has al- 
ready touched life at the ground level. 
For instance, he said, electronic voting 
and online railway reservation would 
not be possible without IT. “We proba- 
bly need to increase the awareness of 
what IT can do and has already done to 
hasten its adoption,” he said. 

Demystifying IT would help in deep- 
ening its adoption. As Bhaskar Prama- 
nik, managing director, Sun Microsys- 
tems India, pointed out, the IT revolu- 
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, Satyam 


| tion has gone past the age of just being 


about technology and is now about par- 
ticipation at the social level. = 
SNIGDHA SENGUPTA & NELSON V. MOSES 


"HOW DO WE IMPROVE OUR MARGINS WITHOUT 
MARGINALISING OUR CUSTOMERS? 


HOW DO WE STRENGTHEN FINANCIAL CONTROLS 
WITHOUT STIFLING PRODUCT INNOVATION? 


HOW DO WE SIMPLIFY OUR INCREASINGLY 
COMPLEX FINANCIAL PROCESSES? 


IBM BUSINESS CONSULTING 


fa > < ? 
Aen -F E 


o 25 fr 


How do you find the answers? With an altogether different kind of thinking which identifies, creates and delivers lasting business value. With 
10,000 financial management specialists (including more than 700 CPA's) who can help spur growth, manage complexity and balance risk. Wit! 
unique strategic capabilities you'll find at IBM. Our insights into on demand have already helped Unilever and Chevron optimise financial proces 
strengthen financial controls, and boost agility. 


What could we do for you? Visit ibm.com/in/businessconsulting to download a copy of our white paper on Performance Management for the CF( 
e-mail us at businessconsulting@in.ibm.com 


ON DEMAND BUSINESS 





7 


SS Se Co ONT TR 


a aian. iaren WA iiin di 


— 
M 


um dk v XL. pr dre 


RANBAXY 


Hoping to win, finally 


THE patent battle be- 
tween US-based innova- 
tor Pfizer and India’s 
largest drugmaker Ran- 
baxy Laboratories over 
the rights to make and 
sell anti-cholesterol drug 
Lipitor (atorvastatin) is 
travelling across the 
globe. After the ruling of 
the Norway court, both 
companies claimed vic- 
tory. To get some clarity 
on the issue, BW Gina S. 
Krishnan contacted both 


Malvinder M. 


or SS a 
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the companies. Pfizer responded two 
weeks ago. (See Pfizer's patent is intact in 
Norway, BW, 5 December 2005.) Ran- 
baxy replied a week later. This is what 
Ranbaxy president and executive direc- 
tor Malvinder Mohan Singh had to say: 


m On how Ranbaxy is handling the loss 








Singh: Showing optimism in despair 


in the UK litigation 


We are proceeding with the appeal and 
remain confident of winning ultimately. 
There is a lot in Justice Pumfrey's deci- 
sion, which is encouraging for us even 


with respect to the Racemate patent. 


i On the Norway verdict and how it is 


SANJAY SAKARIA 





significant for Ranbaxy 


We believe the weight of the precedent 
is against the way the court has ruled on 
theintermediate patent and that the ap- 
peals court will see it our way, the way 
the Finnish court sawit. Thus the win on 


the process patent is very significant. 


= On the atorvastatin market size in 


major European markets 


Norway is about $50 million; Austria, 
about $30 million and the UK about 


$700 million. 


m On the ramped-up Lipitor capacity 
and what Ranbaxy wants to do with it 


If we win on appeal and we have ap- 


proval, we will launch in Norway. 


m On legal battles that Ranbaxy is in- 
volved with in Germany, Austria and 
Italy, and the expected time for a deci- 


sion. Also on whether the firm has legal 


issues in Japan 


Decisions in Germany [should come] 
only late in 2006 at the earliest; it will 
come even later for Italy. Nothing [is 


happening] in Japan. 
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YDERABAD will host the fourth 

Pravasi Bharatiya Divas (PBD) 

conclave from 7-9 January 
2005. The event is likely to attract 
about 1,500 delegates. 

S. Krishna Kumar, secretary, Min- 
istry of Overseas Indian Affairs (MOIA), 
feels this time PBD will be more than 
a jamboree. He says: “PBD needs to 
be used more effectively to involve 


- Overseas Indians (Ols) in the eco- 


nomic development of the country... 
Instead of having PBD as a once-a- 
year event, we will make it a calendar 
of events; we will also enrich the con- 
tent to offer something to the serious, 
business-minded Ols." 

So, at Hyderabad, the state gov- 
emments will be asked to come up 


_ with concrete projects, instead of 


platitudes about their investor-friendli- 


.. ness. A number of these projects will 
have to keep in mind Ols who don't 


have deep pockets. 

Kumar stresses the need to convert 
remittances from Ols into investments. 
India topped the World Bank's global 


PRAVASI BHARATIYA DIVAS 


Meaning serious 
business 


remittances rankings in 2005 with OI 
remittances totalling about $22 billion. 
He points out that over the last decade, 
much of the Kerala tourism infrastruc- 
ture has been developed by people re- 
ceiving money from relatives and 
friends working in the Gulf. 

"Tourism is an ideal investment for 
the less-moneyed Ols as individuals 
can invest in it and the return is can 
be almost immediate," says Kumar. 
He thinks Uttaranchal and Himachal 
Pradesh are well-placed to pitch for OI 
investments in tourism. 

Besides pushing for Ol investment 
in small and medium enterprises, the 
ministry plans to use PBD to launch its 
ambitious knowledge network. Kumar 
plans to create a web portal for do- 
mestic and overseas Indians special- 





ising in high-skill fields such as sci- 
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ence, medicine and engineering. The 


portal will allow Indians and Ols spe- — 
cialising in these areas to interact with 


each other for mutual cooperation. 
Being created in collaboration with 
Nasscom, the portal seeks to tap re- 
search and education bodies like 


_ICAR, CSIR, UGC and national science 


laboratories. - = 
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_ China has built a classy First World city that has 


| become yet another IT hub of India. 


1 occurred since Pune got onto the IT and BPO 


T Pune. On last count, six flights land and take off 
from that inadequate airport between 5 p.m. 
and 7.30 p.m. Of these, five are clustered be- 


j-have been trivial. But in Pune, it is a disaster. 
|. off from Pune: the 7 p.m. Indian Airlines flight 





| Shanghai exhilarates and depresses. 


-its becoming obvious to me how far behind the 


the single runway. It is also way too small to 


- sand passengers waiting to make their way out | 





“| O, here I am, in Shanghai suffering 
from severe depression. Here is an 
i 18 million-strong megalopolis that is 
3 light years ahead of Delhi, Mumbai, 
* Bangalore, Hyderabad, Chennai and 
everything else you could think of in India. 


Jt exhilarates when one witnesses how 


to be seen to be believed. It depresses because I 
cry for India’s wilderness years, when we ought 
to have concentrated on building world-class 
physical infrastructure, but wasted them in de- 
bilitating debates on the political economy of 
what has to be one of the most glacial paces of 
economic liberalisation. 

Sitting in Shanghai, I have thought of Pune 
Airport on several occasions and got enraged. 
The anger has nothing to do with Shanghai per 
se. Both the airport and the city of Pune have 
become nightmares of their own accord. It is 
just that each visit to Shanghai makes me 
acutely aware of India's terrible infrastructural | 
inadequacies. And since I've been visiting Pune 
once every 10 days over the last three months, 


curve we are, especially for.a city that wants to 


Pune Airport is controlled by the Indian 
Air Force, which has the first right of use of 


deal with the explosion in air traffic that has 


map of the world. 
I . Consider the evening air traffic in and out of 


tween 6 p.m. and 7.30 p.m. So, in this two-and- 
a-half-hour period, there are well over a thou- 


of Pune. Ata normal airport, this volume would 


The tiny apron can handle no more than three 
Airbuses or Boeing 777s plus, at a pinch, a | 





. smaller jet. Not s 
tinely ce ast 











Ghats awaiting permi ion to land. 


In seven of the last eight trips to Pune, the | 







queue for security has been over 150 passen- 
gers long, snaking around the terminal in sev- 
eral ways depending on the artistic whims of 





the Central Industrial Security Force (CI ) ; 






personnel. But that's not all. Ther 


ray machines for checking hand baggage in 


Pune. However, during the peak hours, 
one is operational. Do you know why? _ 









ters, there is a mismatch between frisk points 
and X-rays. So, instead of redesigning the 


security bay to create at least two additional 4 
frisking posts, the CISF has opted fora classi- 


cally Indian solution: shut down one machine 
and elongate the queue. 

Clever passengers have tried to short circuit 
the system by arriving for security at the ti 
the final boarding call. Obviously, ever ne 





can't play that game; and since India has no- 





dearth of this type of cleverness, 
ment has typically backfired. —— 


the emer: 


Usually, CISF personnel at most airports at are 


both polite and efficient. Pune is an exception. 
The team feels it is suffering; its leader is a guy 
who struts around and does precious little; and 
its basic view of the world is that if we are get- 
tingitin the neck; why notthe passengers. 
- The outcome: seven of the eight flights that 
P ve taken from Pune to Delhi in the last three 
months have been late by 45-90 minutes. That's 
almost. entirely due to apron inadequacies, 
loading problems and the delays at security. 
~ With such infrastructure, itisa foregone 
conclusion that India will attain 10 per cent 


. growth year after year! Meanwhile, from 13 De- 


 cember, yet another flight is scheduled to take 


‘to Singapore a to that! = 
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Thisis because withonlyone magnetic gate i 
for the males servicing just two frisking coun- 


eof. ; 


+ 


Today he's perched up here for a better view. Down the years, | will show him life : 


beauty. | will show him its imperfection. More importantly, | will show him how tt 


-fly to a nest of his own. And then, I'll start right over with my grandson. Celebrate lif 
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WTO MINISTERIAL 





LATHA JISHNU 


RADE talks are all about 

brinkmanship — and pos- 

turing. There is always the 

threat of withdrawals, nig- 

gardly offers and vetos be- 
fore a critical meeting. And as often as 
not, last-minute agreements ham- 
mered out in the green room meetings 
have saved the day for the World Trade 
Organization (WTO). 

But going by the statements made 
by several countries and trade blocs in 
recent days, it seems very likely that the 
Hong Kong ministerial scheduled for 
13-18 Decemberis doomed. Neither the 
rich nations nor the developing coun- 
tries are budging from their positions 
on a host of issues, but primarily agri- 
culture, services and industrial tariffs. 

The flurry of meetings over the past 
six months, specially in the last 10 days, 
has gone nowhere. Statements down 
the line from that of WTO director-gen- 
eral Pascal Lamy to Asian and African 
negotiators are all of dire foreboding. 
India is making no bones about the fact 
that it expects little from the ministerial. 
The commerce ministry has put out the 
word that ambitions have to be tempe- 
red. The most dampening assessment 
of the prospects for the Doha Develop- 
ment Agenda came a week back when 





Hanging 
bya 
thread 


Developing 
countries are 
refusing to 
open up 
services 

or reduce 
industrial tariffs 
until farm trade 
is made fairer 
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Director-general Pascal Lamy 
fears that if the Ministerial is 
unsuccessful, there will be an 
unhealthy jump in smaller 
regional agreements 


commerce secretary S.N. Me- 
non said, after the trade negoti- 
ations committee meeting in 
Geneva, that India was serio- 
usly disappointed by the grow- 
ing ‘development deficit’ in the 
current round of negotiations. 

From Delhi's standpoint, 
one ofthe big omissions is the 
lack of progress on the special 
and differential (S&D) treat- 
ment mandated in the Doha 
Round for developing coun- 
tries. Even the five priority S&D 
proposals of the least devel- 
oped countries (LDCs) have 
not been agreed upon, Menon 
notes. Indias complaints in- 
clude a similar lack of emphasis 
on development issues in agri- 
culture, non-agriculture market access 
(industrial tariffs) and trade related as- 
pects of intellectual property rights 
(TRIPS). And just a couple of days ago, 
commerce minister Kamal Nath em- 
phasised that if there was no progress 
on agriculture, "India cannot agree to a 
situation which displaces its farmers". 

All this is fairly predictable. India, 
along with the G-20 group of develop- 
ing countries, has traditionally made 
an issue of the mammoth agriculture 
subsidies that sustain the farm exports 
of the rich world, notably by the EU 
and the US, although its interests are 
narrow. What is unexpected is the 
seemingly impermeable position of 
the developing world on this issue un- 
like in the past when sectoral deals of- 
fered to African and Caribbean nations 
very often divided the poor nations. 

Agriculture remains the sticking 
point, the areas of concern being 
export subsidies, domestic support 
and market access. 

The first is the most damaging be- 
cause it brings down global prices and 
penalises farmers in poor nations. 
Take cotton. American — and, to a 
lesser extent, EU — subsidies on cot- 
ton is at the heart of the fierce debate 
on farm subsidies because they threa- 
ten the livelihood of 20 million people 
in West and Central Africa. Between 
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9 and 2003, US subsidies of $12.47 
illion to its cotton farmers led to direct 
` losses of $250 million and $1 billion in 
; indirect losses to African countries. 

.. There are other victims, too, of the 
US's gargantuan subsidies. Last year, 
Brazil, in the first challenge to farm sub- 
... Sidies, won a signal victory in the WTO 





D by proving that US cotton producers | 


had depressed global prices and in- 
< flicted losses of $600 million on its farm- 
«ers in the 2001-02 season. Much of the 
«current resentment against the rich bloc 
.. isthat such subsidies still continue, pos- 
-inga serious challenge to the multilat- 
_. eral trade negotiation process. 
Interestingly, in the run-up to Hong 
_ Kong, the EU has been cast as the chief 
farm villain for refusing to reform its 
_ agriculture policy. The US and the EU 
have both made fresh offers in recent 




















offers as inadequate. The UK has not 
_ only enraged its trade bloc by criticising 
the subsidy regime, it has also antago- 
nised France for stalling a more liberal 
offer from the EU. France is insistent 
-that no deal should go beyond the 
changes made in anticipation of a deal 
in Cancún that never materialised. The 
. EU has also been insisting that this offer 


weeks to reduce subsidies and tariffs, | 
but have been slamming each other's | 





is conditional on other countries agree- 
ing to additional trade rules, which 
would include a limit on the US's prac- 
tice of shipping large quantities of food 
aid to poor countries. 

Does all this bickering bode well for 
the developed world and the minister- 
ial? The factis that the global agriculture 
markets are in a complete mess on 
account of the various trade-distorting 
measures and call for an overhaul 
that calls for collective will. This clearly 
is missing. 

Last month, the 25-nation EU 
agreed to reform its sugar regime for the 


first time in nearly four decades. Butthe | 
WTO still does not have any datesforthe | 


elimination of subsidies. While the 
world wants them halted by 2010, Brus- 
sels wants an end to export credits and 


food aid by Washington, which are also | 
| toprotect their industries. 


undermining poor farmers. 
For its part, the US has offered a 60 
percent cut in support for US farmers in 


its Amber Box, which clubs most trade- | 
distorting subsidies directly linked to | 


price or production levels. But in return, 
Washington wants Japan and the EU to 
make significant cuts. Then there is the 
question of market access. 

All this has overshadowed other crit- 





ical issues like the negotiation on servi- | 





NO TIMELINES, NO SPECIFICS 


The second draft proposed for the WTO ministerial conference 


does not have much to offer 
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ces, where India has taken an aggressive 
stance and sought major concessions, 
especially on Mode 4 that relates to the 
movement of skilled personnel across 
borders. The negotiations encompass 
163 sectors including banking and in- 
surance. And the talks are based on a 're- 
quest-offer' process, under which coun- 
tries seek to open up sectors of interest 
to them and seek reciprocity from their 
trading partners. So far, less than 100 of 
the members have come up with their 
own proposals. 

There is also the question of non- 
agriculture market access. The devel- 
oped world wants a generalised cut 
in import tariffs as per the 'Swiss 
formula. This would oblige all WTO 
members to reduce tariffs to below a 
fixed level. Developing countries, how- 
ever, are demanding smaller tariff cuts 


The Confederation of Indian Indus- 
try (CII) has cautioned the government 
against a trade-off that would impose 
costs on industry. R.V. Kanoria, chair- 
man oftheWTO committee, says indus- 
try should not be made to pay for gains 
in other areas of the WTO negotiations. 
"Indian industry cannot be treated at 
par with its counterparts in the devel- 
oped nations and is thus, opposed to 
zero-for-zero tariff in the select sectors 
suggested in the draft text," he says. Un- 
der this formula, countries completely 
open up specific sectors, which entails 
zero tariff on certain categories of prod- 
ucts. The sectors proposed for this in- 
clude textiles, auto and auto compo- 
nents, fish and fish products, along with 
garments, gems and jewellery. 

The question is whether Hong Kong 
offers room for manoeuvring. Trade ex- 
perts believe it is increasingly difficult to 
achieve ‘balance of concessions’. This is 
because the main players have fewer 
bargaining chips to play with. There is 
also the unwieldy nature of the WTO: it 
now has 150 members, and an ever- 
widening agenda that makes it difficult 
for nations to agree to proposals that 
have a direct bearing on sensitive na- 
tional policies of members. 

Lamy warns that if Hong Kong is not 
successful, there will be an unhealthy 
jump in smaller regional agreements 
that might make it harder to resolve 
trade disputes around the world. But is 
anyone listening? E 
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released by 
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finalising 
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T is acknowledged now that the WTO 
meeting at Hong Kong will be a non- 
event, at least so far as realising the de- 
velopment and market access opportu- 
nities under the Doha Development 
Agenda (DDA) are concerned. WTO director 
Pascal Lamy released a draft ministerial text on 
2 December. The draft, a compilation of delib- 
erations and drafts of different Council meet- 
ings, scores very low on ministerial ambition. 

It has not come out with any timeline for fi- 
nalising modalities in key areas, giving cre- 
dence to speculation that members may not 
reach a final agreement on moving ahead on 
the Doha round. Securing larger market access 
under DDA is what all the members want. De- 
veloped countries also want free entry for their 
investors in developing countries. In such a 
scenario, issues like balance of interests and de- 
velopment concerns of other members have 
taken a back seat. However, these countries are 
no longer ready to buy any argument to the 
contrary, or fall for empty promises. 

While the deadlock is due to lack of conver- 
gence on agriculture modalities, the main 
stumbling block is arising from lack of satisfac- 
tory offers from members vis-à-vis intra-modal 
asymmetries and most-favoured nation (MEN) 
exceptions. While expectations were high, in 
view ofthe lukewarm nature of the offers, final- 
ising a generally acceptable deal has become 
implausible. The main text and the Annex C on 
services in the draft reaffirm that while the ob- 
jectives and principles stipulated in General 
Agreement on Trade in Services (GATS) and in 
the Doha Declaration will be followed, some 
commitments are in order. Members should 
make commitments in modes 1 & 2 (pertaining 
to cross-border supply of services) to bind 
'existing' levels of market access, and for mode 
3, make commitments on 'enhanced levels of 
foreign equity participation, allowing greater 
flexibility on the types of legal entities permit- 
ted. This, and the lack of immediate gains for 
developing countries from the proposed 





services modalities on mode 4 (pertaining to 
movement of individuals), has made most 
members unhappy. Indias official reaction has 
been that the draft is “bland”. 

One of the most contentious issues in the 
last six months of informal negotiations at the 
Council for Trade in Services (CTS) has been of 
‘benchmarking’ or mandating of members to 
prise open a minimum number of sectors, with 
numerical targets for minimum access. This 
would have implied a subversion of the current 
request-offer modality of GATS negotiations 
and moved away from the ‘positive list’ appro- 
ach. While India is in general agreement for 
greater market access in key business and pro- 
fessional services, this change in modalities by 
reducing the negotiating flexibility offers little 
comfort, especially in view of no meaningful 
commitment from trade partners in the mode 
most critical to India—mode 4 access. 

The present draft is structurally different 
from the first one released in November, which 
hinged the declaration on services to the con- 
cept of benchmarking. The present draft, while 
saying that the ‘request-offer’ approach will 
continue to be the basis of negotiations, actu- 
ally tries to change the focus of negotiations 
from sectors to modes of service supply. The 
draft text fails to restore the intra-modal asym- 
metries, and timelines for implementation 
have been left loose and indeterminate. 

Even in areas like domestic regulation (DR), 
where convergence was largely achieved, the 
draft fails to come up with concrete modalities. 
For developing countries to realise the devel- 
opment potential of the Hong Kong round, a 
focus on mode 4 as well as modes 1 and 2 is a 
must. But developed countries have not been 
accommodating. Given that importing coun- 
tries use DRs as de facto market access barriers, 
unless there is agreement on discipline on their 
use, no amount of market access in mode 4 can 
ensure gains for developing countries from ser- 
vices liberalisation. That would defeat the de- 
velopment agenda of this round. E 
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T took him six months, eight in- 
ternational trips and 20 meetings 
to find one man, but Baba Kalyani 
wasn't fazed. After all, the chair- 
man and managing director of 
auto-component major Bharat 
Forge had spent more than Rs 500 
crore over the last five years to acquire 
five companies in the US and Europe. 
And he wasn't about to let a trifling six 
months deter him from his mission: 
find the right man to integrate and build 
the Kalyani Groups $500-million global 
auto-components empire. Kalyani’s 
hunt finally ended with Thomas Dueck- 
ers, a former CEO of ZF Lemforder Met- 
allwaren AG, a $2-billion auto-compo- 








GLOBAL WORKFORCE 


The Tata Motors team of Korean engineers from Tata 
Daewoo Commercial Vehicles and Indian engineers 
with the truck it developed — Tata Novus Tipper 


nent company based in Germany. 
Dueckers’ appointment wasn't a 
one-off thing for Kalyani. He also hired a 
CEO, and marketing and HR heads for 
Federal Forge, US (acquired recently), 
and a CEO for CDP AT, Germany (ac- 
quired in 2004). Says Kalyani: “Building 
and managing a global talent pool is the 
fundamental block of building a global 
business.” It isn't a statement made for 
effect; Bharat Forge has 1,800 non-Indi- 
ans (more than a third of its total work- 
force of 5,300) in its ranks, and interna- 
tional managers take care ofall its global 
businesses. That's a total transforma- 
tion from five years ago, when it had just 
ahandful of international employees. 
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What Bharat Forge is doing is similar 
to the strategy adopted by other Indian 
companies with global aspirations. The 
10 companies that BW spoke to for this 
story together had more than 13,000 
global employees from over 45 coun- 
tries on their rolls. For instance, India's 
leading software services company, Tata 
Consultancy Services (TCS), has 4,000 
international employees, a count that 
could go up to 14,000 in the next 18-24 
months. That, estimates S. Padmanab- 
han, executive vice-president (Global 
HR), TCS, would mean one out of every 
five employees would be from abroad. 

Corporate India, it appears, is finally 
beginning to engage the global talent 
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With a presence in 
over 20 countries, 
Asian Paints has 
several international 
managers in its ranks 
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Asian Paints 

Global employees: 1,400 

Total employees: 4,600 

. Senior-most global employee: Country manager 

. Junior-most global employee: Paint factory worker 
Global workforce profile: Is in the process of 
repatriating 50 Indian managers on global assignments. 
Hopes to help international functional managers in over 20 
countries graduate to unit heads. Has created a global pool 
of 120 managers and actively grooms this pool. Already has 
knowledge flow happening from one country to another. 


Bharat Forge 

Global employees: 1,800 

Total employees: 5,300 

Senior-most global employee: CEO - Intl. business 
Junior-most global employee: Shopfloor worker 
Global workforce profile: Almost all country managers 
are international managers from the respective countries. 
Has fairly advanced global integration and talent 
development initiatives in place. It has put together an 
18-month exclusive leadership development programme 
with Warwick University. Over the next five years, 150 
managers — 50 per cent international & 50 per cent 
Indian — are expected to go through this programme. 
Even spouses of senior global managers are briefed 
about business plans to facilitate global mobility. 


Dr. Reddy’s Laboratories 

Global employees: 1,100 

Total employees: 7,000 

Senior-most global employee: Executive vice- 
president 

Junior-most global employee: Medical 
representative 

Global workforce profile: Depends largely on local 
talent in global markets. Has 35 country managers of 
whom 25 are from the respective geographies. 
Encourages and facilitates global employees’ rise through 
the ranks. The Russian sales head, for example, started 
off as a medical representative. 











. India Inc.'s global hiring 


Infosys Technologies 

Global employees: 1,300 

Total employees: 46,196 

Senior-most global employee: Head of consulting 
business 

Junior-most global employee: Intern 

Global workforce profile: Operations in many 
countries like China and Australia are led by locals. Also 
hires entry-level talent from campuses. It visits 25 top 
international undergraduate schools looking for interns 
for a 14-16 week programme. Next year, it is planning to 
go to the top 60-80 schools. 


Mahindra & Mahindra 

Global employees: 487 

Total employees: 25,000 

Senior-most global employee: Country manager 
Junior-most global employee:Shopfloor worker 
Global workforce profile: Still early days, but the 
company has acquired a significant chunk of 350 
employees through an acquisition in China. Expects 
international employees to cross the 1,000 mark Soon, 
as more acquisitions are around the corner. It also 
regularly hires undergraduates from Ivy League 
campuses. Further, it brings in a significant amount 

of global talent through joint ventures with 
international companies. 


Ranbaxy Laboratories 

Global employees: 1,600 

Total employees: 9,000 

Senior-most global employee: CEO 

Junior-most global employee: Medical 
representative 

Global workforce profile: One-fourth of its 
managerial talent, including CEO Brian Tempest, is either 
of international origin or is based across 45 countries. 
These managers are brought into India in a planned 
manner. All its management trainees have to spend at 
least three months in overseas assignments. Facilitates 
cross-national experience for top performers. 
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agenda 


Sundram Fasteners 
Global employees: 500 

t Total employees: 1,700 
Senior-most global employee: Country Manager 
Junior-most global employee: Shopfloor worker 
Global workforce profile: Has a clear policy of 
using global managers for companies that have 
been acquired and Indian managers for countries 
where greenfield operations have been set up. Did a 
fairly good job of retaining a disillusioned 
workforce that it inherited from the UK acquisition 
of Cramlington Forge. 


Tata Consultancy Services 
Global employees: 4,000 


Global workforce profile: It has acquired over 2,000 


employees through acquisitions and new business deals 
in the last 12 months. Has a total of about 4,000 global 


employees from 48 countries including Hungary (350), 
China (300) and Uruguay (300). Plans to aggressively 
add global talent at all levels, including 800 people in 
the US this year. Expects 15-20 per cent of employees 
to be non-Indian in 18-24 months. 


Wipro 
Global employees: 270 
Total employees: 46,000 


Senior-most global employee: Head of consulting 


business 
Junior-most global employee: Programmer 
Global workforce profile: Currently has employees 
from 23 nationalities, hired in the past three to four 
years, in sales and marketing. It is now hiring several 

^ technical managers as well and expects its international 
workforce to double in the next three to four years. But 
70 per cent of the workforce will always be in India and 
20 per cent of the balance will be foreign hires. 


. GLOBAL WORKFORCE 


pool. It's about time, too. “A diverse workforce is today a busi- 
ness imperative," says Hema Ravichandar, independent 
strategic HR consultant and former HR head of Infosys Tech- 
nologies. While it's not an entirely new phenomenon — the IT 
industry hired local sales and marketing professionals in geo- 
graphies like in the US even in the past — what's different now 
is that it's happening across all major sectors and all levels of 
the organisation (see ‘India Inc.'s Global Hiring Agenda’). Pro- 
grammers, shopfloor workers, engineers, designers, practice 
heads, CEOs, are all part of a frenzied search for global talent. 
The idea is to get the best people for the job, even for Indian 
operations, from anywhere, a radical mindset shift. Says 
Malvinder Mohan Singh, president (pharmaceuticals) and ex- 
ecutive director, Ranbaxy: “Since Indian companies compete 
in the global marketplace, the talent is sourced globally. And 
business leaders are more open to it than ever before.” 

What has also helped is the noticeable change in attitude 
among foreigners towards working for Indian companies. 
Says Jeffrey A. Joerres, chairman and CEO of US-based $16.5- 
billion Manpower Inc., one of the world’s largest employment 
services companies: “At the elite C-level (CEOs, COO, CTOs, 
etc.), there is huge recognition for India as an employer 
brand.” And that goes as much for the top-level executive as 
for the entry-level employee. Says Robin Ferracone, president 
(human capital business), Mercer Human Resource Consult- 
ing: “Young people want India on their CV and executives be- 
lieve that international experience (mostly India and China) is 
amust to rise through management ranks.” 

Three distinct trends are evident. First, an explosion in 
CEO-level searches and hires. Till recently, Accord Group, a 
global top management executive search firm, handled one 
or two global searches every year. This year, it has over half a 
dozen mandates, indicating that India Inc. is not averse to for- 
eigners in influential positions. People like Tata Sons’ director 
Alan Rosling, Ranbaxy CEO Brian Tempest and Indian Hotels 
managing director Raymond Bickson are familiar examples. 
But finding such people is not easy. Larsen &Toubro (L&T), for 
example, has been looking for a global IT head for two years, 
butis yet to find the right man. 

Second, many companies are searching for middle- and 
entry-level talent. TCS plans to hire 800 people in the US this 
year, mostly off campuses. There is also a huge demand for 
specialist roles like R&D and design professionals in auto, tex- 
tile and engineering, and process experts in the BPO sector. 

Third, Indian companies are inheriting a large number of 
employees through global acquisitions. For example, Tata 
Motors gained 1,000 global workers through acquisitions in 
Korea and Spain. And Dr. Reddy's added 340 workers through 
a Mexican acquisition in November. 


HE obvious question that crops up is: what's driving these 

trends, particularly the first two? Two basic factors have 
worked to bring this about. One, Indian companies have be- 
gun to appreciate the merits of global talent. And two, with 
global operations getting bigger and more complex, compa- 
nies are struggling to find the talent from within. 

Take L&T. Today, it has several Rs 1,000-crore projects on 
its radar, compared to just Rs 100-crore ones earlier. "Now we 
are almost qualifying for projects like setting up full-fledged 
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Ltory 


refineries,” says Y. M. Deosthalee, CFO, | 


"* 
- 
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L&T (he also heads the HR function). 
The global experience needed for such 
projects is just not available in India. So, 
L&T plans to hire about 25 project direc- 
tors from the US and Europe. 

Or take new sunrise sectors such as 


low-cost airlines, which is a relatively | 


new concept in India, and where global 
managers are better equipped. That was 
reason enough for Capt. G.R. Gopinath, 
CEO of India’s pioneering low-cost air- 
line, Air Deccan, to rope in a team of six 
expatriates led by COO Warwick Brady, a 
former deputy director of operations at 


Ryan Air. Their brief: make Air Deccan | 


the best and most profitable low-cost 
airline in the country. 

To make such global hires, Indian 
companies have had to shed some inhi- 
bitions. Compensation is one such tick- 
lish issue. The kind of compensation 
and performance bonuses that global 
talent is used to is something India Inc. 
was not comfortable with. But large, es- 
tablished companies and start-ups alike 
are now willing to pay what it 
takes. “We will ensure that or- 
ganisational structure, hierar- 
chy or compensation will not 
come in the way of our plans to 
hire global project directors,” 
says L&T's Deosthalee. Air Dec- 
cans Gopinath elaborates: 
“Three things helped us hire 
Brady. A good financial pack- 
age that includes stock options; 
good (career) growth 
prospects; and the challenge 
that if he can do it here, he can 
do it anywhere in the world." 
Also, with Indian salaries rising 
sharply in recent times, the gap 
with global compensation is 
shrinking. And that's making 
global hires easier. 

The second inhibition has 
been somewhat hot to handle. 
Many Indian family-run busi- 
nesses have a rather domineer- 
ing management style, which is 
unpalatable to top-notch glo- 
bal managers used to a high de- 
gree of operational freedom. 
This has apparently led to quite 
a few failed relationships. 
South African Brian Gilbert- 
sons exit from metals company 
Vedanta, where he was the 


SHASHI KIRAN 


chairman, was reportedly due to differ- 
ences with promoter Anil Agarwal. 
Obviously, companies still have to 
mature in their handling of top-notch 
global talent. The good news: they are | 
getting better. "Companies are improv- 
ing in this ability with every successive 





wave of recruitment across the globe," 
says consultant Ravichandar. How well | 
Indian companies manage their inter- | 
national hires, therefore, could well be | 
keyto the success of their global plans. 


LREADY, there are enough pointers | 

to indicate that the Indian model of 
managing a global workforce could be 
substantially different from that of other 
Asian companies. The first wave of | 
Asian multinationals (Japanese compa- 
nies like Toyota, Honda and Sony) and 
the second (Korean firms like Samsung | 
and Hyundai) depended largely on tal- | 
ent from within. For example, Hyundai 
sent Y.S. Kim to head the Indian opera- 
tions. Later, it deputed Kim, again, to | 


help set up its first plant in Alabama, US. | 
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And this isn't justto manage new op- 
erations. Many years after their entry 
into the US, operations of companies 
like Toyota and Samsung continue to be 
headed by people of their nationalities. 


| Toyota US, for instance, has over 30,000 


Americans, but the CEO and other key 
positions are held by Japanese. 

Several Indian companies, on the 
other hand, have shown a preference to 
find local heads from within the coun- 
tries of operation. Dr Reddy's Laborato- 
ries has 35 country managers, of which 
25 hail from the respective countries. 
The head of Infosys Australia is an Aus- 
tralian and that of Infosys Technologies 
(Shanghai), Chinese. Or take Asian Pai- 
nts. While it has Indian CEOs in 16 coun- 
tries, its chiefs in Malaysia, Fiji, Samoa 
Islands, Jamaica and Trinidad & Tobago 
are locals from those countries. "Our 
businesses in 21 countries are not run 
by English-speaking managers sitting in 
their offices. Ours is a distribution-led 
business and we need locals to run it," 
says Jalaj Dani, director (international 





business unit), Asian Paints. The story is 
byand large the same for many other In- 
dian companies such as Amtek Auto — 
UK-based John Flintham is CEO of its 
overseas operations — and TVS Motor, 
which hired Kim, who had retired from 
Hyundai, as a key consultant. However, 
there are some notable exceptions such 
as Tata Motors, which has Indians head- 
ing operations in all countries. 
Interestingly, China's approach is 


quite similar to India's. When Chinese | 
PC manufacturer Lenovo bought IBM's | 


organically, but Indian and Chinese 
firms are more inclined towards acqui- 
sitions, which can add hundreds of in- 
ternational employees overnight. So, a 
local manager, who understands the 
cultural nuances, would be better 
equipped to manage the transition. 
"Our basic philosophy is that if the exist- 
ing management is doing well, we will 
not disturb it. Locals have a much better | 
chance of reaching out to employees, | 
customers, the local government, etc.," 
says Suresh Krishna, chairman 
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panies being acquired are those in fi- 


| nancial distress. That makes the work- 


force pliable (see ‘The Fear Factor’). And 
two, the recent increase in global mobil- 
ity of top management talent. 
Non-local CEOs are beginning to 
make their presence felt in several geo- 


| graphies. Japan is a good case in point. 


For decades, the economic powerhouse 
had shut its doors to non-Japanese 
CEOs. But that is changing after Carlos 
Ghosns success with Nissan, Sir 


PC business for $1.75 billion, it ap- 
pointed US national Stephen M. Ward, a | 
former IBM vice-president, as the CEO 
ofthe entire group that is responsible for 
both China and the US. | 
There is one big reason why the In- | 
dian, and Chinese, approach is different 
from the Japanese-Korean model. The | 
latter largely built their global business | 


and managing director, Sun- 
dram Fasteners. 

Then, integrating an alien 
workforce into the acquirer's 
corporate philosophy can be a 
tricky proposition, but Indian 
companies have done a fairly 
good job of it. Two factors have 
helped. One, many of the com- 


The fear factor 


OU could even call it “the dread of 

the unknown”. When an Indian 

company makes an overseas 
acquisition, employees of the (acquired) 
company suddenly realise that they now 
have to deal with an Indian employer. The 
immediate reaction is one of uncertainty, 
even fear. The obvious fear is that jobs 
will be shifted back home to India, and 
you'd think the tendency to jump ship 
would be overwhelming. However, over 
the last couple of years, Indian firms 
have acquired several international 
companies, and initial experiences in 
Germany, Sweden, Mexico, the US, the 
UK and Latin America suggest that Indian 
companies have largely succeeded in 
retaining their acquired employees. 

There is some serendipity in this 
success. Most Indian acquisitions have 
been of companies with uncertain future. 
The acquisition of pharma major Roche's 
Mexico unit by Dr Reddy's, Tata Motors' 
buyout of Daewoo's commercial vehicles 
business in South Korea, almost every 
auto-component acquisition and many IT 
deals fall into this category. For months 
before the deals, the management and 
workforce of the acquired companies 
have lived in fear of job losses. 

Says Suresh Krishna, chairman and 
managing director, Sundram Fasteners: 
"Soon after the acquisition, there is 
always panic. The workers invariably fear 
that we will shut down the plant and shift 
it to India." They do not expect Indian 
companies to retain existing people, 
leave alone hire people. But largely, 
Indian companies have walked in and 
assured a certain degree of job security. 
And when that starts happening, they 
feel a new respect for Indian companies. 
Says Krishna: "Dealing with them 
becomes a lot easier." 





Air Deccan CEO G.R. Gopinath (centre) 
hopes to benefit from the experience of the 
top-level global executives he has hired 
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depth T 


SK a Wall Street fund 

manager to recall the last 

big private equity deal in 

India. More often than 

not, the answer will be the 

$300-million Warburg Pincus-Bharti 

deal. It has been four years since the deal 
was consummated. 

The numbers tell the story. Last year, 

67 private equity deals worth $1.6 billion 


were struck in India. The average deal | 


size was $23.88 million. Till November 
this year, some 140 deals worth $1.9 bil- 
lion have been reported by TSJ Media, a 
firm that tracks such investments. As 
the number of deals has gone up, their 
average size has dropped to just $13.57 
million. Obviously, the big boys aren't 
landing the big fish. 

Dealsizes are getting smaller and the 
competition to find big deals is getting 
tougher. Take the case of Blackstone, a 


global giant that has $14 billion under | 


management. It has been around in In- 


dia since May, armed with $1 billion ear- | 


marked for investment here. But it has 


not announced a single transaction yet. | 
The reason: Blackstone prefers to look at | 


deals valued at $25 million or more. 


Global major Carlyle, which man- | 


ages some $35 billion globally, is in the 
same boat. It has a $750-million Asia 
buyout fund, two dedicated Asia growth 
capital funds totalling $323 million, and 
is reportedly raising a third large fund 
aimed at the region. So far, a large part of 
the money has been invested in other 
Asian markets. But none of these in- 





vested in India so far. (Blackstone 
and Carlyle were not available for 
comments on this story.) 

Temasek of Singapore, another 
giant that manages a global portfolio 
worth $103 billion, has announced a 
few deals here. They include small 
investments in Shringar Cinema 
and Wellspun. Its largest transaction 
was the Mahindra & Mahindra deal 
worth over $50 million, where it ac- 
quired 4.7 per cent. However, 
the stake was picked up 
by buying 5.5 million 
shares from the 


market. The 
| fund has been Akhil Gupta, 
| relatively Blackstone 
quiet for the He has $1 bn 
last couple earmarked 
aa asey for India, but 
The big $ $4. 
global play. 1$ Waiting for 
ers look for deals worth 
big-scale $25 mn 
deals which are and more 


really not avail- 

able in the Indian 

| market,” says Rakesh 
Jhunjhunwala, the leg- 


Big private equity 
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players have kept 


large funds marked for India. But 
where are the big deals? By Piya Singh 
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endary value investor. This year, he has 
invested in four unlisted companies, in- 
cluding a dredging company and an 
auto company. 

It's not that there are no big deals in 
India — just that it's not going the pri- 
vate equity way. In fact, there are several 
big-ticket deals like the ones for Air Sa- 
hara, McDowell and Thomas Cook that 
have been floating around for a while 
now. But there have been no takers yet. 

When Businessworld had looked at 
the market in March 2004, it had found 
that private equity accounted for a mere 
1 per cent of the corporate buyout mar- 





agements with an eye on increasing 
shareholder value, which they realise 
through listing and trade sales. Not too 
many Indian promoters are willing to 
give so much away. 

Moreover, the current valuations are 
quite high. When Barings India Invest- 
ment wanted to sell its stake in MphasiS 
a few months back, it did not get the 
price it wanted from among several pri- 
vate equity buyers. “The selling 
prices are much higher 
than two years ago. 

There is a mismatch 
between promot- 


. PRIVATE EQUITY 





ket in India. The level has moved up | ers and funds on Renuka Ramnath, 
r slowly in the 20 months since. Today, it | valuations and ICICI Venture 
h accounts for less than 5 per cent ofthe | management Buying into 
number of deals and less than 10 per | control. It is go- listed as well 
cent of their combined value. ing to be tough ; 

The big reasons for this are the differ- | for private eq- a unlisted 
ences between investors and promoters | uity players to companies, 
over valuations and the reluctance to | buy listed enti- for majority 
give up management influence. ties at current and minority 


In mature economies, large global 


prices," says 


stakes 


funds usually go for big deals. They ac- 
quire management control at firms in 
mature or maturing industries, change 
the capital structure, and revamp man- 








Renuka Ramnath, 
managing director 
and CEO, ICICI Venture. 
ICICI Ventures own expe- 
rience has been better than 
others. It has morphed from a 
venture capital firm to a private 
equity player. It has been one of 
the most active participants this 
year, notching up six deals worth 
about Rs 600 crore. Market watch- 
ers say its strength lies in the 
banking network and corporate 
finance support it gets from the 
parent, ICICI Bank. 
But ICICI Venture is an 
exception in this mar- 
ket. The others, who 
don't enjoy the 
support of a 


listed companies are re- 
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luctant to give up management control 
to a private equity fund. "Our greatest 
enemy is the public markets," says the 
CEO of global buyout fund. 

The success of the IPO market plays 
its part. According to Prime Database, 
some 63 companies have raised over 
Rs 18,000 crore in the primary market in 
2005. Taking into account the offer doc- 
uments filed, the year could end with 
128 issues worth Rs 31,000 crore. 

Harish H.V., director (corporate ad- 
visory services) at accounting firm 
Grant Thornton India, says: "Large pri- 
vate investments in public equity will 


Jhunjhunwala banking net- | happen when there is a discount to the 
value investor work, are | market price for the fund. If there is no 
He is now finding the | discount, the fund is probably better off 
: going more | buying the stock from the [secondary] 

p utting difficult. For | market without the lock-in.” 
his money a start, pro- | Given the low interest rates globally, 
into unlisted moters to- | thedebtroutehasalso beenan attractive 
companies day have | source. Anumber of Indian companies 
too more funding | have gone to the foreign currency con- 

sources than | vertible bond (FCCB) market this year. 

three years back. This makes it all the more difficult 
Then, with stock | for private equity funds to do big deals. 
prices booming, | According to a recent report in the Fi- 


nancial Times, private equity firms have 








ised over $10 billion over the past year 
vesting in Asia. The report goes on 

say that, taking into account the 
everage that these private equity play- 
rscan pull, it could give an Asian acqui- 
n firepower of $60 billion-100 bil- 

n. The issue is whether the region can 
rb so much new money and pro- 

ide profitable exit options. 


“Besides price, management control | 







































has often been a point of disagreement. 
recent example is the battle over BPL 
Communications (when it was con- 
lled by promoter Rajeev Chan- 
‘asekhar, insurance firm AIG and pri- 
e equity player Actis). BPL was 
elieved to be of the view that foreign 
estors had not allowed the manage- 
nent to take some key 
ecisions like a public 
issue and other plans to 
se funds. The com- 
any sued its investors 
n Bangalore, while the 
avestors filed against 
he company in Lon- 
n.. 
. Reasons like these 
lay encourage these 
gible' funds to look 
n more closely at 
na, Japan, Korea, 
ng Kong and Taiwan. 
Global funds blame 
lack of big deals on 
maturity stage of In- 
lan companies. As a 
esult, private equity 








ies in the growth stage — investments 
at offer high returns. Competition in 
lis segment is getting tougher as pri- 
te equity players spread their net 
er. "Listed companies are as dear as 
isted ones. And buyouts are as dear 
minority stakes,” says Ramnath. 

Telecom, IT, process outsourcing, 
harmaceuticals and retail are the typi- 
targets for private equity firms. But 
"w opportunities are opening up. An- 
W Holland, chief administrative offi- 
and executive vice-president (re- 
earch) at DSP Merrill Lynch, says that 
tors like real estate, food processing, 
d-building and textiles offer oppor- 


ce, textile makers are now scram- 
ing to build capacities in the post- 


ayers in India concentrate on indus- | 


itiesto private equity players. "These | 
ors are in the growth stage. For in- | 








TOP DEALS 


Private equity 


Figures in $ million 





quota regime,” says Holland. Distressed 
assets could also be of interest to private 
equity firms, he adds, 

There are regulatory constraints in 
some sectors. Domestic private equity 
players are keen on the financial ser- 
vices segment. But the Reserve Bank 
does not permit foreign funds to pick up 
more than 5 per cent in Indian banks. 

In the US, with liquidity and compe- 
tition among private equity firms pick- 
ing up, players are increasing looking for 
bigger deals. These firms are now not 
just on the lookout for $3 billion - 4 bil- 
lion deals, but are bidding for $10 bil- 
lion-15 billion ones. But in India there 
have been just two deals worth $100 
million or more, and five worth $50 mil- 


nuary-October 2005 


Fund 


deals during 


lion and more announced this year (see. | 
"Top Deals Of TheYear on page 50). 

What can make matters better for | 
private equity? Fund managers say that 
the FCCB route is attractive now, but | 
problems can arise when mediocre 
companies want to convert the bonds 
to equity. Jhunjhunwala says opportu- 
nities will arise when the stockmarkets 
go through a correction. "It is in periods 
of crisis that the private equity firms do 
well," he says. The prescription from 
ICICI Ventures Ramnath is to. scan 
emerging opportunities, look for lesser- | 
known names, and sit tight till large | 
deals come up. 

That brings us to a basic difficulty 
that private equity faces. “Large transac- 
tions would always be few because of 
the limited number of opportunities 
available. Typically, these would also | 





BUSINESSWORLD 50 19 DECEMBER 2005 








BU 
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- havealong gestation time in view of the 


complex structuring and dilution. We 
would only expect few transactions in 
this space except when a sector like tele- 
com opens up, when several large in- 
vestments come in together," says Har- 
ish of Grant Thornton. There seems to 
be little hope of such large deals coming 
out of the Central government's disin- 
vestment programme anytime soon. 
But Indian companies should take a 
closer look at private equity for other 
reasons too. Several companies in auto 
and auto components, pharma and a 
few other engineering sectors now have 
the option of growing through global ac- 
quisitions. But they are not capitalised 
enough to do so. Here, private equity 
funds can offer more 
than just cash. They 


could link Indian com- 

panies with other firms 

in their global invest: 

ment network, thereby 

100.0 opening up new syner- 
: gies and opportunities. 
100.0 Insome globalmar- 
kets, private equity in- 

66.6 vestments have even 
60.0 forced consolidation. 
An example is the $191- 

59.8 billion US automobile 
aftermarket, ^ which 


56.0 
55.0 


deals with products, ac- 
cessories and non-war- 
ranty services used in ` 
the upkeep of cars. Ac- 
cording to a recent re- 
port by Baird, an investment banking 





| and wealth management firm, in 2004, 


private equity firms acquired 30 after- 
market companies in the US for $5.4 bil- 
lion, one and a half times the value 
clocked in 1998, the peak yearin the pre- 
vious decade. The average transaction 
size rose from $165.9 million in 1994 to 
$447.2 million in 2004. Baird expects the 
trend to pick up, aiding growth and 
adaptability ofthe industry on the way. `` 
But private equity players claim that 
Indian promoters are not yet entirely 
convinced of the positives. "India is hot. 
There are many ways to raise funds and 
the entire universe for deals has 
shrunk," saysa private equity executive. 
Its time for the private equity players 
to step up the hard-sell. For Indian pro- 
moters, its time to open up. After all, it's 
a matter of simple economics. u 
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eek we carried a story on 
idia's oil security (‘Oil's Not Well’, 12 
December 2005 edition). It explored 
despite its efforts, the Union oil 
try has not yet been able to 
ke much headway in tackling this 
crucial task. The story also looked at 
differences of opinion between 
minister, his mandarins and 
trie of the PSU chiefs. Soon after 
edition came out, minister Mani 












roz Ahmed to discuss his efforts, 
problems he has faced, and other 
ues. Excerpts from the interview. 


i India is focusing on exploration, 
which may yield oil later. What can you 
do now to ensure that the high prices do 
not drag down economic growth? 
@ My own jurisdiction is limited to en- 
uring the supply of oil. For that, we've 
tand growing reserves of foreign ex- 
ange. This has also been helped by 
fact that India is emerging, thanks 
ly to the private sector, asa major ex- 
rter of petroleum products, In 2004- 
5, while our oil imports rose to about 
S 1,17,000 crore, we were able to offset 
to the extent of 25 per cent by exports. 













The locally produced oil costs $5-6 a 
el, whereas imports cost more than 


having donea heroic job on arrestingthe 
natural decline in output from the exist- 
ing fields and having brought us back to 
a plateau, even if not onto a rising in- 















to me by ONGC, their expectation is that 
Over the next 5-6 years the output from 
he existing fields is going to decline 
from just about 27 million tonnes a year 
now to below 20 million tonnes. 
In these circumstances, it is very im- 
rtant that the unexplored areas of In- 
| are explored. In that, our track 


nentary regions and nearly 3.5 million 
q. kms to be explored, the actual 
chievement is less than 20 percent— | 
and even that is not completed, 


‘line. But, according to figures supplied | 





tm concerned that there aren't 


enough new fields in ONGC’s posses- 
sion at the moment, which could have 
given us the comfort that in the next 4-5 
years we would have those to offset the 
decline in production. ... Of course, luck 
plays an enormous role in all this. 

But if you just take the NELP (New 
Exploration Licensing Policy) record, it 
is disturbing that Reliance should have 


| drilled 21 wells out of 31 successfully, 


while ONGC has nil out of 16. 


B What can you do to improve ONGC’ 
exploration and production (EXP) per- 
formance? 

Bi Itis important for ONGC to go backto 
core competence, which is E&P The 


MRPL (Mangalore Refinery and Petro- 
chemicals) to ONGC, thus opening 
floodgates for converting ONGC into a 
kind of non-banking finance company. 

But apart from MRPL, there has 
been no major diversification invest- 
ment by ONGC so far. Now they have 
got themselves involved in non-core 
projects worth about Rs 70,000 crore. If 
the floodgates stay open, that Rs 70,000 
crore will grow exponentially. 

At the moment, there is a limit on 


MANI SHANKAR AIYAR - 
Union minister of petroleum & natural gas 


‘The 
minister 
must 
intervene 
now’ 


| BE The Centre is accused of sell 
previous government handed over 






core] projects — some- 
where between 10 per cent 
and 26 percent. But to keep 
the diversification projects 
profitable as they come on 
stream, investment and 
management attention 
could get distracted. 

Since we have a desperat 























ONGC management’ perfor’ 
our national goal. 





in PSUs and still running therm 
instruments. What do you say 
E These matters ought to be « 
between ONGC and the minis 
an extent, naturally, betwee: 
and the minister. Perhaps 
been inadequate dialogue be 
minister and the CEO. Lass 
with a very competent man 
Raha managing ONGC anda 
petent man like Sushil Tripathi 
my ministry, they would be 
matters out. 





ONGCS equity participation in [non- 
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But it is clear that matters: 































been sorted out; the minister must in- 
tervene now. 


How do you reconcilecriticising ONGC 
and praising Raha in the same breath? 
Bi Raha has done an absolutely heroic 
job of arresting the production decline. 
He has also proved himself to be an out- 
standing crisis manager — witness the 
way he handled the Mumbai High disas- 
ter. He has followed the last govern- 
ment's direction on diversification. We 
arenowseeing whether we should diver- 
sify in the current circumstances, which 
were unforeseen in 2003; and whether 
the focus on exploration is adequate. 

Although the largest exploration 
programme is that of ONGC, the big 
finds have really been by the private and 
multinational companies. 

As a socialist, I certainly want to see 
ONGC retaining its dominance in our 


oil sector. I regard the continuation of | 





ONGC's dominance as essential to our 
energy security. 


What would you do in NELP VI to 
improve E&P efficiency? 
Æ We are more than a month away from 
NELP VI. Essentially, we are working to- 
wards increasing the number of blocks, 
grouping them into 3-4 categories, and 
devising the relevant criteria for each of 
the categories. 


What are you doing to make NELP VI 
more attractive to big multinationals? 
il We are trying to see if NELP could be 
made more attractive to foreign in- 
vestors. We are putting in place the ele- 
ments of an open acreage licensing pol- 
icy (anytime bids for areas not currently 
under exploration). Of course, we will 
have to take Cabinet approval for it. 

In NELP V, we got as many foreign 
bids as in all the previous four rounds 
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‘We need an intensive dia- 
logue, preferably outside 
the press, to see how we 
can orient the ONGC man- 
agement's performance to 
our national goal 





put together. So, the world is now wak 

ing up to India's potential. But Indian 
companies ONGC and Reliance got the 
lion's share. I congratulate them for hav- 
ing proved themselves in the interna- 
tional market. But I do believe there is a 
great deal to be obtained from foreign 
investment — not so much the money, 
asthe ideas that come with it. 


Adulteration has become so commer- 

cially attractive that an IOC officer was 
murdered for trying to stop it. How do 
you intend to address the issue of ram- 
pant adulteration? 
Bi The price differential [between diesel 
and kerosene] opens the road for illegal 
and dangerous practices. Correcting 
these is the responsibility of the states. 
Quite clearly, neither the petroleum 
ministry nor the oil marketing compa- 
nies are equipped to tackle law and or- 
der in the states. 












ut itwas not the price dif- the last few months. 


at killed (IOC officer] Manitalk 





^ anjunath. We have had this an ; , -Œ How is the Iran-Pakistan- 

i ential for years and no- On ONGC: It is disturbing that Reliance should India pipeline progressing? d 

body got killed. So, let's not have drilled 21 wells out of 31 successfully, while li Oh, we are very far down i 
dy g ve ONGC has nil out of 16’ ; s 






magine that if you have differ- the line. There is very little 
ential pricing, people are go- On Subir Raha: ‘He has done an absolutely heroic room for doubt that the pro- 
ing to get killed automatically. job of arresting the natural decline in production’: ject will come to the drawing 
When differential pricing On pricing: ‘The Cabinet is not an academic or- board very soon and get exe- 

was introduced under the so- ^| ganisation — we have to take the politics of cuted in the near future. 
ed dismantling of the ad- poverty into consideration’ The third meeting of 































ministered price mechanism "n I the [India-Pakistan] working 
n 2002, there was no inkling On NELP VI: ‘We are putting in place the elements group is scheduled for the 
thatduring2004-05thediffer- | Of an open acreage licensing policy middle of this month. In Iran, 
ential would widen and On the Iran-Pakistan-India pipeline: ‘There is very we were slightly stalled by the 
eepe little room for doubt that the project will... get ex- absence of an oil minister. But 
Sustaining such a wide dif- ecuted in the near future' Ihave met the acting oil minis- | 
ntialneedsattention The = | ter, He has assured me that i 
angarajan Committee (on everythingis on track. We have 


troleum pricing) is looking into it. We | 8 These matters require very careful | to wait for their constitutional processes 
are doing our duty of bringing the con- | politico-economic consideration. Itis | to play out before trilateral meetings. 
sequences ofthe widening gap to the at- | easy to write an editorial based on pure. | I am hoping that after the next 
tion of the prime minister's office | economics. I’m afraid the Cabinetisnot | round of bilateral meetings, I willbein 
dthe others concerned. an academic organisation —wehaveto | a position to go to the Cabinet with 
take the politics of poverty into consid- | a formal proposal for converting the 
eration. But we are trying to work ona | dialogue from the bilateral to the trilat- 
` w 


B What would you do to resolve the pric- 
ingconundrum? better outcome than we have had in | eral mode. 
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O save its 





NDIAS vanishing tigers are a tragedy of 
the commons. They get killed because 
they belong to nobody. They are state 
property. Their killing will end if our 
game sanctuaries are privatised and 
leased to foreign wildlife companies. 

These firms will be able to save the tiger for 
two reasons. One, they have experience in 
| wildlife preservation and management. And 
two, more tigers will attract more wildlife 
tourists for them, unlocking the Indian tiger's 
value as an economic asset. Right now, this 
magnificent animal is a wasted resource. A 
tiger's killing fetches poachers just a couple of 
| lakhs. The same tiger can become a source of 
revenue for India and turn the country into a 
destination for wildlife tourism. India can take 
a leaf or two out of Kenya's books — as much as 
95 per cent of the African nation’s tourism rev- 
enues comes from wildlife tourism. 

Indeed, large parts of Africa have managed 
| to save endangered species, and earn hand- 
somely out of them, by privatising game re- 
serves. The process was championed by Nel- 
son Mandela, who acknowledged that his poor, 
AIDS-stricken continent didn't have the re- 
Sources to save its priceless wildlife. Today, four 











Parks, a private company owned by a Dutch na- 
ture conservationist. The experiment has been 
so successful that the company has been ap- 


run their game parks. 

Its time India acted. Poachers killed 72 
tigers in 2001, 43 in 2002, 35 in 2003, and 33 last 
year, according to the Wildlife Protection Soci- 
ety of India. The 2002 official count of 3,642 
tigers is highly suspect. After all, Sariska's 24 
tigers in 1997 have all vanished. Depressingly, 
half of Indias tigers are found in India's worst 
governed states like Uttar Pradesh, Madhya 
Pradesh, Bihar and Orissa. It would suggestthat 
tighter the state control, the closer they get to 


sanctuaries. In privatised game reserves of 


of South Africa's game reserves are run by Africa | 


proached by several other African nations to | 








Africa, animals have become so abundant that 
countries like South Africa, Kenya, Tanzania 
and Namibia are allowing hunting and earning 
revenues from it. Tanzania charges a hunting 
trophy fee of $4,000 for an elephant, $2,000 fora 
lion, and $600 for a buffalo. This income is 
ploughed back into the local economy. So, local 
people see their wildlife as an economic re- 
source and protect it from poachers. 

If the private sector can run India’s phones, 
airlines and high-tech hospitals, why can't it 
run game sanctuaries? All that the government 
needs to do is float a global tender. The tender 
would arouse the interest of the world’s top 
wildlife companies, which could give sound, 
time-tested business proposals to save our 
tigers. The problems are huge. But one has to 
realise that wildlife thrives only when locals 
benefit from its presence. For villagers in As- 
sam, whose crops are trampled by herds of ele- 
phants, the elephant isn't a majestic animal; it's 
a pest, which is best poisoned. But if the same 
elephant generates income, it is protected as an 
economic resource. There is an African: saying ` 

‘If it pays, it stays.’ This sums up the sentiment. 

Sadly, our tigers aren't money-churners. 
The world’s rich wildlife tourists don’t prefer In- 
dia because of poor infrastructure in its sanctu- - 
aries. So, in the dearth of tourists, tigers are re- 
duced to a mere threat to the lives of the locals. 
This tradition can be broken with adequate in- 
vestment in quality resorts and hotels inside 
our sanctuaries, The people living in the vicin- 
ity, who gain immensely from the inflow of 
tourists, will go on anti-poaching patrols just as - 
those surrounding sanctuaries in Africa: 

A precedent for privatising game reserves 
has just been set by Himachal Pradesh. It’s per- 
mitting Alfred Ford from the famous Ford fam- 
ily to develop a $300-million ski resort near 
Manali, complete with ski lifts, helicopters and 
hundreds of hotel rooms. Like Himachal, the 


-Indian states with tiger reserves should use for- 
extinction. The trend is reverse in private game | eign money to turn them into world- class 


tourist destinations. E OIN 
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SAMEERA ANAND in Hong Kong 
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Tofjas Meyer, Sotheby's giria head of contem- 
põfary art, points to Pabl casso's Garcon a la pipe 


otheby’s auction h 


e in New York. In 2004, the 


dinting changed hands for a record $105 million - 


ge 


about as the next hot investment oppor- 


| tunity forthe mega-rich. 


HE world is growing richer. 

With the proliferation of pri- 

vate bankers to service the | 

world's wealthy, and im- | 

proved awareness, a savvy | 
and affluent class of investors is becom- | 
ing open to more aggressive portfolio | 
diversification strategies. This combina- 
tion of increased purchasing power and 
higher acceptance of alternative asset 
classes has led to a number of new in- 
vestment opportunities. In 2003 and 
2004, financial circles were buzzing 
about one of these: the art fund. 

There is no precise data on the size of | 
the art market. But while addressingan | 
audience in December 2004, Rachel 
Campbell of Maastricht University 
estimated the global art market at $30 | 
billion a year. In 2001, Dallas-based in- | 
stitutional economic research firm | 
Kusin and Co. estimated total sales at | 
$23.5 billion. Whatever the exact figure 
may be, it seems large enough to war- 
rant a customised investment product. 
Names like Fernwood, The Fine Art | 
Fund and ArtVest have been bandied 


Historically, there have been experi- 
ments with a fund-type investment ap- 
proach to art, with the intent of portfolio 
diversification rather than any interest 
in the asset class. An early one dates 
back to 1974, when the British Rail Pen- 
sion Fund (now called Railpen) invested 


| $75 million — representing about 3 per 


cent of its corpus — in works of art. A 
panel of experts advised it on the pur- 
chases, and acquisitions included Chi- 
nese porcelain and African tribal art. 
Theart portfolio was liquidated over 


a period ending in 1999 and earned a | 


CAGR of 11 per cent, marginally outper- 


forming the stockmarket for the same | 
| period. The Impressionist (1860-1910) 


works of art in this collection achieved 
the highest returns, leading experts to 


| comment that returns could have been 


higher with a less diversified, and more 
focused, buying strategy. 

British Rail’s investment was an at- 
tempt to cash in on demand and supply 


for a new class of investment: art. How- | 


ever, this asset class is still downplayed 
as a plaything of the super-rich; it is as- 
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Art funds need 
to tackle a range 
| of issues if they 
are to set the 
markets ablaze 
as an asset class 


sumed that buyers of art don't buy art 
for monetary gains. Besides, British Rail 
did not set out to secure commitments 
of money for the fund, but allocated 
part of a fund under management, for 
which it was severely criticised. 

Today's art funds claim to have a 
| more scientific approach to investing; 
| they cite sophisticated tools available 
| fortheart market. GAMI, or Gabrius Art 


Yale professors William Goetzmann and 





data records works of art that have been 


| Market Indices, has been developed by 


Matthew Spiegel. It tracks price trends 
for artists, art movements, periods of 
art, and the art market. The underlying 


v 































auctioned more than once. 
The Mei/Moses Fine Art Index uses 
_ data similar to that of GAMI and com- 
paresthe results to that ofthe S&P 500 to 
measure relative performance. Kusin 
"and Co. does research on fine art, deco- 
rative art and antique markets. Its clien- 
tele includes museums, private equity 
funds and wealth managers. Since 1985, 
Robin Duthy's Art Market Research has 
developed 500 indices to measure price 
movement in art and related markets; 
Christies, Sotheby's, The Wall Street 
Journal and The Economist are just 
some of its subscribers. Another oft-ci- 
ted selling point for funds is the mixture 
of art experts, art enthusiasts and fi- 
nance professionals in their staff. 
š Bruce D. Taub, an art collector, set up 
Fernwood Investments in 2003 after a 
20-year career with Merrill Lynch. He has 
not disclosed the minimum net worth or 
subscription amounts, though rumours 
peg minimum subscription at $250,000. 
The target audience is said to be 75,000 
individuals globally with $25 million or 
more, while investors with more than $5 
million worth of assets will be invited to 
participate. The funds are not within the 
purview of the US Securities and Ex- 
change Commission, so details are avail- 
` able only to qualified investors. Fern- 
wood is planning two funds of $100 
million each — one with a defined in- 
vestment philosophy and the other op- 
portunistic. Its early-2005 launch date 
did not materialise, leading to specula- 
tion that the product has not got the an- 
ticipated demand. 
In 2004, Daniella Luxembourg, 
founder and one-time owner of auction 
: house Phillips de Pury & Company, in- 
corporated an art fund called ArtVest in 
Switzerland. Given her network of 
contacts and reach, this was arguably 





one ofthe funds with all chances of suc- 
cess. However, she recently commented 
that ArtVest has only a handful of in- 
vestors and functions more like an art 
club than an art fund. 

Peter H. Falk, president of Falk Art 
Management, launched the American 
Art Investment Fund in 2001 with a tar- 
get corpus of $100 million. Although his 
idea to invest in American artists was 
well received, he was unable to secure 
commitments. Four years later, he has 
scaled down to a $20-million corpus al- 
though even this has not been raised yet. 


ABN Amro was the first bankto acti- | 


vely market art investment funds and 
even planned an umbrella fund of 
funds. It worked with Seymour Manage- 
ment, which analysed the offering from 


theartfunds. Launchedtoagreatdealof | 


fanfare, the product has gone quiet. Re- 
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cently, ABN announced that only 
funds — The Fine Art Fund and 
China Fund — had cleared Seymou: 
due diligence. The art investment à 
sory group, which the bank had create 
is being dismantled. 3 
The Fine Art Fund is the only on 
have lived up to the hype. 1n 2004, i 
out to raise up to $350 million with mi 
imum investment pegged at $250,0 
After an initial lock-in of three years , tl 
portfolio will be marked to market; 
vestors will then be able to private 
trade their shares. The 10-year, clos 
ended Fine Art Fund gives the flexib 
to exit over a three-year period on an 
portunistic basis. It will cover cos 
through a management fee of 2 per ce 










in profits above a defined annual retu 

The Fine Art Fund intends to offs 
the hefty costs related to insurance 
storage by renting out paintings ini 
portfolio. Former Christie's financ 
rector Philip Hoffman, who heads t| 
fund, has said that subscribers are pro 
ably allocating between 1-5 per cent: 






TUTTE WT GE 


mm UC mE "m " D, GN wes 
w d š um 39 


INVESTMENT 





depth - | T 
‘Investors should expect at least 30%’ 


Neville Tuli set up one of India's first art 
auction houses, Osian's, in 2000 and now 
plans to launch an art fund. He spoke to BW 
about the scope of the fund and the market. 


B What will be the size of your fund? When will 
you begin the first round? 

® The size will be Rs 80 crore-100 crore. Apart 
from Osians clients and new high net worth in- 
vestors, financial institutions and their private 
equity clients could be areas of interest. The first 
round of fund-raising will begin in January 2006. 





SANJIT KUNDU 


W What will be the tenure of the fund? 
Bi It willbe a three-year, close-ended fund. The option to list is a possibility only 
. ifSebi begins to recognise art as a securitised asset. 
kx 
E What returns are you expecting? 
Æ Any fund that invests in contemporary Indian art and earns less than 30 per 
cent per year does not know what it is doing. No investor should expect less. 


E Are you tying up with any financial institution? 

8i We are talking to several. But a potential link-up will happen only if that or- 
ganisation sets up and trains a team to do due diligence on art. Without such an 
in-house team, no long-term sustainability is possible for art investments. 





"Indian art is always in short supply' 


Investment bank Edelweiss has helped Sakshi Gallery's Praveen Gandhi 

and Geetha Mehra raise India's first art fund, Yatra. It has also invested in 
the close-ended, four-year fund, whose expected annual return is 20 per 

cent. Excerpts from a conversation with its MD & CEO, Rashesh Shah. 


E How much have you raised in the first tranche? 

S We have raised about Rs 10 crore till now, which 
was the rough target. The minimum individual in- 
vestment is of Rs 20 lakh. We are not looking at a sec- 
ond round right now. 


l B How large is the market? 

E It's nota very large market. The annual size would 

be Rs 40 crore-50 crore. Those who invest in art 

are high net worth individuals. Many of these 

individuals would rather hang the paintings on their 
. walls. The people who come to us are those who 

don't want to go through the process of buying and maintaining them. 


l Given that the concept hasn't really taken off in other markets, what sort of 
hope do you have for art funds in India? 

Es The value of art has always appreciated when there is good economic 
growth. It has grown a lot in the past few years and we expect it to continue do- 
ingso. And Indian art is always in short supply. 


AMITAVA SANYAL 
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theirtotal portfolio in the fund as part of 
a diversification strategy. He is keen to 
avoid overdiversification and resultant 
problems, and has said the fund will 
have a focused, limited portfolio. 

The investment philosophy is also 
well defined — apportionment in the 
ratio of 3:3:2:2 in Impressionist, Old 
Masters (1300-1860), Modern (1940-70) 
and Contemporary (1970-85) artists. 
Hoffman has not shared data about the 
money he has raised, but has said in an 
interview that investors from across 15 
countries have subscribed. The fund 
has been buying and selling, and a sec- 
ond fund is planned in 2006. 

Neither the indices nor the expertise 
seem to have attracted investors for 
many reasons. By its very nature, invest- 
ment in art is perceived as risky and the 
funds have not been able to mitigate 
this view. The market is illiquid and not 
transparent (little financial information 
is available for any of these funds). Auc- 
tion houses and galleries have tradition- 
ally controlled sales. Events like a price- 
fixing scandal in the early 1990s, which 
resulted in loss of credibility for 
Sotheby's and Christie's, shook the foun- 
dations of the market. Until then, the 
two were regarded as pillars of the art 
world. Further, this asset class lacks ho- 
mogeneity: two works by the same 
artist, of identical size and medium — 
even the same subject — but painted in 
different years or of different styles com- 
mand radically different prices. 

Those who believe this product will 
ultimately take off have likened the con- 
ceptto realestate investment trusts (RE- 
ITs), which were initially written off. 
REIT was seen as a fancy idea from an 
impractical banker, but has gone on to 
become a widely accepted investment 
product and an opportunity to partici- 
pate in a market in which entry and exit 
might otherwise be difficult. Art shares 
some characteristics with real estate, so 
theanalogy could turn out to be correct. 

Art enthusiasts and finance profes- 
sionals in India seem undaunted by the 
fate which has befallen their global 
counterparts. In August 2005, Edelweiss 
Capital backed Praveen Gandhi and 
Geetha Mehra of Sakshi Gallery to 
launch theYatra fund. Neville Tuli of Os- 
ians also plans to launch a fund (see in- 
terviews). Only time will tell if they will 
beableto buckthe trend. Ei 
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zconversation 






There's nothing low cost about Vijay 
Mallya. From his funky half blue and 
half red glasses to his fleet of cars, the 
gold chain around his neck, and now, 
his fleet of aircraft, Mallya appears 
surrounded in a haze of opulence. It 
was, therefore, somewhat naive to 
expect his latest passion — 
Kingfisher Airlines — to be ‘low cost’, 
which was perhaps the initial idea. 
By the time it was launched, 
Kingfisher called itself a ‘value 
carrier with its own class — the 


Kingfisher class. And now, Mallya has | 


decided to go the whole hog and 
introduce a first class in his airline at 


business class fares. He wants to take | 


Jet Airways head on and displace it as 
the country’s largest private carrier 
by 2010. He’s convinced that the 
future of Indian aviation does not lie 
in the low-cost model. He expects to 
break even in the next financial year, 
go public in 2006 and fly 
international as soon as he can 





convince the government to change 
its rules. Mallya spoke to BWs Anjuli 
Bhargava aboard his new A319 on 
the way back after collecting an 
award at the Centre for Asia Pacific 


| Aviation conference in Kuala 


Lumpur. Excerpts. 


When you launched Kingfisher Air- 
lines, the impression was that it would be 
some kind of a low-cost operation. You 
seem to have changed your mind... 


| Æ I don't believe that there is a space for 





low-cost carriers in India. Where is the 


low-cost opportunity? You are forced to | 


fly under dispersal guidelines on un- 
profitable routes, you pay the highest air 
turbine fuel (ATF) prices in the world, in- 
cluding humongous sales tax levied by 


| thestates, pay alot of landing and park- 


ing fees, and there are no secondary air- 


| ports where you can save money. On the 
| contrary, air traffic control (ATC) delays | 


are so huge that all financial calculations 
on point-to-point destinations go hay- 


| wire. Pilots are costing a lot of money 


and there's a rat race for engineers. So | 
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VIJAY MALLYA 


| where is the differentiator? 


What about more intensive use of air- 
| craftand shorter turnaround times? 
B I turn around my aircraft in 40 min- 
| utes. So does Jet. That doesn't make us 
low cost. I use my aircraft 10.5 to 11 
| hours a day. Jet uses it around the same. 
| That doesn't make them low cost. Using 
theaircraft more doesn't make them low 
cost. Also, you have to fill up all of those 
low-cost seats. If you're filling them for 
Rs 99 or Rs 500, you won't make very 
much money. 


Are you happy with where you have 
reached in six months? 
B Superb. Things couldn't be better. If at 
all I have a regret, it's that I should have 
gone in for a business class from Day 
One. Mine is a full service carrier that of- 
fers you true value. Look around you. Jet 
doesn't provide all that I am providing. 
Neither does SpiceJet or Air Deccan. But 
the net cost of what I am providing is 
perhaps Rs 500-600 a seat. That's it. 
Thereis no humongous difference. Oth- 
erwise, we're all in the same bus, same 
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. the greater propensity to spend. 


— B Butthe low-cost players argue 
Y that the Indian market is not 
. mature enough for what you're 
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lease rentals for planes, same fi- 
nance cost, maintenance, ATE 


scope to claim: ‘I will sell a seat 
for Rs 99 or Rs 500’ or ‘now 
everyone can fly’, or ‘Iwill trans- 
port millions from the train to 
the plane’ I don't believe it. Like 
all FMCG companies, my target 
too is the growing middle class 
of India — the net savvy, up- 
wardly mobile youngsters with 


That's300 million people. That's 
thesize of Europe. 


offering. A JetBlue may work in 
the US, but in India it’s a different story... 
Bi Take the malls and multiplexes that 
have come up. Lookat how much an av- 
erage middle class family spends on a 
film on a Sunday today compared to 10 
years ago. What are people looking for? 
Low cost or quality? Why is every big 
brand (clothes to bags and watches) 
with the best stores in India? Because 
they are all doomed to be bankrupt? In- 


i dians now want quality and are willing 


to pay. Corporates want quality and are 
willing to pay for it. 

Those who travel by first and second 
class AC can afford to fly. But they travel 
first AC because of lack of airport con- 
nectivity at a particular place. It's wrong 
to assume that everybody travelling by 
first and second class AC is doing so with 
the price equation in mind. Plus, that is 
still just 1-2 per cent oftotal train traffic. 


W Areyou happy with 60 per cent loads? 
W I add one aircraft every month. Look 
at the loads on the sectors and flights I 
launched in May and June. I have 75 per 
cent load factors. Where I have recently 
launched, I can't expect 75 per cent-plus 
load factors. It takes at least three 
months for a route to stabilise. I’m not 
| Worried about load factors at all. 


WW So, what are you worried about? 

W Nothing, frankly. I put aside a certain 
sum of money that I knew I would re- 
quire to support the operation. I mean, I 
could have done what Deccan job and 
launched one flight a day between Delhi 
and Mumbai. I launched five a day in 
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“For 10 years, Jet 
had it easy. Now, the 
face of Indian aviation 
is changing consider- 
ably. They will face 
severe competition” 







each direction — 10 flights on India's 
most competitive route. I believe in the 
frequency model to attract the corporate 
client. It takes time for these things to 
sink in and stabilise. My challenge is to 
get the routes right. I have to work 
around the huge bottlenecks that exist in 
India, but I will solve them like I solved 
my pilots’ issue. We're OK for pilots. 


B What will you do with A380s given the 
present rules? 

Wi My A380s are due to be delivered 
when I am eligible to fly abroad under 
the current guidelines. But if the aircraft 
arrive and] am unable to fly out of India, 
Ineed to do something about itas I don't 
want my aircraft parked like Jet airways 
is doing with it’s A340-500 (they don't 
have permission to go to the US). They 
have three A340-500s that are only oper- 
ating between Mumbai-London and 
Delhi-London. They have one airplane 
costing $1.25 million a month in lease 
costs sitting on the tarmac. I can't afford 
that. So if I am unsuccessful in my ef- 
forts to convince the government to 
have a more rational policy, I will just 
form an airline in the US and fly them in 
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the opposite direction. 


l B You are preparing to take Jet 
head on. Should Naresh Goyal 
(founder chairman, Jet Airways) 
be running scared? 

E Anybody who has ever 
thought that they will be al- 
lowed to be in business minus 
competition is only killing him- 
self. Competition is inevitable. 
For 10 years, Jet had it easy. Now, 
the face of Indian aviation is 
changing considerably. They 
Will face severe competition. 


lB By design or default, Jet has 
been protected by subsequent 
governments against competi- 
tion. What makes you think this 
will change? 
W I'm not exactly an orphan, am I? I 
have run UB for 25 years, a business 
that's significantly larger than Jet Air- 
ways, contributing Rs 15,000 crore a 
year in taxes. The liquor industry in In- 
dia is heavily regulated and majorly po- 
litically intertwined. I have always come 
out on top. I have built relationships 
over the years. I know how to thrive in an 
overly-regulated environment. To that 
extent, they have big time competition. 
At the end of the day, I know how to 
play the game Jet plays and I think I 
know how to play it better. If you're sug- 
gesting that Naresh Goyal's relation- 
ships or friendships can hurt me, let me 
be perfectly emphatic in saying that I 
also have friends and great relationships 
and nobody is going to help Goyal or Jet 
Airways at my expense. 


W Is it worth taking on the headache of 
acquiring Sahara at this stage? 

W The UB group has made many acc- 
quisitions, bought and sold many com- 
panies. I know that Sahara's culture is 
very different from us. It will be a chal- 
lenge and I won't deny that. But believe 
me, Shaw Wallace was threatening to be 
an even bigger challenge because the 
two were fierce rivals. But it's turned out 
very well. We are used to multi-tasking. 


W Where do you see yourself by 31 March 
2006 ? 

W 14 aircraft, and hopefully, 14 per cent 
marketshare. I am targeting 1 per cent 
marketshare per aircraft. 
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After. leadinga precarious 
and degenerate existence in 


ACEE has finally found 
refuge in journalism. He 
ha : ; 


view. Rants and 
ves on his columns can 
resed to 
mceebworldmail.com. 





Starting this year, the CBSE board has decided 


| togetlenient about spelling mistakes. Pravesh 
Kumar, CBSE' controller of examinations, 


Says today's children are "extremely weak" in 
spelling and blames the "change in mode of 
teaching at schools" for this. Spelling and dicta- 
tion classes are passe, and the focus is on devel- 


| oping communication skills.) 


6 Oktobur 2025: Sum of da oldur reeders of 
Biznes Wurld wil rimembur dose teribel dayz 
ven evrybuddy had 2 rite the same spelin: In 
dose darc dayz, it wuznt enuffif u got yore mee- 
ning akros, u had to spel kurrektly awlso. Fur in- 
stans, the kurrekt spelin' of biznes wuz "busi- 


ness” and if u rote biznes or beeshnesh (wenu 


wer drunk) evrybuddy sed u coodnt spel fur 
nuts and u didn't no Inglis. Wai, iven Inglis used 
2britten "English" in dose dayz. 

Kwyt cleerli, it woz a fashist system. Az orl of 


uno, troo demockrasy and freedum consists in. | 


riting da way u wont. Its sumtin dey tich uz at 
alimentary skool dese dayz. “I rite dis way, I 

write this way, I wrait theesh wai” are orl krect, 
and da way u rait reflects yur pursonalyti. As 
everi student of histry noes, da grate man hoo 
freed us from the slavury of commn spelin’ was 


| dat grate librator Pravesh Kumar, or, az sum say, 


Pruves Coomur. By hiz diktat dat stoodents 


wud not be peenalized for spelin -erurs, | 
Coomur at won stroke unshakld children from | 
the tyranny of spelin' Dey cood rait vatever | 

spelin' dey vanted so long as the fakts were rait. _ 


Laif was never da sem agin after dat momentus 
dishishun. It wuz at dat moment dat Ru- 





in spelin' 


| (The Times of India, 6 October 2005, Kolkata: ` 
| ICSE, CBSE will go soft on spelling errors... 


inany« case Inglis spelin’ wuz on 1 da deekline, ... 
wun reesun being da increesin' yooz of Hing- ` 
lish. Moor and moor ads in dis kuntry were rit- 


ten in Hinglish. Wen u put in words laik 
 hungama and dhamaka in yore Inglis copy duz 


it mattur hao u rs: dem? Duz it. matte. hao 


bet whenever ree felt laik it. So: Shobha ges 


came Shobhaa and Ekta became Ektaa. And - 
from namz it wuz a short step 2 taking liburteez ` 
wid da spelin' of propur Inglis wurds. One radi- 
cle proposal awf de taim wuz to drawp vowels I 
altogedder — supporters pawynted out dat 
evrybuddy new dat “Mdsmmr Nts Drm" meant 
“Midsummer Nights Dream" But. udders 
pawynted out dat it wuz bai no meens Kleer dat 
"Mrchnt f Vnc" stood for “Merchant of Venice’. 

Ovcors, once da revolushun wuz unleeshd, 
it didnt stawp at spel Peepu à: 

ed t : 


d: ees wüz no reeal 
prawper strukchur 
ys ees 


bindranut Thakur's famus wurdz, "Intoo that | ay 


awake" finally bore froot. Az wun of the revo- 


| lushunarees of da taim put it, “Orl pelien ar 


kriated eekwal." 
Da peepul whu gained da mo 


Jitrechur stoodents. It sudenli became paws 


ble, fur instans, to raitin da exam tha 


i. had ritten "2B or nawt 2B, dat is ¢ 





| heven of freedum, mai Fader, let mai kuntry li 


ommunikashun. On 
of hiz. revolushun, 
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Money Matters. 


Choose the right options. 


Today, several options are available to those seeking a career in 


financial management. 


The MS (Finance) Program of ICFAI, leading to the CFA Charter 


from CCFA, can help you find the option that's just right for you. 
[f I | J y 


The MS (Finance) Program is a career oriented program 
incorporating the latest developments in the field of finance 
supported with an up-to-date curri ulum and high quality 


courseware that includes a comprehensive e-learning pa kage. 


Exciting careers in corporate finance, international finance, risk 
management, investment and portfolio manag ‚ment, banking 
equity research, financial services, and other similar areas are 

open to graduates of the program. Several € FAs occupy senior 
positions in the corporate sector in panks, insurance companies 


mutual funds, and other organizations both in india and abroad. 


So, if you are serious about a career in finance, enroll 
for the MS (Finance) Program today. 


ar more information and the prospe ctus, please con! 


a Education, 23, Nagarjuna Hills, Panjagutta Hyderabad 500 082 





tok Leyland: 


mee 


ight out of ten metro state transport buses in India 
are from Hinduja Group flagship Ashok Leyland. 
At 70 million passengers a day, Ashok Leyland buses 
carry more people than the entire Indian rail network! 
From 18 seater to 82 seater double decker buses, from 7.5 
tonne to 49 tonne in haulage vehicles, from numerous 
special application vehicles to diesel engines for 
industrial, marine and Benset applications, Ashok 
Leyland offers a wide range of products. 

For over five decades, Ashok Leyland has been the 
technology leader in India's commercial vehicle industry, 
moulding the country's commercial vehicle profile. Today 
it touches millions of people in over 30 countries with its 
products. 

With six manufacturing locations across the country, the 
Company has an annual production capacity of 77,000 
vehicles and 87,000 engines. Its 2004-2005 turnover 
exceeded $1 billion, with international operations 
contributing over $100 million. 

Design Philosophy 

"Designing durable products that make economic sense 
to the customer, using appropriate technology", has been 
the design philosophy of Ashok Leyland. Over the years, 
this has been translated time and again into products - 





The eco-friendly Megabus 

A classicexample of combining functionality with design 
is the Megabus. This high capacity, part low-floor, 
vestibule bus brought together Ashok Leyland's expertise 
in vehicle engineering and alternate fuels. The 15.6m- 
long vestibule bus is powered by eco-friendly 
compressed natural gas. Through ingenious engineering 


that factors in the Indian metro road surface conditions, 
Megabus comes with a low floor height of 380mm in the 
trailing portion, to offer a step-free entry; a boon to the 
old and physically challenged, it also has a retractable 
ramp for wheel-chair roll-in and out. Again, part low- 
floor because fully low-floor would translate into a 
higher cost for the end customer. 





the customer 


Designing durable products that make 
economic sense to the customer, using 
appropriate technology 

and variants/body options to suit specific application 
needs - that seamlessly integrate international technology 
with local needs; both through in-house R&D efforts and 
technology tie-ups with global leaders for contemporary 
aggregates. 

Many innovations made by Ashok Leyland have gone on 
to become industry norms. Mainly because the Company 
has been anticipating and answering market needs, 
pioneering concepts like vestibule buses, CNG buses, 
multi-axle vehicles or tractor trailers. 

Vehicle ruggedness and longevity are crucial concerns, 
as they directly 
impact customer’s 


earnings. Ever 
conscious of this, 
Ashok Leyland 


makes extensive 
use of its R&D 
facility, including a 
modern CAD set- 
up, accelerated 
fatigue testing rigs 
and rigorous durability testing facilities, Rigorous tests 
are carried out under stringent simulated conditions on a 
comprehensive test track facility that replicates the most 
treacherous landscapes. Together they ensure that there 
is a constant improvement in the life and on-road 
performance of every make of Ashok Leyland vehicle to 
hit the roads, 

Major milestones in Ashok Leyland’s 
technological journey 
















1966: Introduced full air brakes 
1967: Launched double-decker bus 
1968: Offered power steering in comme 
1979: Introduced multi-axle trucks 
1980: Introduced the international 
bus with air suspension 
1982: Introduced vestibule bu 
1992: Won self-certification 
1993: Received ISO 9002 
1997: India’s first CNG 
fleet 
2001: Received I 


2002 : 
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Evaluating the winners (LR) Jury members Kishore Munshi, 
Industrial Design Centre, IIT-Mumbai; Sujata Keshavan, managing director, 

= Ray & Keshavan; Alice Cicolini, head of arts, British Council Division; Lalit 
Das, coordinator, Industrial Design Programme, IIT-Delhi 
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TWO years ago, when the 
Businessworld-NID Design Excellence 
Awards were instituted, it set a 
precedent for maintaining 
transparency in the jury evaluation 
process. The 2005 awards followed that 
in spirit and style. 

Five eminent jury members were 
on the panel. They began with an 
online evaluation of the products. 
Participants sent their entries to BWon 
a specified format. These were 
uploaded to www.businessworldindia 
-com. And jury members were given 
passwords, after which they began 
evaluating the entries — three to five 
shortlisted entries for each of the 13 
competitive categories. 

The jury met for the final evaluation 
on 30 November 2005 in Delhi. The 
process was spread over two days. They 
took into account five criteria for the 
final selection of the winners: product 
function, aesthetics, appropriateness of 
the technology used in the design, 
ergonomics and innovation. 

After the two-day deliberation, the 
jury went back happy with the 
selection. It also pulled out a surprise. A 
special jury award went to Satish 
Gokhale, winner of the first Designer of 
the Year Award in 2003, for striving 
consistently to achieve excellence 
in design. This is his third award in 
three years. 

The jury members included Sujata 
Keshavan, managing director, Ray & 
Keshavan, Prof. Lalit Das, coordinator, 
Industrial Design Programme, IIT- 
Delhi, Prof. Kishore Munshi of 
Industrial Design Centre, IIT- Mumbai, 
and Alice Cicolini, head of arts, British 
Council. Keshavan, the jury 
chairperson, expressed regret over the 
absence of Lorraine Justice, head, 
school of design, Hong Kong Poly- 
technic University, who could not 
make it for the final meeting. 

According to the jury members, the 
importance of design is clearly visible 
now. Says Keshavan: "Design adds real 
value to business and can actually 
deliver tangible results. This fact is 
being increasingly recognised today. 
Competition today invests heavily on 
design, not just in other countries, but 
in India as well." Obviously, India 
cannot afford to ignore the significance 
of design. E 
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UNANIMOUS CHOICE 


The Design 
vangelist 


For the Cornell-educated architect, investment in design goes 
with his belief of investing in the knowledge sector. Though 
Ratan Tata may not be known as a designer, his contribution 
in nurturing the spirit of design for almost two decades now, 
much before any corporate started investing in it, makes him 
the unanimous choice for the first BW-NID 'Outstanding 
Contribution to Design' award. 

When the Indica rolled out in 1998, Tata realised his 
dream. He gave Indian passengers a car made for Indian roads 
with the interior space ofa large car — all at the cost of a small 
car. Focusing on design, it managed to stand apartinabevyof ` 
new models of cars that hit the Indian roads. ; 

The project, which initially evoked scepticism, met with re- 
sounding success. Tata Indica marked the beginning of a new 
design trend in India. The Indica also won the Best Automobile 
Design Award in 2003, the first year that the BW- 
NID Design Excellence Awards were instituted. 

The success of the Indica spawned a new ad- 
vanced version — the Indica V2 — which was 
launched in January 2001. The Indigo and Indigo 
Marina followed soon after. All the three cars were 
built on the same platform. Today, the country is 
waiting for Tata to roll out the Rs 1-lakh car. It 
promises to be an engineering and design marvel. 

Tata's commitment to design is reflected in the 
emphasis that each of his groups companies 
places on design. Tata Elxsi, Tata Interactive, Titan, 
Tata Motors and TCS all have a large number of de- 
signers working with them. Arguably, the group is 
the largest employer of designers from all disci- 
plines in India. = 
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Ratan Tata gets 
the ‘Outstanding 
Contribution to 

i Design' award 


‘Below (L-R) Ravi Kant, MD, 
Tata Motors, takes the tro- 
phy on behalf of Ratan Tata 
from Aveek Sarkar, chief 
editor, ABP and S. 
Venkataramani, senior VP & 
ED, Philips Electronics India 
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Technology should be 
as simple as the box 
it comes in. 


Join us on our journey at www.philips.com/simplicity 


PHILIPS 


sense and simplicity 











The BW-NID jugalbandi. 


managing director, ABP 
and , 
executive director, NID, 
explain the philosophy 
behind the event 





The Third BW-NID Design Excellence Awards were announced 
on 3 December 2005. A grand and glittering ceremony at 
Uppal’s Orchid marked the evening as participants, guests and 
celebrities braved Delhi's chill to be part of the fiesta. This 
year, the awards celebrate excellence in consumer product 
design, a key aspect that makes products more desirable to 
the end consumer, boosts sales and plays a vital role in 
fuelling the growth of the economy. 

The jury selected the winners from over a hundred entries 
from both multinationals and Indian companies. A number of 
lesser-known Indian companies, with their innovative products 
and commitment to design, emerged winners. Vignettes from 
the glittering evening. 
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GALLERY 


receives the award for 
best industrial equipment design from 
mayor of Ahmedabad 


EPDIAC 


ategory Soo 
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THE PRINCIPLE OF DEPRECIATION 
HAS LOST ITS MEANING. 


The ABC survey rules Businessworld the leader yet again. 























Period Businessworld 
Jul-Dec 2003 1,46,532 
Jan-June 2004 | 1,46,614 
July-Dec 2004 | — 1,39,019 
Jan-June 2005 | 140,033 











(BT & BI not part of the ABC audit) 


For our readers, the value of Businessworld never goes down.The ABC survey is out and Businessworld has grabbed the pole 






position, for the fourth time in a row, with a staggering sale of 1,40,033 copies. It s 





the more one's desire to look forward to the next issue. No wonder then, Businessworld continues to defy the laws of economic 
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Top: (L) with , British High 
Commissioner to India. design, a wheelchair trans- 
porter, Plexus, for the disabled was an award-winning entry. 
Clockwise from left: 
(L) of Desmania, who designed the Vicks Cough 
Drops Jar, gets the award for best home retailing packaging 
from (C), executive director, NID, and 
, partner, Episode.The product scored high for very 

innovative closure design. 

(L) vice-president, Reva, receives the best con- 
cept design (professional) award from 2 


(L) of Bang Design looks on as š (2nd 
from L) of Ittiam gets the award for best home product design 
from (2nd from right) and . The 


Itiam MuV PMPR/ PMA is a portable music assistant. 
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GALLERY 


Some of the products 
awarded for design 
excellence on display 
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THE MARGINAL PROPENSITY TO 
CONSUME DOESN'T APPLY TO US. 


The ABC survey rules Businessworld the leader yet again. 























| Period Businessworld | 

| Jul-Dec 2003 1,46,532 | Š 

Jan-June 2004 1,46,614 | Š 
| July-Dec 2004 139019 | a 
| Jan-June 2005 140033 | 9 
| (BT & BI not part of the ABC audit) < 





It seems as if our readers can't get enough of us. The ABC survey is out and Businessworld has grabbed the pole 
the fourth time in a row, with a staggering sale of 1,40,033 copies". It shows, the more one reads Businessworld, the more one's 
desire to look forward to the next issue. No wonder then, Businessworld continues to defy the laws of economics 
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INDIA'S LARGEST SELLING 
BUSINESS MAGAZINE 


* Source: ABC Survey Jan-jun 2005. 
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Top: (From extreme R) Tata Motors' , ABP's 
, high priest of design , and British High 
Commissioner to India and his wife 
at the gathering. 


Clockwise from left: 

(C), head designer, BP Ergo, receives the award 
for best design in office fumiture from (R), mayor of 
Ahmedabad. The product, Totem, is a break from the 
conventional desk or partition systems. 

Samsungs (L) receives the award for best 
design in office products, the Samsung Note PC Model No. 
Q30+ from i 
(R), asst. VP Star News, confers on NID stu- 
dent a six-month intemship with the channel. 
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We help you read the future. 
Here's something to plan it. 


To help you keep track of the coming year, Businessworld brings you a unique leather bound Planner. 
So fill out the form below and mail it to us immediately. After all, it's best to plan ahead. 


Planner: * Dimensions: 15cm X 20cm * One page per day for better planning * Project Plan Notes * Finance Notes 
* Seperate sections for appointments and addresses * 3 year Calender * Price: Rs. 799/- 
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New Delhi PF10002 Ph: OF E-22702 170, e-mail: businessworldsubscriptions£iabpmall.com 
For bulk orders and further information, please contact: Delhi: Sangeeta Biswas, Tel: O1 1-2370 2170-79: Mumbai Arvind Patil, Tek 022-24967 
Kolkata: Ashish Das Gupta, Tel: 033-22600745; Bangalore: R. Katla, Tel: 080-2558 8127: Chennai: R. Sudhakar, Tel: 044-2813 1278/9; Hyderabad: Suman Sarkar Tek 040-2331 


Please allow 4-6 weeks for the final delivery of the Planner. 











SANJAY SAKARIA 


SANJAY SAKARIA 


SANJAY SAKARIA 














Clockwise from bottom: 
Model (L) and fashion guru 
anchor the evening's show. 
(C) joint MD, L&T, receives the award for Senorita, 
India’s first indigenous ultrasound colour doppler, from 


(R) of NID. 
His third in three years. (L) gets the jury’s award 
for pursuing excellence in design consistently over the years. 
Looking on is of Zodiac. 


(R) executive director (HR), Ashok Leyland, gives 
away the award for best design in transportation accessory to 
Bang Design team and 

(L) gets the best accessory design award from 
Foley designed Titan Fastrack sunglasses. 
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"Design is not incidental to modern 
economies but integral; not a part of 
success but the heart of success; and not 
a sideshow but the centrepiece.” 

Gordon Brown, 
Chancellor of the Exchequer opening the 
London Design Festival 


When it comes to fostering innovation, 
Britain is at the forefront. The country is 
bursting with design awards - be it the 
Duke of Edinburgh Awards, the Design 
Effectiveness Awards for measurable im- 
pact, the Civic Trust Awards for environ- 
ment and architecture or the Design 
Museum's new Designer of the Year. Add 
to this the innovation and enterprise units 
proliferating among Britain's universities 
and a growing number of bursary 
schemes for young designers and it's an 
atmosphere conducive to promoting de- 
sign. 

The Design Council was set up in Britain 
in 1944- then called the Council of Indus- 
trial Design. Founded by Hugh Dalton, 
president, Board of Trade, in the wartime 
government, its objective was "to pro- 
mote by all practicable means the im- 
provement of design in the products of 
British industry". This approach culmi- 
nated in Millennium Products, an initia- 
tive that set out to select and celebrate 
1,000 examples of British innovation and 
design in the run-up to year 2000. "Why", 
the Design Council asked, “scramble 

to be the cheapest, when using design 
can make you the best by transforming 


everything you do?” 


In 2005, the Council pub- 
lished research results that 
proved their analysis was 
correct. Share prices of 
companies which invested 
in design performed thrice 
better than the FTSE 100 
Index over nearly two 
years in the run-up to December 2004. 
Over 150 quoted companies, all per- 
ceived as effective users of design- out- 
performed the stockmarket by 200% 
from 1994 to 2003. 

The creative industries comprised 8.2% 
of Britain’s gross value added in 2001, 
and grew by an average of 8% annually 
between 1997 and 2003 (the average was 
3% for other industries). In June 2002, 
creative employment 
totalled 1.9 million 
jobs, 500,000 of them 
in London where the 
creative sector is the 
capital’s second larg- 
est employer. 

It is companies like 
JCB, Rolls Royce, 
Dyson, Arup, Astra- 
Zeneca, BAE Sys- 
tems, Jaguar, London 
Taxis, Sainsbury’s, the 
Co-operative Bank and 
3M that have spurred 
Britain’s creative 
progress and given them lasting com- 
petitive advantage. 

Socially, Britain's approach to creativity 
is seeping into every corner and recent 
initiatives signify a new era in which de- 
signis de-capitalised as a noun. Another 
hot coinage is “service design". Both 
allude to design as social organisation 
and grassroots innovation; which no 
longer belongs exclusively to design- 
ers; nor is it found solely in the object 
or spectacle. Instead, design is more like 


A new discourse in Britain is redefining the meaning of 
Design — it's now more about ‘people’ than ‘stuff’. 













Eu 


a kind of active citizenship; a m 
which everyone is empowered to 
change their local world. 
For instance, the Sorrell Foundation ini- 
tiative Joined Up Design For Schools, a 
series of design interventions where pri- 
mary and secondary schoolchildren be- 
came the clients for architecture, brand- 
ing, furniture, appareland other usually 
rotten exemplars of design in schools. 
The education unit of Commission for. 
the Built Environment has projects 
where tomorrow 's citizens get involved ` 
in everything from urban renewal and ` 
public art to the Great Vegetable Chal- 
lenge. 

In late November, John Thackara, amia 
iar in India as the director of the 








globetrotting design symposium, Doors 
of Perception, announced a new design 
award with grassroots, community- 
based design at its core. The “Commie” 
awards will be a centrepiece of the Dott 
(Design of the Time) event in North East 
England. The awards represent the cli- 
max of a programme "helping the whole 
region emerge as a situated and distrib- 
uted design school and lab". The new- 
century spirit of design is "people rather 


| BROWSING 
_ Bikky Khosla 
E CEO 

.. Tradeindia.com 


| Iamreading Bill Stinnett's THINK 

.. LIKE YOUR CUSTOMER. It delves 

. onthe importance of thinking on 

| the same wavelength as your 

|. prospective customer. 

~ Ipicked up the book after reading 
. anonline review of it. The line in its 

— first chapter, ‘ifyou want to catch a 

_ fish, you have to think like a fish’, is 

. trueinallaspects. It is worth reading. 
. . Beingadotcom junkie, I usually 

. search online bookstores for infor- 

. mation on new arrivals. I also travel 

_ around and so usually look for light 
| reading — maybe a Paulo Coelho 

` orajeffrey Archer. 


» 











|= Ido most of my reading while 


. travelling. It's very refreshing. = 


- ALERT 
Never Have Your Dog Stuffed 


By Alan Alda 
(Random House) 





FEW can say anything 

better than Hawkeye 

Pierce, the life of the 

hit TV series, MASH. 

Good-natured, funny 

and honest, he isn't 

too far off from Alan 

Alda, who played the 

character. 

This book is about Alda's life 

. through his own eyes — from 
being a successful actor on 

— Broadway, an award-winning 

| writer and director, to a person 

who grew, in the truest sense, in 

trying circumstances and learnt 

to embrace uncertainty. 
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The rise and. 


PROSENJIT DATTA 





HY would anyone write a 
book on Internet search? 
Author John Battelle de- 
votes considerable space 
— in fact the entire first 
chapter — explaining that. 
The idea, he says, probably popped into 
his mind first when he stumbled 
upon the first edition of 
the Google Zeitgeist in end 
2001. (Zeitgeist is a Ger- 
man term that loosely 
translates to spirit of the 
times. The Google Zeit- 
geist is essentially a weekly 
page the search firm gen- 
erates, which contains the 
interesting trends and pat- 
terns thrown up in the 
search data accumulating 
in the Google databases.) 
The 2001 Zeitgeist had a list of both 
the top gaining queries, as well as the 
fastest declining one. Four of the top five 
gaining queries in end 2001 had to do 
with terrorist attacks. The fastest declin- 
ing searches included Pokemon, Nap- 
ster, X-Men and Big Brother, the reality 
television show. To Battelle, it was a sure 
sign that the Google database knew pre- 





SELECTION 


The irreverent 
view works 


HE title of the book itself is 
T seductive, and the author by and 

large delivers on the promise. In 
fact, it is possible to read this 
management book cover to cover in a 
couple of sessions, unless you are a 
natural born conformist and authority 
worshipper, in which case you may find 
the author's views offensive. 

Grey, a management theory 
teacher at Cambridge, questions 
management schools' indoctrination of 
students with the organisation-centric 
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cisely what American culture wanted. 
That was the trigger. Later, as he 
thought more about it, Battelle con- 
cluded that through search he could tell 
the story of the Internet era, its cultural 
nuances, its commercial practices, the 
material culture of the world, and even 
issues like artificial intelligence. 
Interesting as the book is, it falls well 
short of exploring all 





THE SEARCH 


By John Battelle 


Nicholas Brealey 


Publishing 


the parameters that the author so ambi- 
tiously set for himself. There are fasci- 
nating glimpses of the early days of the 
Internet boom, the missed opportuni- 
ties, and the great Yahoo!-Google rivalry. 

There are some not so interesting 
bits (at least for this reviewer), which ex- 
plore the technology of search as well as 
the philosophy behind the algorithms. 
There is also some speculation on the 


worldview that is socially insensitive 
and deifies organisational efficiency 
without reference to morality. 

The author also takes potshots at 
management schools for practising an 
insidious social engineering agenda. He 
argues that management schools 
cannot impart a special skill like 
medical or engineering schools, and 
that they exist to indoctrinate suitable 


A Very Short, 
Fairly Interes- 
ting and Rea- 
sonably Cheap 
Book about 
Studying 
Organizations 
By Chris Grey 
Response Books 
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_ rise of Net search 


future of search. How- 
ever, the analysis of how 
the search function can 
change the very nature 
of commerce is rather 
disappointing. 

The book takes 
some time to pick up 





JOHN BATTELLE is co-founding 
editor of Wired and the founder 
of The Industry Standard as 
well as TheStandard.Com. He is 
currently chair for the Web 2.0 
conference, a columnist for 
Business 2.0 and founder- 
chairman of Federated Media 
Publishing 





speed — till Chapter 3, 
to be precise. That's when the author 
recounts the history of Internet search. 
Archie was the first Internet search 
engine, predating the worldwide web. 
It was created by McGill University 
students, and no, it was not named after 
the comic book character. The name 
came because it scoured Internet-based 
archives and indexed them. (But the 
next search engine, created by students 
ofthe University of Nevada, was named 
Veronica, Archies girlfriend in the 
comic series.) 

The Wanderer was the first crawler 
that attempted to tame the wild, wild 
Web. It was soon overtaken by more, rel- 
atively modern, search engines like 
WebCrawler. However, the first big 
breakthrough came with the creation of 
Alta Vista, a search engine which could 
well have been what Google is today. 
The tragedy with Alta Vista was that it 
belonged to DEC, the mini computer 


people to control other people on 
behalf of and for the benefit of 
organisations. 

Amid the author's irreverent and 
witty critiques of management schools, 
management consultants and the 
mindset behind management itself, the 
book also evaluates the most common 
approaches in the study of organi- 
sations — bureaucracy and scientific 
management, HR and people manage- 
ment, organisation culture and self- 
management, and post-bureaucracy 
and change management. 

Readers will find a few assertions in 
the book questionable. Yet, it is one 
management book that can be read for 
the fun of it and not because one needs 
to impress his or her manager. m 


FEROZ AHMED 








company then in its death throes. DEC 
had absolutely no idea what it could do 
with a search engine. Alta Vista died a 
painful death in the hands of clumsy, 
unimaginative managers. 

Around the time Alta Vista was being 
killed, Yahoo! came into being. Like the 
search engines, Yahoo! was essentially 
an effort to tame the Web and to help 
people find relevant websites easily. The 
big difference was in the philosophy. Ya- 
hoo! firmly believed in human indexing; 
the search engines banked entirely on 
their algorithms. 

Battelle chronicles the rise of Yahoo!, 
and other portals like Excite and Lycos, 
in vivid detail. He looks at how the 
search engine movement was almost 
killed off as portals became all the 
rage. And he captures the madness of 
the dotcom boom brilliantly. In fact, 
these are some of the most fascinating 
bits in the book. 


On filming 
Wal-Mart 


IRST, they made a film, 
F: 95-minute documen- 

tary on what they called 
“the most powerful company 
in the world" — Wal-Mart — to 
examine the impact of the 
retail giant on local communities. Then 
came the DVD, and finally a book. 

WAL-MART: THE HIGH COST OF LOW 

PRICE by Gregg Spotts (The Disinform- 
ation Company) is a fast-paced 
companion book to Robert Greenwald's 
explosive documentary of the same 
name. In this slim paperback (192 
pages), Spotts takes you behind the 
scenes of this controversial film and 
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Then came the great bust — and 
the birth of Google. Again, Battelle does 
a superb job recounting the culture ` 
of Google, its astonishing success, and 
the way it changed the rules of the Inter- 
net game. 

Contrary to what is generally 
believed, Google is not a big innovator. 
Sure, it created a great algorithm. But 
the AdWords concept (paid search 
links) was not its own idea. The credit for 
that goes to GoTo.com, a company that 
could have been Google but finally did- 
n't. The author is in his elements when 
he discusses the Google culture, the 
arrogance of its founders and the infa- 
mous Google Dance (when the search 
engine firm tweaks its algorithms to stay 
one step ahead of search engine spam- 
mers), and the difference in culture be- 
tween Yahoo! and Google. 

But once he moves to the future of 
search, and also the future of Google, 
the book begins to falter. He does look at: 
the work going on in IBM to solve the 
problem of natural language search as ` 
opposed to the keyword search that is 
current today. But the treatment is ex- 
cessively dry and brief. 

Insum, thisis an interesting volume, 
but certainly not the definitive story 
ofsearch. a 








the grassroots pressure 
campaign challenging one of 
the world’s largest 
companies. 

The story of a wide- 
ranging investigation 
that was kept secret from 
its target, this book 
describes the nine-month 
journey of Greenwald and 
his crew. The book is more 
about filmmaking than about the 
ubiquitous supermarket chain. Spotts 
reveals the new tactics and 
technologies that are revolutionising 
political filmmaking, offering 
inspiration for aspiring filmmakers 
and activists. 

He manages to capture the 
excitement and the grind involved in 
making such films. 
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The wheel has turned full circle. x — 
. Now it's the turn of those who 
supported design to be given their due. _ 


Ashok Leyland 
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Who killed Manjunath? 


Ta literal level, the answer to the question is 

well known. Pawan Mittal, son of the owner 

of the petrol pump in Lakhimpur Kheri, 

has been arrested together with a friend 

and employees at the pump for the murder 
of Shanmugam Manjunath, the young area sales officer 
of IndianOil. The reason why he was murdered is 
also clear: that he had caught the petrol pump adulterat- 
ing diesel with kerosene. Now the law will take its course 
— which may be anything. The accused may be con- 
victed; on the other hand, if witnesses cannot be found 
or are bought up, the accused may be acquitted. In any 
case, as the home minister, Shivraj Patil, told Jairam 
Ramesh, his hands are tied; law and order is a state sub- 
ject, and all he can do as home 
minister is to wash off his 
hands, wring them or throw 
them up in despair. 

But, as Jairam Ramesh told 
the minister of petroleum, he 
should look at the economic 
dimensions of adulteration: 
that the pricing of kerosene 
vis-à-vis diesel oil had created 
an adulteration racket stretch- 
ing across the states. The gov- 
ernment forces oil companies 
to subsidise kerosene. The re- 
sult is that it is hugely cheaper 
than diesel oil, and every litre 
of kerosene added to and sold 
as diesel oil brings effortless 
profits. Only an idiot would re- 
sist such easy money. One ben- 
eficiary of the racket killed a young man who stood in the 
way; but others just buy the cooperation of those who 
stand in the way. Everyone is following his economic in- 
terest; who can quarrel with that? 

The government, obviously, for it has ordained the 
kerosene subsidy. It has done so, not to enrich petrol 
pump owners, but to make kerosene cheaper for the poor. 
It distributes kerosene to ration shops for selling to the 
poor. But petrol pump owners part with some of their 
profits of adulteration and buy off kerosene from ration 
shop owners. So the gains are more evenly shared. Who 
can quarrel with the redistribution of income? 

But the ration shop owners were sold the kerosene to 
sell to the poor, not to petrol pumps. They were being 
asked to do something against their economic interest. 
Would they voluntarily be such fools? They are not. So ra- 
tion shop owners, no less than petrol pump owners, 
would carry on the racket unless the police puts them be- 
hind bars for diverting kerosene. 





The kerosene subsidy has 
spawned a racket that makes 
many dishonest people rich; 
abolish it before it kills again 








The police are busy enough catching murderers and 
directing traffic. And suppose they took some time off and 
tried to catch the errant owners of ration shops and petrol 
pumps. Would the latter just wait to be arrested? More 
likely, they would use some of the profits of adulteration 
to bribe the police. That would be further redistribution. 

So the task is left to single young officers of oil compa- 
nies, such as Manjunath. And what could he have done to 
stop the petrol pump owner from adulterating diesel oil? 
Nothing. For as Manjunath told a friend when he was vis- 
iting the Indian Institute of Management, Lucknow, his 
alma mater, petrol pumps are awarded to people who 
have political clout. For that reason, they cannot be pun- 
ished in any material way. 

This political distribution 
of petrol pump licences is the 
reason why Manjunath died 
fruitlessly and why many more 
will battle on uselessly or sell 
out profitably: the government 
has devised a system in which 
politically influential petrol 
pump owners can carry on 
adulteration without fear. 

This foolproof system was 
created by politicians. They 
have been hauled up to court 
for it. The case against Captain 
Satish Sharma meandered on 
for years before the Supreme 
Court gave up. Ram Naik 
changed the system of pump 
allocation, but to no avail. The 
scandal in 2000 when many 
pumps were found to be allotted to supporters of the BJP 
— and other parties — petered out in the same way. 

Politicians in power salve their consciences by think- 
ing that they allocate pumps to "deserving" persons such 
as war widows. But a sprinkling of war widows covers a 
vast cesspool of candidates whose only qualification is 
thatthey knew some influential politician. 

Politicians are in games like this for their own benefit, 
so they are unlikely to give it up because of one murdered 
young man. But this government is led by a man with a 
conscience, a man who talks of development with a hu- 
man face, a man who understands the economics of 
adulteration. We have an equally upright finance minis- 
ter. Is ittoo much to expect that the sad death of Manju- 
nath would pinch their conscience just a bit? One should 
do what is in the interest of democracy; but is there never 
a time for doing what is right? The right thing to do is re- 
move the kerosene subsidy, which enriches many — all 
except the poor. Bi 


ANTHONY LAWRENCE 
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A LITTLE EVERY MONTH GOES A LONG WAY. 


Presenting the Systematic Investment Plan from HSBC (HSBC SIP) 
which lets you invest as little as Rs 1,000/-* each month in our 
mutual fund schemes*. Think of it as a discipline that could help you 
get closer to your dreams, systematically. To know more, call us 
or your investment advisor. 
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HSBC Mutual Fund 
» sms INVEST to 7333 
> www.hsbcinvestments.co.in 


Issued by HSBC Asset Management (India) Private Limited 












For more information call: * Mumbai 5666 8819 + New Delhi 5149 0719 * Bangalore 2557 4444 / 0404 + Kolka 
* Hyderabad 5373 9805 / 06 + Gujarav/ Ahmedabad 98983 77319 / 2 apatam/Andhra Pradesh 98496 
21 + Baroda 98983 77319 < Coimbatore 98944 77319 + Indore 98934 77319 + Kochi 98954 77319 or write to us at hsbomf 











"To know more about which funds SIP is available in and its applicable load structures, kindly contact your nearest Investor 
by putting in a minimum of 6 monthly cheques of Rs 1,000/- or a minimum of 2 quarterly cheques of Rs 3,000/- in advance, Auto debit facility is also available in 
select cities. 





Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and Capital Markets (India) 
Private Limited (liability restricted to the corpus of Rs | Lakh). The Sponsor/associates of the Sponsor/Asset Management Company (AMC) are not responsible or liable 
for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed HSBC Asset Management (India) Private Limited 
as the Investment Manager. Risk Factors: All investments in mutual funds and securities are subject to market risks and the Net Asset Value (NAV) of the Scheme(s) may 
go up or down depending on the factors and forces affecting the securities markets. There can be no assurance that the objectives of the Scheme(s) will be achieved. Past 
performance of the Sponsor, AMC, Mutual Fund or any associates of the Sponsor/AMC does not indicate the future performance of the Scheme(s) of the Mutual Fund. 
Vferms of Issue: Units of the Scheme(s) are being offered at NAV based prices, subject to the prevailing loads. The AMC calculates and publishes NAVs and offers for sale 
and redemption, units of the Scheme(s) on all Business Days, at the Applicable NAV. Load Structure for SIP: Where each installment of investment is Rs 25 lakhs or 
below: Entry load of 1% in case of investments into HSBC Equity Fund/HSBC India Opportunities Fund/HSBC Midcap Equity Fund. Exit load of 1.25% if such amount is 
redeemed/switched out of the Scheme within 2 years from the date of the relevant investment. If SIP is discontinued before 6 months, exit load of 1.25% irrespective of 
date of redemption. Where each installment of investment is more than Rs 25 lakhs: Entry load of 2.25% on each investment. Exit load Nil. In case of all other Schemes 
where SIP is applicable: No load (entry/exit) will be charged. Load in case of investments by Fund-of-Funds (FOF) Scheme: No load (entry/exit) will be charged by the 
Schemes of HSBC Mutual Fund under this Offer Document, on the investments made by Fund-of-Funds Schemes launched by mutual funds. The entry/exit load set forth 
above is subject to change at the discretion of the AMC and such changes shall be implemented prospectively. For load structures of our Schemes, kindly contact your 
nearest Investor Service Centre. Please read the Offer Documents for details and risk factors before investing. r š 
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As our teachers told us in school, reading always leads to enrichment. 
The more you read the story of Daink Jagran, the clearer the enrichment! 
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“they deliver better savings 
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Japanese Ahoy! 


Q Your cover story (BW, 12 
December) failed to look at 
Japan in sufficient detail. I 
belong to the old school, 
which still believes that 


Japan will continue to playa Ë 
significant role in Asia, even — a 
as the Chinese economy booms. The : = 


recent macro economic news emerging from Japan 

amply suggests that it is time for India to up its engagement with Japan 
in particular. Japan still has access to and zealously protects a lot of 
critical technology in areas as diverse as chip design and semi- 
conductor technology. Keep Japan on one side and the other countries 
in Asia on the other side. That's how important Japan is! 

Further, the story painted too much of a macro picture, without 
enough micro details to support the arguments. I wish there were more 
examples of Indian companies who are actually engaging with Asia. 


Brajesh Kumar, via email 


—— T SS y 


MACHAAN AND HIS GLORY 

Manju was a real corporate hero, but 
whenever I read any news article about 
his death, my heart is filled with pain 
and fear. The message it gives the 
youth is very negative; it tells us the 
cost we will have to pay for our honesty 
and ethics. Our government must 
realise by now that the severe brain 
drain faced by India is not only due to 
higher salary packages. A large 
percentage of people leave the country 
because of the growing mafia and 
worsening work conditions. We'll have 
to act seriously before it's too late. 
Aditya Chari, via email 











CORRIGENDA 
In Winners Take Home the Glory' 
(BW, 19 December), N.N. Prasad, 
joint secretary, Department of 
Industrial Policy & Promotion, Gol, 
was inadvertently identified as 
Amit Shaw, mayor of Ahmedabad. 

As regards “Small Towns the 
Next Wave' (BW, 5 December), the 
$350-million Horizon International 
fund is being raised through FIIs, 
and not through high networth 
individuals, as was stated in the 
article. Besides, Kshitij Venture 
Capital Fund was raised in March 
2005, and not last year as was 
mentioned in the article. 

We regret the errors. Y 


J 


Write in at 
editor@bworldmail.com 
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Dayanidhi Maran, minister 
for communications and IT 


COVER STORY 42 | 


Telecom's 
New Dawn 


Over the last 18 months, companies like 
Nokia, Ericsson, Alcatel, Flextronics and LG, 
among others, have committed around 

$5 billion to set up telecom equipment 
manufacturing plants in India. India's 
telecom market, the fastest-growing in the 
world, is the primary driver behind these 
investments. The minister for communi- 
cations and information technology, 
Dayanidhi Maran, has also played his part 
well. His vision is to make India a telecom 
manufacturing hub. That will take time, but 
theres no doubt that India is getting noticed 
as a telecom manufacturing destination. 


SANJAY SAKARIA 












IN THE NEWS 


10| India's Asean Outing 


After failing to agree on the early harvest programme, India 
and the Asean now plan to go straight into the FTA. 


10 | WTO The Hong Kong ministerial is playing out as 
expected, with no party willing to give any ground. 


11) Premier Air The latest aspirant for setting up a 
low-cost airline comes in with a cash stash. 


12) Biogenerics They are expected to enter the EU in 
two years. What does that mean for Indian manufacturers? 


16) Banking The MRTPC reportedly issued a notice to 
some banks for trying to set a common floor rate. 


26 Hungama cro 
Neeraj Roy has struck deals 
with 28 mobile phone 
operators in 12 countries to 
provide Indian film content. 


^ 


Neeraj Roy: Giving Indian 
films global exposure 








IN DEPTH 


32| Smelting Pot 


If India can't make its mark 
globally in aluminium, it will 
have only itself to blame. 
Everything else is just right. 
« R.K. Kasliwal of Hindalco says 
it helps being close to SE Asia 


50 Capital Markets Cross-border deals are helping 


the financial services sector take business to the next level. 


54. Dentsu The last big ad agency group to enter India 
has had a good start. But can it keep growing the same way? 


56 China The country’s searing economic growth is a 
miracle to the world. But it is also gutting the environment. 





IN CONVERSATION 


ss Haigh & Krishnan 
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Brand Finance on why Indian brands lag behind. 
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The shape of Asia 


RIME Minister Manmohan Singh has just re- 

turned from the first-ever East Asia Summit, in k 

Kuala Lumpur. This grouping of 16 nations, which — 

includes China, India, Japan, Korea, Australiaand — 

New Zealand, in addition to the 10 members of 4 
Asean, is probably the first formal expression ofthe fact that 
this region is gradually becoming the centre ofthe globaleco- ` 
nomic system. The political shape that this communityofna- 
tions will take is still in the realm of possibilities and different — 
countries have different notions on that. Nothing illustrates 
this better than the various combinations being tried out. T 
There is, of course, the Asean grouping; then the Asean-plus- — 
one grouping that includes China as well; then the Asean- Ç: 
plus-three grouping that includes China, Japan and Korea; 
and lastly the Asean-plus-three-plus-three grouping that in- 
cludes India, Australia and New 
Zealand, all of whom now form 
part ofthe East Asian summit. 

The most striking part is that 

all these groupings exclude the 
United States, which has a 
strong presence in the region. 
This is a political statement, and 
the reason why Australia still 
prefers Apec, a grouping that in- 
cludes the US, to retain its im- 
portance. India, of course, 
would consider Asean-plus- 
three-plus-three as the core ofa future Asian community, as 





| thatistheonly grouping of which it is a full member. China 


would prefer Asean-plus-three to all other groupings — 
though its first preference, of course, would be to be recog- 
nised as the pre-eminent power in the region with everyone 
else following it. The reason why Asean is promoting all these 
combinations is that it wants to remain the centre of the 
Asian community and not be sidelined as China and India re- 
alise their full economic power. Within Asean, Singapore and 


| Indonesia would like India to be a significant player to coun- 


terbalance China, while Malaysia wouldn't want that. 

This listing of conflicting calculations may look tedious, 
but itis time India started paying wholehearted attention to 
them. The good thing is that Manmohan Singhs visit to the 
summit and the ongoing engagements we have with the re- 
gion show that India is slowly reclaiming its position in Asia. 

The cover on telecom manufacturers looking at India as 
an alternative destination to China is part of the same story. 


ae 


TONY JOSEPH, EDITOR 
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EARLY HARVEST WITH ASEAN 


India blocks move 


on tariff reductions 


O get an idea of why agree- 

ment is so elusive at the 150- 

nation World Trade Organiza- 

tion (WTO), look at what was 
happening in Kuala Lumpur, where a 
smaller regional bloc was trying to ham- 
mer out a pact with its neighbours 
around the time of the WTO ministerial 
in Hong Kong. 

The 10-member Association of Sou- 
th-east Asian Nations (Asean) kicked off 
trade meetings last weekend prepara- 
tory to an East Asian summit on Wed- 
nesday. India posed a problem on re- 
gional cooperation by blocking 1,414 
products from an ‘early harvest’ pro- 
gramme of reducing 
tariffs on select items. 
The early harvest 
was to pave the way 
for a wider free trade 
agreement (FTA) to 


1 January 2007. The 
FTA itself is part of a 
comprehensive 
economic coopera- 
tion pact that comes 
into effect by 2011. 
Asean and India 
have now abandon- 
ed the early harvest 
exercise and hope to 
move straight into 
the FTA. 

At the same time, Thailand refused 
to sign the FTA with South Korea be- 
cause of concerns about access to Py- 
ongyangs rice market. 

It was, however, India's negative list 
that grabbed the headlines. The exclu- 


. ded items account for a huge chunk of 


Aseans exports to India: 60.6 per cent in 
for Malaysia, 65 per cent for Cambodia 
and Indonesia, and nearly 100 per cent 
for Myanmar. Malaysia's trade minister 
Rafidah Aziz said the list was "very amu- 
sing" as it laboriously notes all the small 
items — from dolls (clothed and naked) 
and toilet seats to crabs and chewing 


gum — with the big ticket goods like | 








petroproducts and cooking oils. Aziz 
says even Indian commerce minister 
Kamal Nath was amused by the list and 
issaid to have been unaware of what the 
Udyog Bhavan babus had drawn up. 
India, however, means serious busi- 
ness with Asean. Although its bilateral 
trade target is a modest doubling to $30 
billion by 2007, there are other issues. It 
needs $150 billion to modernise its in- 
frastructure and is hoping to attract big 
money from Asean members. There is 
also the strategic interest it has in the re- 
gion where China is making huge in- 
roads with plans for a common market 
with Asean by 2010 clearly taking shape. 





Prime Minister Manmohan Singh 
tried to cover the embarrassment over 
the list by promising to bring down tar- 
iffs to Asean levels and offering coopera- 
tion in education and training — to 
teach the Asean nationals English. 

But the offer to cut tariffs “in the next 
three or five years”, as Singh said, was 
vague. That must have prompted Ma- 
laysian premier D.S.A.A. Badawi to rap 
India on the knuckles. The establishment 
of the Asean-India FTA would make 
“our engagement more meaningful and 
substantive, and also reflect the rising 
stature of India’, he toldthe summit. Bil 

LATHA JISHNU 
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WTO MINISTERIAL 
Sticking to script 


ARMERS and voluntary or- 

ganisations, bless them, are 

the only ones leavening the 
leaden World Trade Organization 
(WTO) ministerial in Hong Kong. 
They have held their rallies, mocked 
Western leaders with caricatures, 
jumped into Victoria Harbour and 
even attended the sessions. Other- 
wise, the global trade conference 
has been entirely predictable with 
participants stubbornly sticking to a 
script articulated in advance. 

EU trade commissioner Peter 
Mandelson has reiterated the bloc 
will not make any further conces- 
sions, even if the meet is stalled on 
the issue of agriculture subsidies. 

Pascal Lamy, formidable nego- 
tiator as Mandelson's predecessor, 
is more of a pragmatist as chief of 
the WTO. He gives the sixth ministe- 
rial a 55-66 per cent chance of suc- 
cess "based on various parameters, 
such as breakthroughs in negotia- 
tions on agricultural subsidies and 
industrial tariffs". 

Not any more optimistic is Hong 
Kong commerce secretary John 
Tsang, who is chairing the confer- 
ence. "There won't be easy solu- 
tions. We will try to move these 
talks a step forward," he said. He 
warned the developed countries 
that unless they cut subsidies to 
their agricultural sectors substan- 
tially, the WTO will fail to conclude 
ongoing talks by 2006 as scheduled. 

` Developing countries, however, 
are showing more confidence and 
cohesion. They have formed yet an- 
other alliance, this time on indus- 
trial tariffs. Led by India, a core of 
eight countries has come together 
to ensure that the principle of "less 
than full reciprocity" is fully reflec- 
ted in any deal on non-agricultural 
market access, or NAMA. 

The group is seeking a wider in- 
terpretation of market access to in- 


clude elimination of tariff peaks and 
non-tariff barriers. m 
LATHA JISHNU 





Price-earnings ratio 











India: The most expensive emerging market in Asia 


20 eese. The table shows that valuations in the Indian stockmarket are 
way ahead of those in other Asian emerging markets. That's 

- true not only of valuations based on current earnings, but 
also after taking into account expected earnings growth for 

_ the next two years. Even on the basis of earnings for 2007, 

India continues to be the most expensive market. 
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BIOGENERICS 


Good news for India 


Company Wockhardt 


Turnover 
(Rs crore) 


1,239 


EPO, Human 
insulin, Hepatitis 
B vaccine 


To apply to 
market EPO in 
2006 


Biogenerics 
JH marketed in 
India 


Status of 
European 
plan 


SENIOR European regulator 

said at an industry forum in 

Paris last week that the next 

two years seem like “a rea- 
sonable time frame” for the first biotech 
copy to be approved there. For Wock- 
hardt and Biocon, who want to be in 
that market, this seems good news. Eu- 
rope has been chary of treating biologi- 
cals — made in living cells and, there- 
fore, different from conventional phar- 
maceuticals — like any other drug. Says 
Ajay Bharadwaj, president (marketing), 
Biocon: "From a situation of impasse if 
we are moving to more defined path, 
that can only be better for the biosimi- 


WHO'S IN THE GAME FROM INDIA 












lars business." 

That means bio- 
generics may not see 
the light of day till the 
end of 2007. “We were 
expecting approvals 
in mid-2007, which 
now seem to be de- 
layed by at least two 
quarters,” says an 






Biocon 















human insulin in update by HSBC's In- 
early 2007 dian pharmaceuti- 
cals analyst. 


The more imme- 
diate concern for companies and indus- 
try watchers, however, should be the 
cost of entering the market. The guide- 
lines, to be finalised by the first quarter 
of 2006, call for more elaborate human 
trials than used for generic drugs. Wock- 
hardt is doing a phase III safety and effi- 
cacy trial on about 300 patients of its 
copy of EPO, a blood volume expander. 
Fora plain generic, that number could 
be as less as 24. One industry executive 
says that taking a biogeneric to Europe 
could set a company back by $15 mil- 
lion-20 million (Rs 70 crore-90 crore). 
That is the cost of filing 30 plain vanilla 
generics applications in the US, the 





largest pharma market. There will also 
be post-marketing surveillance costs. 

Companies think the rich pickings 
should be able to offset the costs. EPO is 
aroughly $2-billion product in Europe. 
Ifthe average price differential between 
a patented product and a biosimilar of 
roughly 25 per cent to 40 per cent in 
non-EU markets is maintained here as 
well, then that makes it a $500 million- 
800 million market at today's volumes, 
which are expected to grow substan- 
tially. Then, the tighter regulations will 
limit competition, it is hoped. 

EPO is likely to be the first biogeneric 
approved in Europe. The European 
drugs regulator is believed to have re- 
ceived EPO marketing applications 
from three European companies. Wock- 
hardt will apply too. The question is how 
many will eventually make it to the mar- 
ket by end-2007. is 

GAURI KAMATH 


Testing times 


The cozy relationship between US 
drug testing centres and institutional 
review boards that monitor them 


and its implications on the clinical 
trials industry in India. 
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POLLO, the largest hospital 

group in South Asia, has ac- 

quired a 51 per cent stake in 
the 150-bed Imperial Cancer Hospital 
and Research Centre in Bangalore. In 
doing so, it beat Fortis Healthcare, the 
second largest corporate hospital 
group in the country. 

Bangalore is a significant market 
that has arguably some of the best 
hospitals in the country. But before 
this deal, the city had only two full- 
fledged corporate hospitals — Wock- 
hardt, which has been there for 15 
years, and Columbia Asia, which 
opened earlier in 2005. Apollo’s pres- 
ence was limited to managing its joint 
venture, the Sagar Apollo. Now Apollo 
chairman Prathap C. Reddy has bigger 
plans for the city: a multi-specialty 





HEALTHCARE 


The battle for 
Bangalore 


hospital that will have 220 beds in 
phase | at a cost of Rs 98.84 crore. 
Now, Fortis Healthcare, whose en- 
try into the fast-growing market has 
been delayed by the Apollo deal, is 
considering taking over the reputed 
Mallya Hospital. Indru Wadhwani, 
president, Chapperal Health Services, 
which manages the hospital, says: 
“There has been no sale, though we 
do not deny that talks are taking 
place between the groups. There 
will be clarity by mid-January.” 
Fortis Healthcare joint man- 
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| aging director Shivinder Mohan Singh 


is unwilling to comment on specific 
deals for now. “We are looking at 
greenfield and brownfield _ 
projects at many loca- Ç ` 
tions, not only Ban- 
galore.” | į S 
GINA S. KRISHNAN Y” WR; 
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AST week, the Monopolies and 
Restrictive Trade Practices 
Commission (MRTPC) report- 
edly issued notices to some 
- banks, the regulator Reserve Bank of In- 
dia, as well as the government following 
rumours that the banks were trying to 
fixafloor rate and avoid competition. 
"There is little doubt competition 
as intensified — this has been happen- 
ng for the last few years — but banks 
have begun feeling the pinch since early 
this year as deposit rates began to move 
ID," says an analyst. 
Even though lending rates have de- 
lined for some time now due to the in- 
7 tense competition among banks to ad- 
_ vance loans, deposit rates were also 
^. falling at the same time. So banks didn't 
feel the squeeze on margins to any great 
extent. Now, however, those deposit 











_ best continue to remain flat. 
. Addingtothe trouble forbanksis the 














stry to lend to sectors like agriculture 
and small, as well as large, industry. Just 
ast month, finance minister P. Chi- 
ambaram is believed to have asked 
ublic sector banks to increase their 
loan growth targets. "If there is pressure 
0 keep increasing loan growth, banks 


- And while most of the attention has 
. been focused on the cut-throat compe- 
tition in retail loans, yields on corporate 
oans have fallen sharply too. Advances 
0 the corporate sector still account for 
"aver 40 per cent of total advances made 


. rates are rising even as lending rates at | 
| fact, that figure of bank credit as a pro- 





. Collusion not acid 


Corporate loan yields are shrinking 
because companies have found other 
sources for raising money. Over the last 
few years, given the steep fall in overseas 
interest rates and the appreciation of 
therupee, companies have begun to tap 
the global market in increasing num- 
bers. As a result, the share of bank credit 
in total funds raised by industry (from 
internal and external sources) stands at 
just31 per cent in 2004-05. 

Will banks then have to continue to 
live with ever-thinning margins? Not 
necessarily, says the analyst. "This is still 
an economy where the corporate sector 
relies heavily on bank lending. Plus, in- 
terest rates in global markets are rising. 
This, together with the fact that the ru- 
pee is now beginning to depreciate, 
means all firms except the very large 
ones will find it increasingly unviable to 
raise money from overseas markets." In 


portion of total funds to industry actu- 
ally increased by 10 percentage points 
over 2003-04, even as the overall flow of 
funds to industry more than doubled 
over the two years. 

The Indian Banks’ Association (IBA), 
the industry lobby group, denied that its 
members had been served with any no- 
tice by the MRTPC. Even if the banks 
were indeed trying to fix floor rates, it 
would probably not be possible. “In our 
fragmented banking market, it's not re- 
ally possible to fix rates,” admits an IBA 
official, who says that the discussions at 
the association were only to explore 
how members could price loans after 
taking credit risks into account. = 

AVINASH CELESTINE 
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"What the RBI is also concer e 
ned about is that now Flis hold — 
substantial stakes in some of In- 
dia's largest companies and there _ 


































FORECASTING 2025/INDIA VS CHINA 


Bright or bleak? 


HAT will the world look like 
for China and India in 2025? 
The Shell Global Scenarios to 


Goldman's guess 


Average % 











: y-o-y real 
025 released last week says India may GDP growth CHINA INDIA 
iot be able to sustain growth ratesof8 2005-2010 
per cent or higher as China has done. — — 
-Wedo not expect India's influence to 2010- 2015 
be fully felt over the scenario period as 
: 20 15-2020 
he will still be resolving her internal — — —— 
"tensions," it says. It argues that policies 2020-2025 
O promote growth through economic 2025-2030 
reform will come slowerthaninChina — 
{see ‘China is very systematic’). 2030-2035 
But the recent update by Goldman — 3035-2040 
achs Economic Research of its BRIC — ——— 
port, paints a different picture (see 2040-2045 
‘Goldman's guess’). Itsaysthough China — 594 5-2050 


will continue to grow faster than India 





The Shell scenarios 


Multinational oil company Shell has been using scenario planning to explore future business envi- 
ronments for three decades now. The 2004 exercise uses three scenarios: low-trust globalisation, 
open doors and flags. Below, in a nutshell, are what it says about India and China. 


CHINA INDIA 


Low-trust globalisation A legalistic world. Cross-border economic integration hit. Lack 
of market solutions to the crisis of security leads to rapid regulatory change and intrusive checks. 







Open doors A pragmatic world, where most stakeholders embrace globalisation. Governments, 
investors and civil society push cross-border integration and virtual value chains. 






Flags A dogmatic world. Heightened nationalism, loyalty to 'causes' slow down globalisation. 
‘Gated communities aggravate fragmentation and need careful country-risk management. 
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till 2015, the latter will grow much faster 
thereafter. In 2025, it expects India to 
have a GDP growth of 5.4 per cent as op- 
posed to Chinas 4.5 per cent. Goldman's 
growth scenarios for both countries, 
however, is much lower than Shell's. The 
update also says that the economies are 
growing faster than was projected. 

Top Indian industrialists and profes- 
sionals disagree with Shell's scenarios. 
They argue that India can do 10 per cent 
growth. Reliance Industries chairman 
Mukesh Ambani says: “I have strong dis- 
agreements with the India sections of 
the report. India is much more stable, 
This (the report) is too conservative 
about India’s prospects. “India cannot 
be ignored as a manufacturing hub; it 
will find it easier to engage with the 
world because of its soft power,” adds 
Naina Lal Kidwai, deputy CEO, HSBC 


Bank India. a 
M. ANAND 
INTERVIEW/ALBERT BRESSAND 


‘China is very 
systematic’ 


ALBERT Bressand, vice-president (global 
business environment) at Shell, is the 
man behind the The Shell Global Sce- 
narios to 2005. He tells BW's M. Anand 
why Shell is so optimistic about China. 
Excerpts. 


m Top industrialists and professionals 
in India say your scenarios are pes- 
simistic about India. 

Their confidence is based on what's 
happening inside India. But we are also 
hostage to what happens outside. That 
can be very unpredictable. 


m= But in your scenarios, the optimism 
is clearly loaded towards China. 

China is very systematic in pursuing 
economic reform. The lack of democ- 
racy in China compared to India means 
it will show a higher level of central con- 
trol. The Chinese have a great capacity 
to engineer change and, since 1979, 
they have shown a alot of openness. In- 
dia is much more restrained in its adop- 
tion of reforms as itis a complex democ- 
racy. It cannot say that we are going to 
join the WTO and immediately change 
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‘has more. The Chinese Communist 





the regulatory framework in 50 sectors. 
The Chinese model works well in a 
‘Low-trust Globalisation’ scenario. 

In ‘Open Doors, we are not less opti- 
mistic about India. We talk about soft | 
power. China has it, but India probably 


Party will face a greater challenge in 
Open Doors, both from the inside and 
outside. China will be more democrati- 
cally challenged. 


Lr] Your report seems to suggest that 
the fact that India did not have a revolu- 
tion was a fetter on its growth. 

China, unlike India, has had 2000 years 
of imperial rule. In India, democracy 
came without a revolution, unlike in 
France. China has been used to a ‘Flags’ | 


situation. It had been using a lot of coer- 
cion on its people. It certainly retains 
that capacity. 


m What about governance in China? | 
Its political mechanism is clean. It has a 
relatively modern state apparatus. The | 
Communist Party is keen to get exper- 
tise to ensure that it is representing the 
masses as well as the entrepreneurs. 
China's model, about control from the 
centre over a large area, has been in 
place for a long time. The basic deal be- 
tween the leadership and the masses is 
this: you give prosperity, we reward you 
with letting you do as you want. 


IU 


m Do you foresee any scenario in which | 
India gains the upper hand? 

You need to change one parameter. 
Make it a 40-year scenario instead of a 
20-year one. E 
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=< MCKINSEY global survey of 
= business executives indicates 

= ° that while most managers expect 
== inflation to rise, that doesn't 

=< translate into more pricing power. 
=< However, the rise in inflation is 
as expected to be small, with 48 per 
=< cent of respondents believing that 
=~ inflation would rise by 1 percentage 
as 2 

g< point or less in the next one year. In 
=~, India, 44 per cent of the executives 
24 surveyed expected inflation to rise 
=~ by less than or equal to 1 

«€ percentage point. 

Lr In spite of rising inflation, 

æ however, 58.7 per cent of 

as 


respondents said that they did not 
expect to be able to raise prices in 
the next one year. Interestingly, 
executives from smaller companies 
are more optimistic about their 
ability to raise prices, an indication 
of the value of being in niche 
markets. 

The disconnect between 
inflation and the ability if 
companies to raise prices is a 
consequence of globalisation. On 
the one hand, it has raised inflation 
through higher prices for primary 
commodities such as crude oil, 
metals and minerals, whose output 
cannot be increased in a jiffy. On 
the other, it has depressed the 
prices of finished goods and 
services as a result of increased 
competition, especially from low- 
cost centres such as China and 
India. The result, says McKinsey, is 
that “if costs are rising but the 
ability to raise prices is constrained, 
companies will face even more 
pressure to make their operations 
more efficient and to focus narrowly 
on profitable markets during the 
coming year.” 
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N index of Indian stocks trading 

in on the US exchanges has 
recently been launched in that 
country. Known as the Halter USX 
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India Index, it was developed by the f 
Halter Financial Group in | 
collaboration with the American 
Stock Exchange (AMEX). 

Seventeen stocks comprise the 
index, including familiar names 
such as Dr. Reddy's, Tata Motors, 
Infosys Technologies, Wipro, 
Satyam, HDFC Bank and ICICI 
Bank, and not-so-familiar ones 
such as Syntel Inc., Kanbay I 
International, Covansys Corporation | 
and Lionbridge Technolgies. The 
index will be used to develop an 
exchange traded fund (ETF) and 
options and other listed structured | 
derivative instruments based on the | 
index. When operational, this will be 
the first India ETF. i 

Halter already has a China index | 
and an ETF based on that index. US 
investors now have a choice of 
putting their money in ADRs of 
Indian companies and in two close- 
ended India funds. The ETF will add 
another option. However, the India 
funds capture a larger slice of the 
Indian market because they invest 
in stocks listed in India. 


= 


ERE'S some more ammunition 
for gold bulls. Marc Faber, 
well-known contrarian and editor of 

the Gloom, Boom and Doom 
Report, points out in a recent 
article that given the propensity of 
the US Federal Reserve to print 
money, asset price inflation is likely 
to continue. 

That will mean, according to 
Faber, that an ounce of gold will 
soon be able to buy one Dow 
Jones Industrial Average. At 
present, it takes about 20 ounces 
of gold to do that. Faber goes on to 
say: “If one considers that in 1932 
and in 1980 one could indeed buy 
one Dow Jones Industrial Average 
with just one ounce of gold, then 
maybe my views are rather I 
conservative.” B! 
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LIMITED. LIABILITY PARTNERSHI PS 


Safer E for owners 


OMPANY partners may be 

able to sleep easier soon. The 

company affairs ministry has 

publishedaconceptpaperon 
limited liability partnerships (LLPs). 
This form of business entity allows indi- 
vidual partners to be shielded from joint 
liability created by another partner's 
business decision or misconduct. The 
concept paper is based on the report of 
the second Naresh Chandra Commit- 
tee. The ministry has called for public 
comments on it. 

If LLPs are allowed, they 
would fill the gap between part- 
nership firms, in which all part- 
ners have unlimited liability in 


tional act of fraud on creditors by the 
LLP So, if a creditor alleges fraud, he is 
likely to do so on the the part of the LLP 
thereby hitting at the very foundation of 
limited liability. ` 

The paper provides for a‘manager’ 
of an LLP who will ensure compliance 
and will be personally liable for all 


penalties imposed on the LLP. The pä- 


per says he need not bea partner. Ifsuch 
a manager is not registered with the au- 
thorities, every partner will be consid- 
ered a manager, and, hence, will be per- 


The concept 





all events, and a joint stock com- 
pany, where the extent of liability 
of an owner is limited to the cap- 
ital represented by the stock he 
holds. LLPs have been around in 
the US and the UK for over a 
decade now. Australia allowed 
them in 2004 and Singapore in 
2005. “Indian partnership laws 
are over 60 years old, out oftouch 
with modern-day realities, and 
out of syne with international 


@ Limited liability partnership proposed 
as a corporate body and separate legal 
entity under a new law. Indian 
Partnership Act not applicable to it 


€ Conversion of private or unlisted pub- 
lic company into LLP to be allowed 


@ Number of partners need to be a 
minimum of two; no maximum 


@ Appointment of a 'manager must. 
He/she would be accountable for regu- 


Businessworld | 


practices on partnerships," says 
a corporate lawyer. If LLPs be- 
come reality in India, they could 
help the Indian service sector 
and even manufacturing com- 
panies compete with their inter- 
national counterparts. 

In the event of a business failure, ora 
case of disputes and claims, the liability 
would be limited to the partner respon- 
sible for it. Ketan Dalal, senior partner, 
RSM & Company, says: “In an increas- 
ingly litigious environment, the pros- 
pect ofbeing a member ofa partnership 
firm with unlimited personal liability is 
considered risky and unattractive. Any- 
body would be reluctant to take a risk, 


when it is clear that every step forward | 


amounts to putting at stake everything 
that the partners have.” 

The concept paper has been mod- 
elled on the UK regulations for LLPs, But 
some areas need clarification at the mo- 
ment. For instance, it suspends the lim- 
ited liability when it comes to any inten- 


latory and legal compliance 


€ Enabling provisions made for exten- 
sion of Company Law to LLPs 





sonally Hable to be penalised. In effect, 
this will negate the fundamental con- 
cept behind LLPs. The UKActhasasirn- 
ilar concept called “designated mem- 
ber". This concept needs review as it 
seems inappropriate for a non-partner 
to be personally liable. The US legisla- 
tion provides fora general partner' who 
has such responsibility. 

The paper retains the avoidance of 
double taxation — corporate tax and 
dividend distribution tax. Taxability is 
envisaged in the hands of the partners. 
What is important is that income-tax 
laws are not in conflict with this. The pa- 
perisalso silent on the tax liabilities dur- 
ing the process of conversion from an 
LLP to a company or vice versa. B 
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The sensex and FMspeak 


These are what Union finance minister P. Chidambaram had to say as the 
bellwether BSE sensex continued to climb. 






9,000 






8 September 2005 

“We are looking at the price- 

earnings ratio (PE ratio), both +  — 
at the Bombay Stock Exchange 
and the Nifty carefully. They 
are between 14.5 and 15.5. At 
this level, they look 
comfortable." 







8,000 













1 Decemher 2005 in the 
| Rajya Sabha 


“I expect the Sensex to rise 
[further]... The underlying 
basis of the capital market 
is speculation. But we will 

. decisively intervene if there 
is a manipulation in the 
market. We are watching 
the markets carefully” 










24 July 2005 in an 
interview to a 
national daily 

= “If the Sensex 
crosses 8,000, then 
I think | would be 
concerned.” 


7,000 





6,000 | 
22 September 2005 in an interview to a news channel 


"It's a well-regulated market. So one should not be unduly 
worried when the market rises or falls rapidly." 


v 
22 Dec 2004 in the Rajya Sabha 


"| am of the opinion that no bubble is building up in stock 
markets, but we are watching the Sensex very carefully” 


Source: Bombay Stock Exchange & BW Research 





BUSINESS CONTINUITY 
Come hail or high water 


spoke model in his company, drawing 
on his manufacturing experience at 
Union Carbide. He seems to have 
found at least one solution to the con- 


and e-publishing industries and has tinuity problem. Says Nevatia: “Our 


Graphics: NEERAJ TIWARI; Photograph: TRIBHUWAN SHARMA 








Y the time cyclone Baaz pe- 
R tered out into a deep depres- about 40-45 active clients. production sites are spread across the 
sion over Chennai last fortni- BPO firms have long been grap- city. So, if there is a problem in a par- 
ght, it had done enough damage to pling with the issue of business conti- ticular area, the capacity in another 
bring the city to its knees. Flooded nuity in the face of an unforeseen dis- area can be used.” 
roads and prospects of more down- ruption. During the rains in Mumbai At present, Lason India has 35 pro- 
pour kept most people at home, and some months back, duction sites in Chen- 
companies assessing the damage BPO outfits were re- nai, four in nearby 
from productivity losses. ported to have in- towns like Kanchipu- 
However, the nature didn't seem curred substantial ram, Pondicherry 
to have much of an impact at SJS In- losses of revenues and Mysore, and one 
fotech, one of the 40 satellite work due to stoppage of in a village near 
sites of Lason India, that saw near-to- | work. Keeping such Chennai called : 
. .. tal staff turnout during the rain. losses in mind, con- Kizhanoor. Most of 
É Lason India, a non-voice BPO tingency planning has these sites are con- 
company with more than 6,000 em- figured highly on nected through DSL, 
ployees has ‘locally outsourced’ most | these companies’ which facilitates tran- 
.. Of its work to a number of smaller agenda. s sfer of data at rea- 
. companies like SJS Infotech. Lason Lason CEO 2 sonable cost. [| 
processes data for the healthcare, fi- Pradeep Nevatiain- š NELSON VINOD 
nancial services, transportation, retail | trodued the hub-and- = MOSES 
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BEING INDIAN Till about a decade ago, if one had to fly 
within the country, one mostly flew Indian Airlines (IA). Then, 
the skies were opened to private carriers and a whole bunch 
of them took to the air. Consumers accustomed to IA’s indif- 
ference promptly switched loyalties. Despite that, only two of 
them, Jet Airways and Air Sahara, survived. 

IA never took the threat from private carriers seriously and 
continued largely with its old ways. But today it is paying the 
price. With its 33 per cent market share, IA has been over- 
taken by a handsome margin by Jet, which has 42 per cent. 
Air Sahara has another 13. Kingfisher, which started flying 
only this year, has got about 6 per cent of the market already. 

Even if one considers market segments, the story is simi- 
lar. Jet has taken away most of the premium customers. At 
the other end of the spectrum, the budget passenger is being 
wooed over the last two years by low-cost airlines like Air Dec- 
can and SpiceJet. Two more, IndiGo and Premier Air, are en- 
tering this segment. 

The state-run carrier is finally trying to get its act together. 
“We will be the best and the largest carrier in India,” says its 
managing director Sushma Chawla. But it will be easier said 
than done. What the Rs 6,000-crore airline desperately needs 
to do is change customer perception — it is seen as a slow 
and bureaucratic organisation that gave up leadership with- 
out even trying to protect it. It is also seen as reactive, rather 
than proactive as a market leader should have been. 

Chawla is trying to shake the organisation out of its stu- 
por. The first and the most visible change is in the logo. Rather 
than its initials, there's the flaming orange of the rising sun 
with the wheel of the Konark sun temple in navy blue. It is an 
attempt to symbolise vitality and continuity. The carrier's 
name, too, has dropped the second word and is just ‘Indian’ 
now. "Through this look we want to say we are there and 
changing with the times." she says. 

In fact, the carrier started taking steps to change its look 
and customer experience at the end of 2004. It gave one of its 
agencies, RK Swamy BBDO, the job of doing the redesign. It 
took them almost a year to come up with the new look. The 
first of the 42 Airbus-319 aeroplanes the airline has ordered 
has come in wearing the newly-designed livery. The old 
design will be phased out in 12-18 months. 

The more substantial marketing 
initiatives include discounted fares (up 
to 60 per cent) without advance book- 
ing Internet booking, and ticketing 
through IDBI's ATM and Reliance mobile 
phones. The next round of change 
Willbeinservicesandsectors. WM — ———mWwe- ^ uus 
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HUNGAMA 


Rightringtoit . 


IGHTS, camera, action. Finally the promotional 

bridge that Indian films needed between Mumbai 

and the rest of world is getting built. Hungama.com, 

has, signed on with 28 telephone operators in 12 
countries to offer mobile content from Indian films. A 'Bolly- 
wood' or Indian entertainment channel is being accessed by 
subscribers of operators such as O2 and Vodafone in the UK, 
SingTel in Singapore, Maxis in Malaysia, MTN in South Africa, 
Rogers & Fido in Canada, and so on. They can now access In- 
dian ringtones, images, video and games on their mobile 
handsets. 

In addition to providing content to these operators, 
Hungama will also provide Indian film songs for iTunes, MSN 
Music, Net Music and Napster. Neeraj Roy, CEO of the esti- 
mated Rs 17-crore Virtual Marketing, which owns Hungama. 
com, plans to take that to 60 operators. The deals, which have 
taken over a year to swing, effectively connect over 20 million 
South Asians around the world. 

This is good news for two reasons. One, Indian film com- 
panies have been waiting to crack open the global market for 
films. The revenue upside in higher ticket paying countries is 
huge. But the dollar spend on marketing overseas is large too. 
The Hungama deal gives them a single vehicle they can hop 
on to promote new films and songs overseas. More impor- 
tant, it will come at a fraction ofthe cost that would otherwise 
have to be incurred to familiarise audiences with new films. It 
also creates a great channel for monetising old libraries. The 
highest price that a ringtone sells for in India is Rs 30. In the 
UKitis £2, in Canada $2. Of this, half is split between the orig- 
inal rights holder (the film or music company) and the aggre- 
gator (Hungamain this case). 

Two, the hunger for Indian film songs and other parapher- 
naliais huge among Asians at large. The Hungama deal, there- 





MOVING 


UPONT India (DI) is 

probably unique in 
that its two CEOs over the 
last 10 years, Sam Singh and 
Henrique Ubrig, retired 
from corporate life after 
their tenure with the firm. 

That is the job Balwinder 

Singh Kalsihas taken up. 


Charged up, he says: “I plan 





E 


to make Indiaan attractive converted its India liaison 
investment destination for office into a company. Ini- 
the DuPont group." tially, the head of finance, for 
He has been with the thelast seven years Kalsi has 
company since 1992, when been in charge ofthe agri- 
the chemicals and petro- culture and nutrient divi- 
chemicals multinational sion, which contributes one- 
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fore, gives global mobile 
operators a way to con- 
nect with Asians who live 
in some of the fastest 
growing mobile markets 
inthe world. Now add an- 
other fact. Globally, as 
voice becomes com- 
moditised, there is pres- 
sure on mobile operators 
to offer value-added ser- 
vices. The Hungama deal 
is one of many that oper- 
ators are signing with sev- 
eral large content aggre- 
gators across the world. 
According to statistics 
that Hungama released, 
the mobile entertain- 
ment market in 2004 was 
worth $10.5 billion and is 
estimated to touch $42 
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Hungama.com CEO Neeraj billion by 2010. 
Roy: Smart moves Some of these factors 
have already played 


themselves out in India, one of the fastest growing mobile 
markets in the world with 71 million subscribers already. The 
mobile entertainment market locally is already estimated at 
Rs350 crore. Indiatimes.com, Rediff.com and Hungama.com 
are among the main players. 

Hungama connects with the film business in three ways. 
Asa media company through a film news portal IndiaFM, by 
doing promotions, web designing, brand-tie-ins and as an ag- 
gregator of Indian film content. It claims to be the largest with 
35,000 music titles, 15,000 images and 5,000 video titles. It is 
this intellectual property that Roy is now leveraging globally. 
There couldnt be better news for the Indian film business. liil 

VANITA KOHLI-KHANDEKAR 
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third of DI's revenues. | date the company’s foray 
Thecompany’srevenues | into the foods business. DI 
have grown from almost has already launched Soy 


nothing to Rs 1,300 crore in 
the past 13 years. “My man- 
date is to maintain the com- 


Day soybean as the nutrition 
supplement for vegetarians. 
Along with households, Soy 


pounded growth rateof25 | Dayis being sold to food 

percentayearthatwehave | companies. 

attained in the past few | Besides, DI has started 

years,” he says. | offering industrial safety 
The agriculture and nu- | consultancy. Kalsi says DI's 

trition division will continue | industrial safety record both 

to be the flagship as Kalsi | in India and abroad is un- 


blemished. So far it has Tata 

Chemicals and Tata Steel as 

clients for this service. L| 
FEROZ AHMED 


promises to expand its pres- 
ence in the crop protection 
and hybrid seeds business- 
es. He also wants to consoli- |! 





MEDIA ROOM 


HE Hindi newspaper industry is certainly rocking. The 

Rs 377-crore Jagran Prakashan, the company that owns 
India’s largest-selling daily Dainik Jagran, has a Rs 430- 
crore IPO planned in 2006. That will take the total capital 
that Jagran has raised recently to the Rs 600-crore mark. 
Earlier, it had raised Rs 150 crore by selling 26 per cent 
stake to Ireland's Independent News & Media, and later its 
TV venture raised around Rs 30 crore through private equity. 

Dainik Bhaskar has already upset the apple cart in the 
Gujarat market with Divya Bhaskar and in Mumbai with DNA. 
The English daily in collaboration with Zee Telefilms will go 
national soon. Then there is Hindustan, doubtless influ- 
enced by both, and flush with HT Media's IPO money, that 
has just spruced up its act with an all-colour redesign. 

What does it all mean? It means that finally language 
press is coming into its own as investment and reader desti- 
nation. For too long most Hindi and other language brands 
have lived in the shadow of their English counterparts — in 
the perception of readers and advertisers. In many ways 
Dainik Bhaskar and Dainik Jagran's aggression has encour- 


The Jagran top brass: (L-R) Sanjay Gupta, Mahendra 
Mohan Gupta and Shailesh Gupta 





TRIBHUWAN SHARMA 


aged the language press to take a hard look at itself, spruce 
up its act and demand its fair share of the advertising pie. 

The result has been an increase in circulation and ad- 
spend on language media. Yet, the ad rates of most are still 
less than that of English papers with smaller circulation 
numbers. Oddly enough, a lower middle class man on a lo- 
cal train in Mumbai commands more premium as a reader 
than the safari-suited shopkeeper in Gorakhpur who proba- 
bly makes more money, but prefers to read Hindi. A part of 
this bias comes from media buyers, many of who cannot re- 
late to anything but the English media. 

In some of the larger buying houses, such as Group M, 
there is now intense tracking of language readers. The pres- 
sure, not surprisingly, comes from advertisers who find that 
they are not reaching the audience they want. This change 
goes well with Bhaskar's national ambitions and Jagran's 
capital hunger. These are the clearest signs that the brands 
are gearing to get their due. m 

VANITA KOHLI-KHANDEKAR 
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-The author is consultant 
editor of The Telegraph. 


: Instead of 
inv venting 


| impractical 


I controls, 





government 
should 
remove 
those 
controls 

; that make 
people 
misuse 
participa- 
tory notes 














Unwinding 


consequences 


N 17 May2004, asit became clear 

that the Congress would come to 

power, the stockmarket melted 

down. Manmohan Singh, once 

finance minister and imminent 
prime minister, threatened retribution. 

It came in the form ofa Sebi enquiry. It never 
founda culprit, so it invented one: It found UBS 
Securities to have sold 3 per cent (!) of the secu- 
rities sold on 17 May 2004. Ignoring the other 97 
per cent, Sebi homed in on UBS Securities, ac- 
cused it of having withheld information on the 
investors behind the participatory notes (PNs) 
it had issued, and banned it for a year. 

This PN theme had a history. The Reserve 
Bank (RBI) had complained that discreditable 
Indian citizens had smuggled their money 
abroad and were reinvesting it in the Indian 
stockmarket through PNs. Why? It could not be 
to evade taxes. Dividends are not taxable in the 
hands of shareholders, and capital gains tax 
can be avoided on securities held for a year. 

No; it was promoters that were supposedly 
resorting to the PN trick, to hold shares in the 
companies they controlled without disclosing 
their identity. PNs were benami investments in 
anew guise. And then RBI muttered under its 
breath that these nameless individuals may be 
thieves, smugglers, racketeers and traitors too. 

These scary allegations spurred Sebi into 
action in February 2004. It would have banned 
PNs; but if it had, all the money invested 
through PNs would have had to be disinvested. 
That would have caused the mother of a melt- 
down in the stockmarket. So it banned PNs 
with effect from 3 February 2009. 

UBS appealed to Securities Appellate Tri- 
bunal (SAT)against Sebi's ban order, which 
overturned it. Sebi appealed to Supreme Court, 
which upheld SAT's order. Sebi has nowhere 
further to go; its reverses must make it think 
twice. Sebi believes a foreign investor it allows 
into the Indian market — otherwise known as 
foreign institutional investor (FII) — must 
"knowhis client". But the FII may have received 





an order from another institution, which may 
be passing on an order from a third institution, 
and so on; how many layers of investors must 
an FII know? The rest of the world does not go in 
for this rigmarole; other regulators only require 
the investing institution to know its proximate 
client. India is not only unrealistic, but 
uniquely, exceptionally so. 

Now a committee chaired by the Chief Eco- 
nomic Advisor, Ashok Lahiri, is deliberating the 
issues. Reserve Bank has told it that it wants to 
see an immediate ban, not just on PNs, but also 
on sub-accounts. In other words, it wants for- 
eign investment to come only from FIIs regis- 
tered with Sebi, and not from their clients. Ifin- 
troduced immediately, such a regime would 
cause havoc in the market. RBI cannot expect 
this anarchic view to be accepted. It has simply 
prepared the ground for saying “I told you so” 
later when, as it hopes, there is a debacle. 

The FII category was created 13 years ago 
because we wanted foreign portfolio invest- 
ment but not from Arabs, Chinese and Italians; 
we thought we would only let respectable, pre- 
approved institutions come in. Now we find 
that there is no practical way of checking who is 
investing through the institutions. 

The government's instinctive response 
would be to tell FIIs that they may not bring in 
investment from specified undesirable cate- 
gories. But this would be unwise because it will 
create policing requirements that no one can 
fulfil; that would be the way to give Sebi an im- 
possible job, and to discredit it in the process. 

The government should get clear about its 
objectives. If it wants to know the investor, it 
should throw portfolio investment open to all, 
let them invest directly, and abolish the con- 
cept ofan FII. If it wants to stop benami invest- 
ment by promoters, it should remove the rea- 
sons why they do so. It should tell Sebi to 
abolish its pointless rationing of share issues 
between promoters, qualified institutional in- 
vestors, small investors and so on. The solution 
either way lies in less, not in more regulation. B 
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NDIA currently makes just 1 mil- 
lion tonnes of this metal out of a 
global production of 30 million 
tonnes. Its players are yet to 


make a dent in the international | 


market. Producing the metal is a 
power-intensive process, and the coun- 


try's power tariffs are among the highest | 


in the world. Yet, it is one metallic indus- 


try where India can emerge as a power- | 


house within the next decade. 

A number of factors have converged 
in recent years to bring that dream closer 
to reality. The global demand for alu- 
minium has grown at a compounded 






















HEMANT MISHRA 


R.K. Kasliwal of Hindalco sees 
India as one of the lowest cost 
producers of aluminium 


rate of 4.5 per cent in the last decade. | 
And the supply, which closely shadowed | 
demand in the past, is not growing 
apace. So, the global prices of alu- 
minium are now ruling at a 16-year high 
of more than $2,200 a tonne on the Lon- 
don Metal Exchange (LME). 


That all the major Indian producers | 


are trying to make good of the opportu- 
nity by expanding furiously is no longer 
news. Of greater interest are the hap- 


penings in China and Europe. That is | 


what will determine how rewarding the 


plans are in the short term, or how sus- | 


tainable would be in the longer term. 
China, which has doubled its alu- 


minium capacity over the past half | 


decade to account for more than a fifth 
of the world’s output, is a net exporter of 
the metal. But, owing to its worst power 
shortage in two decades, the country 
has been forced to cut production of 
aluminium. No wonder, because the in- 
dustry accounts for 4.4 per cent of the 
country’s total power consumption. But 
this outage, estimated to be of at least 2 
million tonnes, can upset a lot of calcu- 
lations in a 30-million-tonne-per-an- 
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num market that is slated to grow to 51 
million tonnes in a decade. 

In theWest, several plants in Europe, 
Russia and North America are closing 
smelters. Their problems are obsolete 
technologies, and the soaring costs of 
alumina, electricity and environmental 
compliance. Some analysts expect Eu- 
rope to lose 800,000 tonnes of smelting 


India's aluminium industry 
Will only have itself to 
blame if it cannot make a 
mark globally. Everything 
else is just about right. 

By Pallavi Roy 










WH EN TTE ] aS p | Birla Groups Hindalco, the state-ow 
T Í in India CF National Aluminium Company (Nalco) 


2 d Anil Agarwal's Vedanta, which ty 
Final ca pe 
pacity Uu : runs Balco and Malco — can neat! 
2.1 (alumina) - ge into the picture. And they have qui 
.0.46 (aluminium) E some wind in their sails right now. 
cm eae = Indias aluminium production ha: 
3.63 (alumina) i | grown at a compounded annual rate ¢ 





i 0.76 (aluminium) | 6.3 percent over the last four years. T 

1.0 (alumina) ` : 66 | | country is sitting pretty on a 3- billion: 
tonne bauxite reserve. And capital cost 

| havecome down in recent times. 

I There are regional opportuniti 

| | flowing from India’s proximity toan al 












some 1.9 million tonnes of capacity | 
have been lying idle since 1995. 


materials — electricity and alumina, an 
oxide of aluminium. 


2 tonnes of alumina have to be charged | able if tariffs rise above $30 (Rs 1,300) 
inasmelter. A tonne of alumina, in turn, | per mega-Watt-hour (MWh). However, 


2.5 tonnes of the ore, bauxite. So, about | (Rs 1,800). Canada, Norway and the US 


— Australia, Russia, India (the fifth 


on alumina imports. So does China, be- 


content, making its extensive use unvi- 
able. With aluminium prices rising, 


































| minium-deficit South-east Asia. R. 
| Kasliwal, group executive presiden 
| | India's largest aluminium maker H 
-| dalco, estimates the current deficit i 
| Asia to be at around 5 million tonnes 4 
capacity in the next two years. In the US, | makers of alumina, usually integrated | year. By 2009, he expects the gap t 
producers who also make aluminium, | widento5.5 million tonnes. 





| have also been increasing prices. The | Of interest also is the growing d. 

At the root of the matter are the | prices are now ruling at an unprece- | mand at home. The demand for 
availability and price of two crucial raw | dented $400a tonne. This is whathashit | truded aluminium products from th 
| Europethe most. | construction industry, which is amon 
| the largest users of the metal, is ex 
pected to grow at 8 per cent in the n 
two years. For secondary products 
foils, sheets and plates, demand is e 
pected to grow at 10 per cent. 
Capital costs are low too. Kasliwe 
reckons that the Indian industry's cap: 
tal costs are comparable to the lowes 
the world. (The costs are of cours 
higher in nominal terms, thanks to 
| flation differentials.) Hindalco ai 


On the power front, European ana- 
To make a tonne of aluminium, | lysts feel operations will become unvi- 


has to be crushed and refined from | some plants are already operating at $40 


5 tonnes of bauxite is required for mak- | havebeen able to buck this trend some- 

ing 1 tonne aluminium. what, because most of their power 

It is an easily mined ore. But it is | comes from the cheaper hydel route. 

available in only a few parts ofthe world | But the problem is that half of the 

world’s old smelters (aged more than 20 | 

| years) are concentrated in Western Eu- | Nalco are already known as some of 
| lowest cost producers in the world. 





i 
largest reserves), parts of Africa, and | 

China. Most European smelters depend | rope and North America. And the com- | 
| bination of technological obsolescence India's low costs have largely got t 
cause most of its bauxite has high silica | and soaring costs is doing them in. do with the easy availability of bauxite, 3 
Thisis where the Indian producersof | that too of the gibbsitic variety that n 
aluminium and alumina — the Aditya quires the least amount of energy to be 
| processed. But electricity, especially ` 

; | thermal power, is not cheap. That's be 
cause of the shortage of coal n 
| enough of which is being mined here. 
Thats why some industry people 
i think India should concentrate on mak- 
ing alumina and shipping it to locations ` 
where power is cheap. The Middle East 
for example. The region has already a 
tracted large investments in alumini 
| smelters for that reason, Another 
| vantage ofleveraging aluminais thati 
| not just a feedstock for aluminium 
i most 20 per cent of the alumina pr 
| duced worldwide finds non-metaliun 
| caluses, like in glass and refractories. — 
The Rs 4,438-crore Nalco has: al 
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pounded annual growth rate; mtpa = million tonnes per annum. Note: Global production growth 
k st Europe and North America 


e Middle East or South-east Asia. 


e aluminium sector. According to K. 


‘Ownstream into aluminium. 

Another draw of alumina is that its 
"urrent high prices have got little to do 
with speculation. The prices simply re- 


minium, say analysts. 
But though some are looking 


lude primary aluminium production. 


um, it is at least $1,700. That means 
lue-added many times over. So, 
1€ has to go the entire length." 

_ The problems over the cost of power 


the early 1990s, after Indian industry 
was allowed to build captive power 


; 1990 1995 


Cast WEM Actual production + firm expansions 


ready taken the advice to heart. More | 
ian 60 per cent of its exports are in the 
form of alumina. And it's now consider- 
ing exporting its alumina to smelters in | 


| It's the same prospect and econom- | 
that have lured steel maker JSW into | 


Seshagiri Rao, finance director of JSW, | 
the company is likely to first produce | 
alumina for exports, and then move | 


lect the current undersupply of alu- | 


ourably at alumina as a revenue | 
arner, the investments announced in- | 


ays Dhanpal Jhaveri, director (corpo- | 
te strategy) at Vedanta Resources: "The | 
verage price for bauxite is $20 per | 
onne; for alumina, it is $300. For alu- | 





one of the main deterrents against | 
going the entire length — have eased a | 
bit. Smelter costs have come down since | 


| ture of the Indian industry through 
| rose-tinted glasses is the easy availabil- 


ity ofbauxite and alumina. 

The substantial bauxite 
reserves have already at- 
tracted a number of overseas 





` ealumina 
* capital 


2000 2005 2010. 


are likely to be shut down in the next few years. 


plants. From Rs 28,000 per tonne ofalu- | 
minium, the power costs have now | 
come down to about Rs 14,000. It must 
be noted, however, that power's share of 
| thetotal cost in India is still 30 per cent, 
higher than the world average of 22 per 
cent. (For a comparison of the power 
costs in different regions, see ‘Power | 
Pinch’ on page 33.) 

India’s competitive advantage im- | 
proves when one takes a longer-term | 
view. Like its global counterparts, the In- | 
| dian industry is consolidated. That's be- | 
| cause only a few players entered this | 

l 
| 
t 
I 
| 
| 





| capital-intensive industry when it was | 
under licensing controls till the late | 
| 1980s and few have ventured since. The | 
| result is similar: the Indian industry has 

| comparably larger players (than if the | 
industry were fragmented) who can 
take more effective decisions. 


Second, the Indian industry's ex- | 
pansion is coming at a time when alu- 
| minium prices are expected to hold | 
| good for another 4 years or so. That's | 
| when more alumina capacities will start | 
| coming up around the world. In the | 
near term, analysts expect prices to slide | 
| from their current high perch, but only 
just. They say prices will not fall beneath 
the $2,000 mark anytime soon. 

The big reason for looking at the fu- 
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players, including Russia's 
Rusal, China’s Chinalco and 
Dubai's Dubal. But, till now, 
only Dubal has firm plans. It 
is investing in a joint venture 
with engineering major L&T 
for a plant in Orissa. 

The two leading alu- 
minium makers in the world, 
Alcoa of the US and Alcan of 
Canada, who had so far 
looked at India from an arm's 
length, are also warming up. 

Alcan has set up Utkal 
Aluminium, a 45:55 joint 
venture with Hindalco, in 
Orissa. Though the project 
has been mired in contro- 
versy over the rehabilitation 
of the displaced families, it 
has recently completed land 
acquisition. Alcoa, for itself, has 
stepped up efforts at marketing its 
Reynold foils and other secondary 
products in the country. 

Analysts say this late realisation of 
the global majors has partly to do with 
their vision of the Indian market as be- 
ing of much lower potential than 


| China's, According to Ashutosh Sat- 


sangi, head (customised assignments 
and metals) at research firm Cris Infac, 
this could well be a blessing in disguise. 
Indian companies can ramp up now, 
while maintainingtheirlow-cost advan- 
tage, and be ready when the domestic 
market starts maturing. Till then, ex- 
ports will keep them busy. 

The attractions have also pulled in 
one of Vedanta' most ambitious pro- 


Jects —a Rs 7,000-crore greenfield plant 


| in Orissa’s Lanjigarh area. The initial 


plan was to mine bauxite and produce 
alumina. But the project has been mired 
in environmental cases that have gone 
all the way to the Supreme Court. As 
such, it has come to represent environ- 
mental concerns about the industry. 
Apart from these, there are hardly 
any warning signs on the way of the ex- 
panding companies. India seems to 
have the right ingredients for scripting a 
success in this industry. Now all that the 
players need to do is stick to the script. 
Butthat's usually the hardestpart. Eg 
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Why Indian b 


cant make it 








BRAND Finance is a UK-based 
independent brand valuation 
consultancy. Launched in 1996, it is 
now present in 10 countries, 
including the US, Brazil and Spain. It 
has done over 300 brand valuations 
for clients such as Standard 
Chartered, Shell, Ericsson, Castrol 
and Vodafone, among others. Its 
valuation techniques have been 
widely adopted by the big four 
accountancy firms — Ernst & Young, 
PricewaterhouseCoopers (PwC), 
Deloitte & Touche and KPMG — and 
business schools like Kellogg School 
of Management. Recently, Brand 
Finance set up the world's first brand 
exchange, BrandEx, which facilitates 
the sale and purchase of brands as a 
mainstream asset class. 
Businessworld's Aditya Khanna met 
David Haigh, group CEO, and Unni 
Krishnan, managing director, Brand 
Finance (India), for a freewheeling 
discussion on Indian brands and 
their worth. Excerpts. 
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Unni Krishnan, managing director, 
Brand Finance (India) 


Why are Indian brands not able to 
make the leap globally? What do they 
need? 
E David Haigh: Take the case of Indian 
tea. Indian tea companies should go and 
buy one of the posh English tea brands. 
Not Tetley (which was bought by the 
Tatas) because it is not posh and it is 
what workers and builders drink. Tatas 
must be targeting the mass segment, 
which is why it must have bought Tetley. 
But there are lots of smaller brands like 
Whittard, Jacksons of Piccadilly and so 
on that Indian companies can acquire. 
Huntley & Palmer, a posh biscuits 
brand, was bought over by Danone and 
after a few years they just stopped mak- 
ing it. But 10 years later, people still re- 
member it. Two-three months back, de- 
sign company Star Chamber bought it 
cheap, redesigned it and launched a 


new product range in the supermarkets, | 


and it worked. What happens quite of- 
ten with these brands is that they aren't 
making very high margins and can't 
compete with the supermarket brands. 
So they put a junior brand manager on 


it. The junior brand manager makes | 


some mistakes and they make even less 
money and get even lower volumes. 


HAIGH & KRISHNAN 


























David Haigh, group CEO of Brand 


| Finance 





| Thisgetsthe managementthinkingthat | 
itis a rubbish brand. So they stop sup- | 


porting it and try to sell it. It's almost a 
self-fulfilling prophecy. In the end, the 
brand is killed through neglect. And 
then some smart guy spots the brand, 
buys it, revives it and it's suddenly worth 
alot of money. 

Unni Krishnan: Think of what is hap- 
pening with Hindustan Lever Limited 
(HLL). In the last two-three years, Levers 
has gone through some of this self-ful- 
filling prophecy. They bought Quality 
and merged it with Walls. It is in a bad 
state. They bought Modern foods, say- 
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ing that it will be the biggest foods busi- 
ness. They bought Tasty Bite, which 
again is not doing too well. So, they’ve 
bought all these brands at a significant 
value and haven't been able to extract 
full value out of them. 

Thereis an Indian NRI group Jatania, 
which recently bought out the Yardley 
brand from Procter & Gamble (P&G). 
What they do is wait for a brand to reach 
a state where it dies. If you have many 
brands like Levers does, then you don't 
have the time and resources to manage 
each of these. So they end up being sold 
at a cheap price. That is the time when a 
clever entrepreneur should pick it up 
and extract full value. Indian companies 
have failed to extract value from brands. 

Dabur bought Binaca, which is 
hardly being used and is simply a trade- 
mark. Binaca defined the toothpaste 
category for so many years. Maybe a 
smaller company like Anchor should 
purchase it and extract full value. Indian 
companies havent treated brands as as- 
sets. They've treated them as flashy lo- 
gos, using Shah Rukh Khan and putting 
himinatub with four beautiful women. 


| That's OK. But one has to ask if it is con- 


tributing to the business in any signifi- 
cant manner. 
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Managing Group Gratuity funds can be quite cumbersome. 
It demands actuarial valuation, fund investments, liquidity 
planning for payments and miscellaneous paperwork. That is 
why astute HR and Finance heads are entrusting these 
administrative hassles to LIC, sparing them the time to focus 
on their core business. After all, we have the experience 
of managing Group funds of over Rs. 40,000 crore (as on 
31st March 2005). 
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Insurance is the subject matter of solicitation. 





LIC's Group Gratuity Scheme 


Salient features : 

* Minimum administration * Attractive returns * Scientific fundin; 
gratuity liability based on actuarial valuation * Instalment funding for pa 
liability with tax benefits * Employees insured for death benefit for futul 
service gratuity * Dual benefit of liquidity with high yield * No hidden cost 
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W What about the big Indian brands? 
For instance, Levers, what about their 
brand-building efforts? 

E U:We finished a large study about the 
tea business. And the key insight we 
drew out of this power brand strategy of 
Levers was that it was sub-optimal in re- 
turns. A major re-thinking is taking 
place because the earlier strategy cre- 
ated vacuums in strategic markets. 

D: One needs to ask whether the brand 
had any unique value. Did customers 


like it? Unilever had 1,600 brands when | 


they announced half the growth. And 
they proclaimed that within two years, 
they would take it from 1,600 to 400 and 
get6-7 percent growth as well. It's almost 
physically impossible to review and sell 
1,200 brands, while simultaneously 


build the other brands to get 6-7 percent | 


growth. You have to make quick deci- 
sions to sell. They made all sorts of irra- 
tional decisions. 


W Js that because of the pressure of quar- 
ter-to-quarter profits? 

Bi U: Absolutely. One has only a certain 
pool of resources to invest in these 
brands. You might be destroying a value- 
creating brand and under investing in it. 
Later, somebody else picks it up and ex- 
tracts the value. And that's what hap- 
pened with the tea business. When 
Levers cut all these high-performing lo- 
cal jewels, there was an immediate 
mushrooming of local brands. If you go 
to Gujarat, Maharashtra or Punjab, you'll 
see many local brands like Wagh Bakri, 
Sapat and Marvel respectively. Ten years 
back, all these guys were consuming ei- 


“The key question 
IS: are Indian IT 


firms developing 


intangibles, or are 


they trading on cost 


arbitrage?” 











SHASHI KIRAN 
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ther Red Label, Taj Ma- 
hal or some local 
Unilever brand. The 
moment they cut these 
brands, they just gave 
the entire tea industry 
an open field. So, from 
a 65 per cent share in 
the branded tea busi- 
ness, they have reached 
26 per cent. 

D: Five years from now, 
they will think these lo- 
cal brands are greatand 
pick them all up. 

U: Harish Manwani, 
who's taken over as 
HLL chief, has already 
issued the first diktat 
that many of the dead brands like Cap- 
tain Cook need to be revived. 
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B Why don't we have strong interna- 
tional brands, especially in sectors we are 
strong in, say, IT? 

W U: i-flex has a powerful brand, Flex- 
cube, which has been continuously 


rated as a top-selling banking solutions | 


brand for the last five years. There is 


nothing else in this area. Infosys, one of | 


India's most valuable brands, can't be 
protected legally since the high court in 
Karnataka came out with a judgement 
that the Infosys name is generic to the 
category. There is a guy in Chennai who 
uses the Infosys name along with his 
company. Now Infosys has gone to the 
Supreme Court. This goes back to the 
fundamental question of where the 
value ofthe business lies. 

Infy CEO Nandan Nilekani 
might say that they have a 
global delivery model. If 
you tear it apart, we have 
cost arbitrage and good 
quality IQ people. But can 
it be sustained for the next 
five years? If a Flexcube is 
valued very high, it is be- 
cause i-flex has a brand, a 
defendable IP and that's 
why Oracle bought it for a 
huge sum. The key ques- 
tion is: are Indian IT com- 
panies developing intangi- 
bles, or are they trading on 
cost arbitrage? 

D: Big technology brands 
like Cisco, Google, Intel 
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“I find it very weird that that the 
30llywood brand isn't big globally" 





and Microsoft have not only been good 
at innovations and developing intellec- 
tual property rights (IPRs), but they are 
also incredibly good at brand-building. 
Indian companies are not doing the lat- 
ter very well. 


W Does the country from where the 
brand is coming matter? 

E D: Yes. You can look at your own per- 
sonal experience. I would want to drive 
an Italian car, not a Russian car. People 
have preferences about countries and 
they stick with them fora long time. 


| Œ Does brand India have value? 


Bi U:The business of yoga is boomingin 


| theWest. The total industry value is esti- 
| mated at $20 billion, and who is making 


all the money? US corporations. What 
do the Brits eat all the time? Indian food. 
The curative properties of turmeric are 


| recorded in Ayurveda in 170 BC and it is 


ridiculous that American corporations 
were trying to patent it. We woke up and 
defended it just before the patent was 
going to be given away. You know about 
all the ‘textmati’ and all the various ‘ma- 
tis’ created on the basmati brand. 

D:The problem is that 10 years down the 
line, American corporations may very 
well own most of the yoga business us- 
ing Indian culture. I find it very weird 
that the Bollywood brand isn't big glob- 
ally. The Hollywood industry is new, has 
high costs and lacks talent, but they pull 
in talent from Europe and Latin America 


| to make it better. India has talented peo- 
| ple and a history of making films. Yet, 


Bollywoodis restricted to India. ig: 
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Wu * Nokia 6610i * CASIO PDA 
| . SUBS. NO.” NAME | SUBS.NO. NAME SUBS.NO. NAME 
p. 0024505 VINAY BHATIA | 203639 VEERENDRA L BASAREODY | 252180 NITIN KUMAR 
[^ 235207 JAGDISH KUMAR 233635 RANJAN KUMAR AICH 
Aes eee — ÀÀ—À—M MM —— eet — = 
+ Hidesign Wallet 214483 RAJEN K MARIWALA 234146 NIMISH GARG 
SUBS.NO. NAME 235211 SHAKTI CHAWLA 233217 PRADEEP R 
223798 MITHUN R KAMATH (426 P N BHUSRY 233702 KAVERI NARANG 
244935 PVAIDYANATHAN 20413 SWATI ARUN TAMBE 248172 SURESH IYER 
* Gillete Shaving Kit 187956 T SAIDALAVI 224511 RONESH PURI 
SUBS.NO. NAME 199968 SATYENDRA NATH KUCKREJA 250951 SANJEEV THAKUR 
244805 GOMATHY 235262 SHANTILAL C SHETH 222917 MUNINDER JIT SINGH 
10161 DEBASIS NAYAK (M L A) 249761 NILESH U MATADE 252837 SUDHIRATHITE 
245377 VIJAY PRABHUDESAI 249816 SHARMISTHA DUTTA 235103 K KAMAL KUMAR 
245051 R NARAYANAN 245056 ADHISH ANAND 214137 5 K CHOPRA 
214615 SUNIL KUMAR HAZRA 234460 P S NAYAK 214178 PRASHANTKUMAR BANERJEE 
234475 M D SHAH 248384 ABHAS ABHINAV 234926 S SEKHAR 
234089 MOHAMED MIRZA 254572 ADAPA SREE HARI 234924 ANUP KUMAR GUPTA 
245047 ROBIN JACOB 249862 LOVETESH SINGH 214496 ANIL KUMAR JAYARAM 
|^ 234100 S BHATTACHARYA 233223 U PRIYADARSHINI 249781 SUSHMA L 
p. 2520 ANUM SECURITIES PVT LTD 255468 N RAMACHANDRA 245384 KIRIT GALA 
234400 SARASWATI SESHADRI 234536 E ANANDAN 246738 ANJANEYULU V 5 R 
| 249792 PRATEEK SARIA 245395 MUKUND VICHARE 244968 RAJAM SHARMA 
i 249804 PRAMOD KUMAR 246630 RK KAPOOR 254070 AJAY KUMAR JAIN - 
| 215842 P MANOJ KUMAR 233152 RKNANDAN 232698 K SUNDARARAJAN 
252197 PRASHANT NAYAK 22349 | H HARIHARAN 186273 LR SHARMA 
246597 YOGESH KUMAR SHARMA 249839 RAJIB MAJUMDER 232804 BIDYUT BARAN PATRA 
188103 VIVEK GIDWANI 233704 NAND KISHORE BAGRODIA — 245035 SURESH KUMAR D 
206057 RAJAN MATHEWS 245059 SSSHARMA 245087 RAMASWAMY C 
255584 SANIEEVA KUMAR K S 252167 N GADIGA 251078 NEHA GEDELA 
233108 NORVIN MENEZES 245393 KIRAN SHINDE 246664 LALI DE 
248389 S PRIYANKA 250965 SV L NARASIMHAM 245050 SANJAY AGRAWAL 
248357 M MAHADEVAPPA 248139 AMBAREESH SIXIT 245213 KARAN LAKHANPAL 
214513 YADAV MURTI SANKARAN 233337 HARIDAS DEY 232778 HARI SHANKAR GUPTA 
234213 M D MANEKSHANA 245380 NILESH KHIMSARIA 246675 CHERUKURI PRASAD 
247048 ALOKE PANIKAR 245373 RASHMIN MISTRY 252189 TADURI NARASIMHA RAO 
246960 MANISH KAMRA 246687 ADITI JAIN 188349 TE MANLEY 
245048 RIYA GANDHI 249830 DEEPA DHANALAKSHMI 252224 SUPRATIM BHATTACHARYA 
249786 HONEY LHADA 251180 DHRUV LAKRA 244773 SV.R RAMACHANDRAN 
245372 RUPA SUCHINDRA PISAT 187389 AZIZ F PANIWANI 225062 NARESH C GUPTA 
245271 JIGNESH D SHAH 255780 VIKRAM SINGHAL 249777 NUPUR GUPTA 
245060 AMITABH SHARMA 249775 RITKA SINGH 
234315 ANIL BUCHASIA 248157 SHUPAL JAIN 
25407 SANJIV BHAMARE 234062 SUBIR GHOSH 
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VER the last six months, nearly $3.3 bil- 
lion has been committed to investments 
in telecom equipment manufacturing in 
India. That includes $3 billion from SemI- 
ndia, a little-known but ambitious start- 
up (see All About SemIndia’) that wants to 
setup one of the world's largest chip fabri- 
cation plants (fabs) in India. Besides SemIndia, Finland's 
Nokia and Singapore-based Flextronics have also promised to 
| setup manufacturing plants, with investments to the tune of 
$150 million and $100 million, respectively. 

There are others too, companies such as LG, Samsung and 
Ericsson. They will make semiconductors, mobile phones, 
set-top boxes, personal computers and telecom base stations 
here. In all, over the last 18 months, more than 10 MNCs have 
committed nearly $5 billion to telecom manufacturing in In- 
| dia. Another $2 billion is expected to be committed soon. 
While the money is small compared to what other Asian 
| countries have attracted (more on that later), it is nonetheless 
| significant. It demonstrates that global telecom manufactur- 
ing biggies are beginning to buy into the idea of India as a vi- 
_ able hardware manufacturing destination. 

One of the driving factors behind this growing interest is, 
_ Without a doubt, India's emergence as the fastest growing tele- 
com market in the world (in absolute numbers, China still 
takes the cake). India got that distinction in early 2004 when its 
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What's at stake... 














Telecom Market size Growth per 
equipment annum 
Wireless $2.5 billion 68% 
Mobile $2.38 billion 13% ^ 
handsets 

Others* $3.97 billion 50% 
Total $8.85 billion 43% 
Telecom $15.12 billion 16% 
services** 


^ The GSM market grew by 76.2 per cent, but the CDMA market fell 
by 65 per cent during the last fiscal 
* Includes enterprise solutions and telecom software 
** Includes fixed line, mobile, national long-distance, international 
long-distance, VSAT and radio trunking 

Source: Voice & Data and industry 





telecom market growth touched 67.73 per cent compared to 
26.75 per cent for China, which it relegated to second place. 

Equally significant has been the role played by Dayanidhi 
Maran, the Union minister for communications and informa- 
tion technology. Over the past 12 months, he has been hot- 
footing around the globe, and positioning India as a telecom 
manufacturing destination amongst investors. Says Maran: “I 
knocked at doors all over the world to ensure that manufac- 
turing happens in India. I told them about the fastest-growing 
telecom market, our talent pool and the success of BPO (busi- 
ness process outsourcing) here.” 

Maran is also imaginatively shaping policy to ensure that 
telecom companies make investments here. In what is being 
seen as an extremely astute move, he announced recently that 
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Company Investment Project Location Status 

Semindia Semiconductors for IT, telecom sectors Action likely in two years 

Foxconn Mobile handsets, electronic goods Š 4 Will start operations in 2006 — 

Nokia 20-40 million mobile Will start operations in Q1, 2006 
handsets per annum, base stations M Cat DEM ee 

Flextronics Mobile handsets, base stations and Will start operations in 2006 
electronic goods E PME 

Elcoteq 6 million mobile handsets plus Operational since April '05 
5,000 base stations per annum A S ; dec Be 

Ericsson 12,000 base stations, 200 mobile Operational since March '05 
switching centres per annum LM E ry 

Alcatel 14,400 base stations per annum Ri li Operational since July '05 ps. 

Samsung 20 million handsets per annum by 2010 Will start operations in Q1, 2006 

LG 20 million handsets per annum by 2010 Operational since June '05 





thegovernment would place orders for equipment needed for 
a BSNL and MTNL expansion plan only with companies who 
make a 30 per cent value addition within the country. 

The BSNL tender for 90 million lines is alone worth $5 bil- 
lion. It is the single biggest expansion plan announced by any 
telecom services company anywhere in the world. The gov- 
ernment is expected to place the order in early 2006. 

Maran emphasises this was entirely his idea. “It simply 
meant that if they have to sell in India (to state-owned compa- 
nies, not private ones), then they have to manufacture here 
too,” says he. 

Indeed, though Maran took some time settling in as 
communications minister, he now appears to have got the 
hang of things. His vision is to reposition India as a telecom 


A booming telecom market 
and a determined minister 
are luring equipment 
manufacturers to invest in 
India. By Anup Jayaram 
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ory 
equipment manufacturing hub. It won't be easy. Though the 
boom in telecom services has investors riveted, in manufac- 
turing the country doesn't have too many trump cards yet, 
particularly vis-à-vis China. Maran's hardsell has, however, 
begun making a difference. 

Says Ravi Sharma, president (South Asia), Alcatel: "But for 
Maran, the rules would not have been changed. That has pro- 
vided the impetus for local manufacturing.” 

Political rivals from Andhra Pradesh, of course, allege that 
Maran has been directing all the capital towards Tamil Nadu. 
But there is no gainsaying the fact that he has begun playing 
rainmaker in telecom manufacturing. 





All about SemIndia 


N 30 November, SemIndia, a consortium 

of non-resident Indians (NRIs), 

announced that it would put in $3 billion 
to set up a chip fabrication plant in India in 
collaboration with AMD, the $5-billion, 
Sunnyvale, California-based chip major. The 
initial reaction was mixed. While AMD is a 
familiar name, no one had heard of SemIndia. 

So, what exactly is SemIndia? It is a company 
founded by an NRI, Paul Mahal (whos also the 
COO ofthe company), with another NRI, Vinod K. 
Agarwal, as chairman. Mahal is a 20-year veteran 
in chip manufacturing, and Agarwal, a former 
faculty member of McGill University, Montreal, 
who later turned entrepreneur. Both now dream 
of making India a chip manufacturing hub. 


; A Sis clearly evident, countries like China ($50 billion in five 

years), Singapore ($12 billion in six years) and Malaysia 

($10 billion in five years) have soaked up huge sums of money 

in telecom manufacturing—and have demonstrated the pos- 
sibilities of FDI in the sector. 

In comparison, the money committed to India is small. 

Moreover, only a few announcements have translated into 

p _action on the ground so far, that too the smaller ones. The 

biggest one, that of SemIndia ($3 billion), has just been 

announced. 





Maran, though, insists that the remaining announce- 
ments will not remain mere announcements. He says: "What 
has been committed will be invested. That will be evident 
soon." One reason for his confidence is India's telecom mar- 
ket, which is growing at 43 per cent currently, compared to 3 
percent for the US and 10 per cent for China. 

In fact, he argues that even more should come India's way. 
For example, he says that he will once again engage Intel to see 
ifthey can set up a fab facility in India. 

In all this, the contours of a telecom hardware ecosystem 
are slowly beginning to emerge. One part of it will be the origi- 
nal equipment manufacturers (OEMs) like Nokia and Mo- 
torola. By end-2006, Nokia, Motorola, Samsung, Sony Erics- 
son and LG, which account for 77 per cent ofthe global mobile 
phones market, will start making mobile handsets in India. 

The other part will be the electronic manufacturing ser- 
vices (EMS) companies like the $16- 
billion Singapore-based Flextronics. 
EMS companies typically manufac- i 
ture a wide variety of products for 
many multinationals under one 
roof. 
means of Six of the world’s leading EMS 

: 1: companies — Flextronics, Taiwan - 
derisking based Foxconn, US-based Solec- 
China. No one tron, Canada-based  Celestica, 












"Coming to 
India is not a 


: US-based Jabil Circuit and Finland- 
would come if based Elcoteq — are already present 
in India, manufacturing mobile 
phones (such as Elcoteq), and com- 
ponents (such as Jabil). There's also a 
race on to manufacture base trans- 
mission stations (BTS), mobile 
switching centres (MSCs) and mo- 
bile switches, which will nicely 











the market 
wasnt there" 


Ravi Sharma, President 
(south Asia), Alcatel 
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What Mahal and Agarwal are doing is similar to 
the approach of non-resident Chinese 
technocrats. One such example is of Richard Ru 
Gin Chang, who spent 20 years at Texas 
Instruments before founding a chip manufac- 
turing company in Shanghai called Semicon- 
ductor Manufacturing International Corporation. 

For the SemIndia project, AMD will provide the 
technology. Though it has made no commitment 
that it will buy chips from SemIndia, chairman 
Hector de J. Ruiz hinted that it may just. There are 
expectations that both the Government of India 
and AMD will participate in funding the project, 
but the details are still not clear. 

The key advantage that the Fab would give is 
that it will be possible to create customised 
products for the Indian market, besides lowering 
the price of chips. 


complement the still-growing mobile services market. 

Then, large telecom equipment manufacturers are likely 
to bring in their component suppliers to complete the entire 
manufacturing ecosystem, much on the lines of how the 
global automobile industry operates. 

Says Maran: "They (telecom equipment manufacturers) 
will bring in their ancillary suppliers. Once the supply chain is 
in place, it willlead to more investments." 

Action has already begun in this space. LG, for instance, 
has got its printed circuit board (PCB) supplier, Starion, to 
start production. Also, Nokia plans to give plots to component 
suppliers and get them to invest another $200 million over 
and above the $150 million it is investing. Says Jukka Lehtela 
director, India operations, Nokia: "We are currently talking to 
our component suppliers. Some announcements will be 
made next year." 

Itis also likely to prove a boon for global component man- 
ufacturers already in India. Examples include the $957-mil- 
lion Nypro (plastic moulding), $11.8-billion Tyco Electronics 


` (connectors), and $2.5-billion Molex (connectors), all US- 


based companies, among others. Their operations are small 
now, and largely cater to white goods manufacturers. 

But that could change, with companies looking for com- 
ponent suppliers in India. Says H.C. Ryu, director (HHP busi- 
ness), South-west Asia, Samsung India: "We have one person 
whose only job is to identify vendors across India." 

There's also a follow-the-leader phenomenon at work 
here. With global biggies eyeing India, smaller companies, 
such as Taiwan-based BenQ, are unwilling to be left out. Says 
Robert Dung, managing director, BenQ India: "With all the 
other manufacturers here, we cannot be absent from the mar- 
ket." The company is currently examining the feasibility ofset- 
tingup a manufacturing operation in India. 

When the entire ecosystem is in place, it will be possible to 
manufacture a range of digital products from cameras to 


TEE 


TELECOM MANUFACTURING 


WT 
4 


raana ; w; 



















^Whathasbeen | 
committed will be ` 
invested" 


Union communications and information i 
technology minister Dayanidhi Maran has a 
managed to get multinationals to set up telecom ` 
equipment manufacturing plants in India. BW 

met the minister to get a better picture. Excerpts: ` 





E What is the level of investment that you have got 
into the telecom manufacturing sector? 
Wi Close to $5 billion has been committed. Another ` 
$2 billion will come in over the next few weeks. 





W Do you see all this being invested? 
iB What has been committed will be invested. That | 3 


willbe evident soon. 3 
E What is Indias advantage in manufacturing? j 


@ Our market is huge and booming. The policy deci- 1 
sion taken by BSNL and MTNL to place purchase or- ` 
ders on anyone only if it could make a 30 per cent ` 
value addition within the country has also helped. 

Considering that BSNL is coming up with a 90 mil- ` 
lion-line order, the potential is huge. 1 


d mes € 





W What is the next phase? Š 
E Now that the OEMs (original equipment manu- ` 
facturers) and the EMS (electronic manufacturing i 
services) companies are starting operations here, i 
they will bring in their ancillary suppliers. That will ` 
be the next growth phase for telecom manufactur- I 
ing. Once the supply chain is in place, it 
willlead to more investments. 















W Do you see Indian emerging as a 
telecom-manufacturing hub? 

Bi Till now we did not have the core. 
With AMD (SemIndia) coming in, 
the vacuum has been filled. It's the 
magnet for other manufacturers to 
look at India. The attention is 
definitely on India now. Alca- 
tel was the first one to come 
to India. Already Nokia, Erics- 
son, Flextronics and Foxconn 
are here. But, we still have (a 
long) way to go to be a tele- 
com hub. 
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game consoles to high-end printers tosettopboxes, righthere | 
jn India. That will help build Indias image as a viable telecom | 
manufacturing destination, which, in turn, could spawn | 


































eater interest among global manufacturers in other sectors 
ch as consumer electronics. 


HE fundamental question, though, remains. Why? Why 
would global telecom equipment manufacturers, hard- 
osed, grizzled veterans all, risk billions in untested territory? 
ain, why would handset manufacturers base manufactur- 
here when import duties are zero? (Earlier, it was 25-35 per 
. for components and 5-15 per cent for finished goods.) 
While the size of India's telecom market and its growth (be- 
ides Maran’s carrot and stick!) are obvious answers, there are 
veral not-so-obvious reasons as well. 

¿For one, Maran contends that telecom manufacturing is 
eaper in India than in China. This seems a slightly contrar- 
n perspective. But as Rajiv Kochhar, CEO of Mumbai-based 
ista Advisory, a consultancy, points out, once the supply 
yain is based out of India, it is possible that making a mobile 
hone in India will be 5-7 per cent cheaper than in China. 

< Then, telecom equipment manufacturers do very little of 





How China does it 


EVELOPING countries have always bar- 
gained with multinational companies 
l (MNCs) for foreign direct investment, and 
| the terms of entry have been negotiated based on 
_ relative strengths ofthe MNC and the host country. 
` While the MNC dangles the carrots of technology 
and capital, countries’ bargaining chips are access 
to growing markets, natural resources, bases for 
low-cost manufacturing and incentives. MNCs 
also try to play countries against each other while 
governments play MNCs against each other. In the 
process, the host country tries to impose perfor- 
| mance requirements like technology transfer, local 
ontent, mandatory exports, local listing and own- 
_ ership restrictions. 
~ Countries with large markets, like China, natu- 
rally have greater bargaining power. For instance, 
_ inthe early years of liberalisation, the Chinese gov- 
rnment made ITT Belgium (later acquired by Al- 
catel) its preferred partner. Alcatel was given guar- 
anteed market access for its Shanghai Bell joint 
-venture manufacturing facility in exchange for 
technology commitments. It was also allowed to 
sell imported telecommunications switches in 


port with technology acquisition”, was initiated 


_ China. This policy, known as “combining direct im- | 
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| related software. Yet another example is of firms 


| local content and foreign exchange balancing re- 


| nesegovernment officials still consider factors 
| suchasexport performance and local content to 
| decide whether to approve an investment orto 


their research & development (R&D) in China because ofa 
shortage of skilled R&D engineers. So, R&D for products, 
whichtypicallyaccountsforover40percentofaproductsde- 
velopment, has to be done inlabs in the US or Europe. This 
adds to development costs. Seen from that perspective, China 
can be seen as a sort of dumb manufacturing destination for 
products to be rolled out on alarge scale. 

The Indian model, on the other hand, is different, and of- 
fers greater possibilities. Over the last five to seven years, India 
has emerged as one of the leading R&D and design bases for 
multinational IT companies like Texas Instruments, IBM and 
Microsoft, and telecom companies like Nokia, Motorola, Flex- 
tronics, Alcatel and Ericsson. 

With R&D and design capabilities already extant, and R&D 
costs in India significantly lower than in developed countries, 
setting up a manufacturing base in India is a form of backward 
integration for global telecom companies. 

Says Vijayan Chinnasami, vice-president (Malaysia and 
India), Flextronics: "The talent pool in India is great. Because 
of this, it is possible to move up the value chain quite quickly.” 
For instance, a lot of the work on Motorola's signature 
MotoRazr phone was done in India and, therefore, it would be 


| acrosssectors asa sop to MNCs who were wary of 
| investingin China. 


Amore recent example is the Chinese govern- 
ments appreciation ofthe role that technical stan- 
dards play in market power. This realisation lies be- 
hind the governments active support of 
companies like Red Hat that promote the open- 
source Linux operating system against Windows- 


manufacturing hard disk drives. These are all ei- 
ther foreign owned or joint ventures, and they ac- 
count for 10 per cent ofthe global hard disk drive 
industry. The firms imported inputs are duty-free 
and VAT is not charged. The quid pro quo is that the 
entire output has to be exported. 

However, China committed in its WTO acces- 
sion agreement to eliminate export performance, 


quirements. But US companies complain that 
some measures continue to "encourage" technol- 
ogytransfer. US companies also say that some Chi- 


recommend approval ofa loan from a Chinese pol- 
icy bank, which is essential to the success of an in- 


vestment project. 
MANAS CHAKRAVARTY 
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easier for the company to get the phone 
manufactured in India than elsewhere. 


"It could take 
anything from 


developed in India) that could lower the 
cost of a basic mobile handset to $20. 

Saysatelecom industry expert: "Once 
the volumes are there in manufacturing, 
it will be easy to customise models for 
India." 

Another possibility for equipment 
manufacturers is exports, particularly of 
mobile handsets. During 2004, Indians 
purchased 25 million mobile handsets 
worth Rs 12,500 crore ($2.8 billion). That 
figure is expected to go up to 65 million in 
2006 and 100 million by 2010. Now, if the 
announced plans of companies like El- 
coteq, Nokia, Samsung and LGare on tar- 
get, starting 2010, upwards of 125 million 
handsets will be rolled out of Indian fac- 
tories every year. That opens up the pos- 
sibility of exporting cheap India-made 
phones to other emerging markets. LG, 
forinstance, expects to export 50 per cent 
of its production in India by 2010. 

One such emerging market compa- 
nies are eyeing is Africa, which being 
close to India, offers a geographical ad- 






ane i trend, biis three to five hec » mp esc ma me 
to industry experts, that is making tele- : market is also on the upswing. The num- 
com manufacturers uncomfortable is years for India to ber of subscribers has gone up from 51 
that China is intent on developing its emerge as a million subscribers in 2004 to 62 million 








own standards for telecom. As a result, 
many companies are looking at alterna- 
tive manufacturing locations. Maran's 
positioning of India, apparently, has 
been about the right thing happening at 
theright time. "Our timing has been just 
perfect," he says. 

Companies are also uncomfortable with the intellectual 
property (IP) scenario in China, and the fact that some Chi- 
nese telecom companies like Huawei and ZTE are now begin- 
ning to make a mark beyond the country's shores. The solu- 
tion: lookfor an alternative location to hedge the China risk. 

Of course, all these factors only add up icing to the basic 
cake, the size of the Indian market. Says Alcatel's Sharma: “I do 
not agree with the theory that coming to India is a means of 
de-riskingthe investments in China. No one would come here 
ifthe market was not there." 

The biggest draw, of course, is the Indian market. India's 
telecom services market is growing at a healthy 16 per cent, 


with mobile services moving North at a phenomenal 63 per | 
cent per annum. As Nokia's Lehtela, says, very matter-of- | 


factly: “We chose India because it is a growing market." 

Others argue that the next phase of growth will probably 
come from building the network in the rural hinterland. 
(ARPU growth in urban areas, which has been the primary dri- 
verthus far, has begun to plateau — from 67.6 per cent in 2003, 
39.1 per cent in 2004 and 28.2 per cent in 2005). 

That's where ultra low-cost phones will come in, and com- 
panies have already started preparing for it. Texas Instruments 
and Infineon have developed chips (part of the Texas chip was 


telecom hub" 


Mats Granryd, MD, 
Ericsson India 
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subscribers today. By end-2008, Africa is 
likely to have 100 million subscribers for 
a population of 860 million. That, how- 
ever, is a long-term play, when manufac- 
turing in India has matured enough to 
outstrip local demand and generate a de- 
mand for exports, something that indus- 
try experts reckon will start happening by 2010. 

However, as argued earlier, investments in telecom equip- 
ment manufacturing in India compare poorly to its Asian 
counterparts like China, Malaysia and Singapore. To attract 
greater investments, India has to move up the learning curve 
in terms of manufacturing expertise, fast. 

Says Avista's Kochhar: "India has to learn like crazy any- 
thing and everything relating to manufacturing." Concurs 
Flextronics' Chinnasami: "Things have to change and, that 


| too, quickly. Otherwise, the momentum that has been built 


now could be lost." 

A start, though, has been made. Maran has succeeded in 
leveraging the India advantage to get multinational telecom 
equipment manufacturers interested in India. However, it will 
take time for manufacturing capabilities to mature to the 
point where Marans vision to position India as a telecom 
manufacturing hub can be realised. 

Says Mats Granryd, managing director (India), Ericsson: 
“It could take anything from three to five years for India to 
emerge as a telecom hub." 

Maran agrees: "We still have a long way to go to be a hub." 
True, but he's already set the ball rolling. It promises to be an 
engrossing journey. a 
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The greenest IT park in the 
country just got a bit bigger. 

















Spread over 242 acres of lush green landscape, Technopark brings to life the true magic of God's Own Country. 
In total harmony with nature, the park is an idyllic locale to soothe the grey cells, even while at work! Within 
this inspiring environs, is 15 lakh sq ft of world-class built-up space spread over 6 modern buildings which is 
home to over 10,000 employees in around 80 companies. The first IT Park in the country to be assessed at 


Level 4 of CMMI, Technopark is increasingly capturing the mindspace of leading IT companies. To match the 
mounting demand for office space, the park is on an expansion spree. 





Technopark is constructing a state-of-the-art 6 lakh sq ft building within the campus. Scheduled to be 
completed by October 2006, the 1 1-storeyed centrally air-conditioned building, "Tejaswani', can comfortably 
accommodate a minimum headcount of 5,000. That is not all. Technopark has recently acquired 86 acres of 
land where Infosys and US Technologies will be setting up their own campuses. The park will soon house the 
software development centres of TCS and IBS as well: What is more, an additional 100 acres willbe acquired 
by the park in its third phase of expansion. And the entire land of 186 acres will be promoted as an SEZ. 


S IT A unique platform forthe stakeholders 


C : in the ICT industr 
AKERALA I 





Technopark beckons IT investors with a unique convergence of holístic environment, consummate 


infrastructure and unparalleled advantages. Be part of the park's success story and benefit from the bouquet of 
benefits offered by Kerala as an IT destination. 
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DSP Merrill Lynch 
He is now on ML 
International's board 









Edelweiss Capital 
Greater Pacific Capital 
has picked a stake in it 


SS GENTES ia YES 
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JM Financial 


It plans to focus on 
asset management 


Karvy Stock Broking 
Pacific Century Group 
has a 20% stake in it 








Foreign players are lining up to 
be part of the action in India's 
financial services sector 


RACHNA MONGA & GARGI BANERJEE 


SK Hemendra Kothari about the $500 million he made 

after selling his 47.73 per cent stake in DSP Merrill 

Lynch (DSPML), and he shrugs his shoulders. "It's 

pocket money," he says. But Merrill Lynch (ML), which 

bought his stake to increase its ownership to 90 per 
cent, is unlikely to see the deal in the same vein. 

The deal, announced on 7 December, values DSPML at a 
whopping Rs 2,044 per share. In effect, DSP Merrill Lynch is 
now worth Rs 4,600 crore — almost 25 times its earnings 
in 2005. This is some indication of how valuable local invest- 
ment banks have become (see ‘Cross-border Fillip’) in the 
context of a red-hot IPO market and a growing number of lu- 
crative cross-border deals in India. Further, with other foreign 
investment banking firms snapping at its heels, ML was will- 
ing to pay top dollar to increase its foothold in the country. 
Market pundits say that financial services will continue to 
be peppered with deals as global players step up efforts to take 
part in one of India’s fast-growing sectors. 

Take the broking business. Brokerage houses want to 
move to the next level — by making the business more profes- 
sional and customising it. In the last two years, average daily 
trading volumes at the NSE have risen from Rs 2,400 crore to 
Rs 4,500 crore. Online trading volumes are increasing too — 
an indication of the growing sophistication of the market. Be- 
sides trading, brokers now want to offer the full range of finan- 
cial services, from wealth management to insurance. 


ICICI Securities 
It is being aggressive 
on FCCB-GDR issues 
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ee everything in the finest detait Suh: Canons new ; 
EED (pronounced: “ZEED”) 5X50 projector. 
rext-generation LCOS (Liquid Crystai On Silicon) 
echnoiogy and SXGA+ (1400X1050) resoiution the 
«50 projector gives you iife tike images. Thanks to 
anon's innovative AiSYS opticai system, your movie or 
fata presentations now come to iife with high-contrast 
Kceience and iattice-free ciarity. 


UPERIOR IMAGE CLARITY = 
COS technoiogy harnesses the best. 
dvantages of refiective LCD 2 
laneis to give you extraordinariy $i» 
i data dispiay, precise CAD 7 
awings and hyper-smooth 
hovies. 


VORLD’S LiGHTEST BODY* 
Vith Canon's AiSYS opticai system, the SX50 delivers hea 
erformance in a iightweight and uitra-portabie form 
hoose Canon's XEED SX50 for high-definition ciarity at the 
fforadabie price in its ciass. 


Among True SXGA-- LCD projectors. aim 
XEED SX50 


í i ee MULTIMEDIA PROJECTOR 
` 
` 


g Resoiution : SXGA+ (1400X1050) = 
i ` Brightness : 2500 iumens mteaa (NALE Pats ui 
A:SYS eme Contrast —: 1000:1 200 


spectuai iiumination Thanks to AiSYS, the Sx50 is oniy 40% the weight Zoom : 1.7x 
System and 1/4 the size of its nearest competitor. Weight : 3.9kg 
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South & South East Asia Regionai Headquarters: Canon Singapore Pte. Ltd 
1 Harbour Front Avenue, #04-01 Keppe: Bay Tower, Singapore 098632. www.canon-asia.com 
Corporate Office : Canon india Pvt. Ltd., Second Fioor, Tower A & B, Cyber Greens, DLF Phase-iii, Gurgaon 122 002 
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_ Thus, the fierce competition for | to Rs211 crore in 2004. 

oducts is likely to force financial ser- As the size of the pie gets bigger, 
ices players to differentiate, innovate | investment banks will have more on 
id transform themselves into global | their plate, says Deepak Kapoor, execu- 
layers, And all this calls for capital. tive director, PricewaterhouseCoopers. 
Brokerages like India Infoline and | “Weare very high on the evolution curve 
L&FS Investsmart have raised money | of investment banking, and it is merely 
rom the domestic market or have gone | a question of time when we witness 
private foreign investment. Hemang | Indian investment banks attaining 
aja, CEO and president of IL&FS In- | global status and making acquisitions 
estsmart, finds its partnership with | abroad," hesays. 

bank Asia Infrastructure Fund to be | There is already a small develop- 
bling. With such international sta- | ment in that direction, with Kothari be- 


vestsmart can now ramp up itsservices. | Lynch International. "They believe that 
With retail interest growing in India, it | my experience locally would help them 
becoming important forfinancialser- | in their international ventures," says 
vices players to provide an all-roundex- | the veteran banker, who has the addi- 
ience to their clients online,” he says. | tional responsibility despite the fact that 
The scene is no different in invest- | hisstakeisnowreduced toa mere 10 per 





Cross-border fillip 
Investment Investor(s) 
(Rs crore) 


DSP Merrill Lynch 
JM Morgan Stanley 


Karvy Stock Broking 
IL&FS Investsmart ` a 
d Infrastructure Fund & 

je Corp. - 


ment banking. Over the past two years, | cent in DSP Merrill Lynch. 
tockmarkets have risen by 56 per cent. | Global ambitions apart, bankers are 
n this period, there have been 70 equity | confident that investment banking in 
Os, which have raised close to Rs | the next 3-5 years won't be restricted to 
000 crore. The quantum ofcross-bor- | M&A advisory. “Investment bankers will 




















estment bankers, rose from about | company's game plan. Or it could be 
5 billion in 2004 to $6.5 billion in the | abouttaking strategic positions in sec- 
first 10 months of 2005, accordingto ac- | tors thatare yet to open up," says Abizer 
iunting firm Grant Thornton. Dewanji, executive director-advisory 
Then, there are the lucrative foreign | (transaction services), KPMG. 

urrency convertible borrowings Indeed, larger players are now draw- 
B) by corporates, which have | ing out plans to move up the value 
oosted fee incomes. The amount of | chain. DSPML, although it hasn't re- 
CB issues till November this year was | 
13 million, as against $4.76 million in | 
4. The financials of the investment | advisory business. Over the next five 
anks also tell the story. JM Financial's | years, JM Financial will advise compa- 
ofits have shot up from a mere Rs | nies about the assets side of their bal- 





ear. And DSP Merrill Lynch's bottom- 
ine has grown from Rs 167 crore in 2002 | 


says its whole-time director and head of 
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es in the business, Raja feels IL&FS In- | ing appointed vice-chairman of Merrill | 


r M&As, a chief attraction for foreign | beabletoseehowan M&A fits into their | 


vealed details, plans to bring in new | 
structured products for the corporate | 


in 2003 to almost Rs 10 crore this | ance sheets, apart from advising them | 
on raising capital and buying stakes, | 
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corporate finance, Vishal. Kampani. 
Having reorganised its various financial 
businesses, JM Financial plans to focus 
on the asset management business and 
even enter commodities. "Through the 


| commodities foray, for instance, I will be 


able to advise companies on hedging 
commodities risk on their balance 
sheets," Kampani says. Even JP Morgan, 
though a small player now, plans to dif- 
ferentiate itself by offering structured 
hedging products to corporates as and 
when the markets open up. : 
Down the order, the middle-rung : 
players of Indian origin and boutique 


| firms are keen on leveraging each 
| other's synergies by tying up for specific 


events or specific mergers. Says Ashok 
Wadhwa, partner and CEO of Ambit 
Corporate Finance: “We have to (now) 
align ourselves with global players for 
innovative tie-ups on a fee sharing ba- 
sis, and work with each other for deals 
based on the success rate of our part- 
nership." Ambit has been seen as a spe- 
cialist in deals in banking and finance. It 
has now tied up with a German niche 
investment bank to identify potential 
targets for a large Indian-listed entity. 
“M&As are all about innovating to- 
day.... For firms like us, creativity will be 
a differentiator,” he asserts. Falguni Na- 
yar, head of investment banking, Kotak, 
agrees: "Innovative partnerships will be 
more beneficial for us." 

Accounting and audit firms like 
KPMG and E&Y already offer tax advi- 
sory for M&A operations. Meanwhile, 
the Indian firms that don't have foreign 
backing are scouting for similar-sized 
players in international markets. ICICI 
Securities, which didn't have a foreign 
product in its corporate advisory portfo- 
lio, is being aggressive on FCCB issues to 
gain visibility in the foreign market. 

The key reason for this deals frenzy 
lies in its strong economic growth and 
the three-year long bull run. In the last 
two years, GDP has grown by more 
than 6 per cent. If the cycle turns 
around, the business models of the 
financial services players will really be 
put to the test. This was evident during 
the last boom-bust cycle between 1994 
and 1997 (see ‘A Tale Of Two Years, BW, 
5 December 2005). 

For now though, foreign investment 
bankers firms wouldn't want to miss any 
chancetocashinontheIndiastory B 
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WRIST TECHNOLOGY...IS HERE. 
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4 à Wotch shown here is 50% larger thon its actual size. 
£ First @CITIZEN (CITIZEN'S EXCLUSIVE STORE) - Delhi: M-73, Greater Kailash-! Market Ph: (011) 29243102 / 51631241. Mumbai: 1. Flora Fountain (Opp. Thomas Cook) Ph: (022) 56331494. 2. L.T. Road, Borivall (M 
` Ph: 28333077 / 30907896. Chennai: 1. Spencer Plaza Ph: (044) 28492760 / 62. 2. D109, Anna Nagar East (Opp. Naidu Hall) Ph: 52057721. 3. 21, Ramaswamy Street, Off Usman Road, T. Nagar Ph: 52641733 / 3i 
Kolkata: The Mall, City Center Ph: (033) 23584305. Bangalore: 1. Safina Plaza Ph: (080) 25325757 / 25325786. 2. Sri Raghavendra Complex, Jayanagar 4th Block Ph: 51211511. Ahmedabad: C.G. Centre, C.G. Roa 
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Church Square, Panjim Ph: (0832) 2238882 / 2420285. Gurgaon: Eco-Drive Boutique - Shop No. SF - 7, Gold Souk, Sushant Lok, Phase | Ph: (0124) 5522556 / 5059100. Hubli: U.S.A. Towers Ph: (0836) 2266681 
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_ Rs 345 crore. Its two agencies in the 
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T was the last of the five global 
agency groups to enter India on its 
own. But it has already made its 
mark. In just 26 months in India, | 
Japan-based advertising giant | 
Dentsu has notched up billings of | 


Ren | 
country — Dentsu Communications | 


and Dentsu Marcom — now have aros- | 


-. ter of 25 clients that includes Toyota, 


- booked a net profit the first 
- year onwards, a rarity in the 
- business. After China, India 
. is probably the $2.4-billion 


in Europe or the US. 


. tial success here? Lack of 


- to be quoted for this story.) 


. style: "When I told people 


-. Canon and Sony Ericsson. 
. Athird agency should be off 
. the ground soon, though 


chairman of the Indian op- 

erations, Sandeep Goyal, 

refuses to comment on it. 
Goyal claims to have 


(in revenues) Dentsu's 
fastest growing market in 
this part ofthe world. Its In- 
dia performance is even 
more unusual by the stan- 
dards of the rather insular 
Japanese ad industry, 
which has had little success 


Whathas spurred its ini- 


baggage from old opera- 
tions, focus on advertising 
services, and hunger for 
success. So far, so good. But 
can Dentsu continue to 
grow at a similar pace, ask 
peers. (Many did not want 


Goyal says in characteristic 


SANJAY SAKARIA 


that in the first year I would 
do Rs 200 crore, they 
laughed at me. But I did it." He is aiming 
ata 60 per cent jump in revenues (to Rs 
550 crore) in 2006 over 2005. "By 2008, 
we should hit Rs 1,000 crore and do an 


_ initial public offer,” he says. 


Dismiss it as Goyalspeak. The for- 
mer head of Rediffusion and Zee Tele- 
films is known making such statements. 
But there is no doubt that in his usual 
aggressive fashion, Goyal has managed 
to shake up the Rs 13,000-crore adver- 
tising business (in billings) that was be- 
coming settled and somnolent. Yet, the 


Sandeep Goyal, chair- 
man of the two-year-old 
Dentsu India, says he 
has booked profits from 
the first year. His target 
billing for 2008? A steep 
Rs 1,000 crore 


| precise reasons why Dentsu clicked 
| could also work against it in the future. 


Take hunger for success. When he 
says ^we are young and hungry", Goyal 
is right. Hardly any new agency has 
been launched in India in the last 3 
years. The exceptions are Law & Ken- 
neth and M&S Saatchi, which set up 
shop in 2005. Otherwise, the market 
has been dominated by the Big Four 
and their advertising agencies — Om- 


nicom (RK Swamy BBDO), WPP (JWT, | 
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O&M), Interpublic (Lowe) and Publicis 
(Leo Burnett). 

Dentsu, the new kid on the block, 
has gone after new business with a fer- 
vour that Indian agencies last displayed 
in the mid-1990s. And it has done so by 
design and with aggression. Goyal tar- 
gets potentially high-growth accounts 
that he reckons are not core to a rival 
agency's portfolio. However, unlike 
other new agencies, Dentsus idea is to 
take on only accounts that are Rs 5 crore 
and more. Goyal would prefer not to 
have any business that has billings of 
between Rs 50 lakh and Rs 1 crore. If 
that and his claim on commissions are 
taken on board, the agency should be 
netting margins of close to 10-15 per 
cent today. That compares favourably 
against the 5-7 per cent the rest of the 
industry averages. 

The greater design is evident in the 
composition of advertisers it has. When 
Dentsu came in, the assumption was 
thatit would grow on the back of Indian 
business from its big Japanese clients. 
Goyal claims that at present Dentsu In- 
dia has just two globally-aligned clients 
— Toyota and Honda. These account 
for a substantial 40 per cent of its 


The last big agency 
group to enter 
India, Dentsu, has 
had a good start. 
But can it stick to 
the ways that have 
brought it success? 


Young and 
HUNGRY 





billings. The remaining 60 per cent 
comes from a mix of Indian and what 
Goyal calls international accounts. 
These are global brands that may or 
may not be Dentsus clients abroad, but 
their Indian business was acquired by 
pitching locally. Yamaha and Canon fall 
in this category. The idea is to get a third 
oftherevenues from each kind ofclient: 
Japanese, international and local. 

Mergers and acquisitions do not fig- 
ure in this greater scheme of things. 
Dentsu now wants to grow by simply 
adding to its list of clients. It has 
spawned two agencies to handle clients 
with conflicting interests. Though the 
biggies in India did that through the 
1990s, that's not the only way they have 
grown in recent times. 

That brings us to the second factor: 
focus. Goyal has no intention of doing 
anything but mainline creative advertis- 
ing. Dentsu could provide non-adver- 
tising services by either growing them 
in-house or acquiring the expertise. But 
M&As are out. That's because Goyal 
reckons the market isnt mature 
enough. Most small agencies offering 
marketing services are dependent on 
the goodwill and equity of their owners. 


.. Keeping company 
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ome of Dentsu's clients in India 
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Take them without the owner and what 
you would get is a shell. 

The market doesn't agree. Says 
Praveen Kenneth, co-chairman and 
managing director of Law & Kenneth: 
"We plan to grow through acquisitions. 
Start-ups involve too much invest- 
ment." The recent acquisitions of Solu- 
tions Integrated by Publicis and Kidstuff 
Promos by Mudra underscore the fact 
that non-advertising services are be- 
coming more and more important for 
agencies here. Note that the promoters 
of these acquired companies have 
stayed on by mutual agreement. The re- 
sultis that these services have enhanced 
the breadth of services of the acquirers. 

There are others, like O&M and JWT, 
that have built their non-advertising ser- 
vice portfolios such as direct marketing 
and public relations largely in-house. 
And such services are now bringing in 
abouta fifth of their revenues. 

Dentsu does not provide any of the 
other services. This focused approach 
maybe great in the start-up phase. But 
the fact is that about 30-40 per cent of 
marketing spends today go into non-ad- 
vertising communications. Advertisers 
are increasingly shifting to set-ups that 
provide everything under one 
roof. Suzlon, a Dentsu client, 
uses Adfactors for PR services. 
Vivek Kher, general manager 
(corporate communications) 
at Suzlon, says: “In an ideal sit- 
uation, we would like every- 
thing under one roof. But we 
would also like everything to 
get enough attention.” 

Besides capturing a larger 
share of ad spends, offering 
holistic marketing services 
means better margins. “We 
will need to get into these ser- 
vices only when growth slows 
down. We don't want to fritter 
away management band- 
width," says Goyal. As for mar- 
gins, he maintains that it is a 
function of efficiency. 

That brings us to the third 
point. Unlike the rest of the 
Big Five, Dentsu doesn't have 
any baggage that inevitably 
comes when other agencies 
are acquired. That means a 
leaner structure, which shows 
up in Dentsu's numbers. With 
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AND YOU THOUGHT ONLY MAGICIANS 
PULLED THINGS OUT OF THIN AIR. 


Dentsu doesn't want to offer any- 


thing but advertising services. So its ` 


client Suzlon had to hand the public 
relations account to the another firm 


just about 150 people on board, 2 


Dentsu’s per-person billing is at about 
Rs 2 crore. That compares well with an 
estimated Rs 3 crore at Rediffusion, a 32- 
year-old agency. 

Goyal wants to prove that he is one 
of the big boys of advertising before try- 
ing anything else. That's why he is into 
this game. Remember that Dentsu has 
hada presence in India through its joint 
venture with 
(Dentsu, Young & Rubicam). Goyal, a 
former Rediffusion president, had 


made friends with several senior Japan- ` 


ese executives during his days there. Af- 


ter his stint with Zee Telefilms, he E 


ADVERTISING ' 


Rediffusion/DY&R | 


wanted to do something on his own. But ` 
Goyal'sambitions wentbeyondrunning | 


asmall hot-shop. "Setting up a Sandeep 
Goyal Associates meant small-time 
clients. I wanted the big ones," he says. 
His Japanese friends backed that ambi- 
tion and a 
Dentsu Incorporated and the Goyal- 
owned Mogae Consultants was born. 
Thatis part of Dentsu's new focus on 
this part of Asia. After setting up shop in 
India in 2003, Dentsu tied up with 
Evernew, a Pakistani ad agency, in 2004. 
Itis now setting up an agency in Dubai, 
in which Goyal has a 49 per cent stake. 
For better or for worse, Dentsus fu- 
ture in this part of the world seems tied 
to Goyal's ambitions. And he is not one 
to aim low. = 


76:24 venture between . 

















- JEHANGIR S. POCHA in Beijing 








ORCHES are selling so rapidly 
in China that the luxury 


sports-car maker has said it | 
will more than doubleitssales | 


outlets here by the end of 
next year. 

Such burgeoning wealth and the fre- 
netic economic growth creating it has 
increasingly defined China in the eyes of 
the world and led many other develop- 
ing nations, including India, to try and 
imitate China's ‘miracle’. But the full 
costs of Beijing's GDP-growth obsessed 
policies are also becoming increasingly 
obvious, giving pause to those who have 


so far been spellbound by its spectacu- | 


lar growth figures. 
Over the last three weeks, much of 


China and the world watched in horror | 


as work crews in the northeastern city of 


Harbin struggled to contain a benzene | 
spill that polluted the Songhua River. It | 


disrupted drinking water supplies to the 
city affecting about 12 million people. 
Though industrial accidents and lax en- 
vironmental standards have been aseri- 


ous problem in China for some time | 


now, the fact that the benzene spill is 


now moving rapidly upriver towards | 


Russia is forcing both the Chinese gov- 
ernment and the international commu- 
nity to take heed of China's endemic en- 
vironmental problems. 

Reports from international organi- 
sations such as the UN, the Washington 
DC-based Worldwatch Institute, Green- 


peace, and even the Chinese govern- | 
ment's own environmental agency, are | 


warning that Chinas environmental de- 
cay is escalating to crisis levels. 

The country’s economic “miracle 
will end soon because the environment 
can no longer keep pace,” said Pan Yue, 
China's deputy minister for environ- 
ment, in an interview with Der Spiegel 
magazine. "Acid rain is falling on one 
third of Chinas territory. Half of the wa- 





| opaque band of grey smog. In early No- 


| 


ter in our seven largest rivers is com- 
pletely useless, while one fourth of 
our citizens do not have access to 
clean drinking water. One third 
of the urban population is 
breathing polluted air, and less 
than 20 percent ofthe trash in 
cities is treated in an environ- 
mentally sustainable man- 
ner. Finally, five of the 10 
most polluted cities world- 
wide are in China." 

Until recently, much of 
this was largely overlooked 
by China's economic man- 
darins as a byproduct of its 
remarkable economic 
growth. But Pan now 
warns that even 
China's sacred 
cow of eco- 
nomic growth 
is under 
threat. The 
country’s en- 
demic air and 
water pollution caused the country to 
lose "between 8 and 15 per cent" of its 
GDP And aWorld Bank report estimated 
that Chinas deteriorating environment 
costs it about $170 billion a year in lost 
productivity and health. 

In Beijing, lung canceris now the No. 
1 cause of death. The economic losses 
from increased health costs and lost 
work time alone are estimated to be 
more than $10 billion a year, according 
to China's State Environmental Protec- 
tion Administration (SEPA). A recent 
picture from Nasas Terra satellite shows 
the entire city covered by a nearly 



















China's political 
system, credited 
with creating the 
country's searing 
growth, has also 
gutted the envi- 
ronment. Will a 

new breed of 

NGOs help i 
balance China's | 
development? 


vember, the city's air pollution index, 
which measures the amount of sulphur 
dioxide, nitrogen dioxide and total sus- 
pended particulates in the air, went way 
beyond the 'dangerous' level of 200 to 
reach 275. All residents were warned to 
spend aslittle time as possible outdoors. 
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HE government is responding with 

a series of measures — from raising 
environmental standards to encourag- 
ing chopstick manufacturers to use fast- 
growing bamboo instead of wood. “We 
need to intensity our efforts to improve 
the quality and efficiency of economic 
growth, coordinate economic develop- 
ment with the population, resources 
and the environment, and protect and 
improve the sustainability of our 
growth," said Chinese President Hu Jin- 
tao at a conference recently. 

Statements like this from senior 
leaders have encouraged environmen- 
talists as they have been followed with 
some action. Earlier this year, SEPA sus- 
pended work on 30 large projects worth 
more than $10 billion after they failed to 
meet environmental standards. And last 
week, China's chief environmental reg- 
ulator, Xie Zhenhua, quit after takingthe 
blame for the benzene spill in Harbin. 





Yet there has been little change in | 


Beijing's overall economic and environ- 


focus on creating the seven per cent | 
economic growth. Such a growth rate is | 


needed to avert domestic political tur- 
moil, say analysts. Also, while SEPA can 
suspend work on projects, it cannot 
stop construction of environmentally- 
dangerous factories. Nor can it impose 


much in the way of penalties as | 
environmental agencies in the West and | 


Japan can. 

“The interest groups here are too 
powerful. Real disasters force the gov- 
ernment to respond, and so they have to 
say all the right things, but a lot of the 
words from Hu and (Chinese Premier) 
Wen Jiabao are just to meet the overlap 
with the global mood,” says Dai Qing, an 
environmental activist, who was jailed 


during the Tiananmen Square massacre | 


and who drew global attention to 
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China is facing severe 
environmental problems as a 
result of the booming economy 
and growth 





China's giant Three Gorges Dam pro- 


| ject, which she called the world's “most 
mental policies as they continue to 


environmentally destructive project". 
Lu Lijian, dean of the graduate 
school of landscape architecture at 
Peking University and an environmen- 
tal campaigner, says part ofthe problem 
is China's rigid and increasingly uncoor- 


| dinated system ofgovernance. In recent 


years, the central government in Beijing 
has increasingly shifted local adminis- 
tration and related costs to local govern- 
ments, while retaining a disproportion- 
ately larger share of taxes. Asa result, city 
governments across the country are 
scrambling to raise receipts. 

“Different governments have differ- 
ent priorities. Local cities focus more on 
building up their economy,” says Lu. 

Also, while China’s authoritarian 
one-party setup is a big advantage in 
economic spheres because it allows the 
government to take quick decisions and 
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implement them thoroughly, its inabil- 
_ ityto accommodate different voices and 
 temperactions through debate shows in 
_ areas such as environmental protection. 
Says Dai Qing: "China is changing 
_ and its media is freer, but even if we can 
. nowsay things, no oneis listening to us." 
— So, for now the Chinese govern- 
- ment's development plans and eco- 
- nomic policy remain dedicated to cars 
_ instead of public transportation, fossil 
_ fuels instead of alternative energies and 
_ pampering manufacturers with cheap 
. resources instead of pushing them to- 
. wards greater efficiencies. Last year, 
. China (which is already the world's 
_ largest consumer of coal, grain, steel 
and meat) became the world’s second- 
largest consumer of gas. 
- Says James Brock, an independent 
. energy consultant to many of China's 
_ largest domestic and international en- 
i _ ergy companies: “Part of the reason is 
1 
! 
k 









that China doesnt have too many 
. Choices... It's not just that energy con- 


r 2 
à ‘sumption is spiralling. The country 
. needs resources of every kind to grow. 
b Western nations were able to develop 
| using very cheap access to resources 
3 (because of ċolonisation and slavery) 
. and enjoyed oil at $10 a barrel or less for 
_ almost a century. Now, China is looking 
. to develop using the resources at its dis- 


. posal in the cheapest manner." 


m 


3 EB with such development 
needs is what kept China, along with 












countries like India, free of any obliga- 
tions under the Kyoto Protocol, that 
seeks to reduce the emission of various 
ozone-depleting gases. (The US and 
Australia, which together account for 
about 30 per cent of the world's green- 
house gas emissions, have also not 
signed the protocol). 

Not long ago, this argument res- 
onated widely in China. Many argue that 
the West's criticism of China's environ- 
mental record was only a backhanded 
way of keeping the country down. 

But that feeling is beginning to pale. 
In the past, pollution ‘invisibility’ 
helped shield the government against 
public criticism. But now, "people are 
taking a stand," says Dai Qing. In the 
decade since Chinas first environmen- 
tal NGO, Friends of Nature, was allowed 
to be registered in 1994, more than 2,000 
environmental NGOs have risen all over 
the country, according to government 
reports. Once disparate, under-funded, 
untrained and badly-equipped, many 
of these NGOs are now learning how to 
organise and empower themselves. 

Over the last two months, Dai Qing 
has been running a communication 
workshop for local NGO workers in Bei- 
jing. Zheng Jun Feng, 43, a scientist with 
Green Remote, an NGO that studies 
satellite imaging and remote sensing 
data, says: "I want to learn how to take 
my thoughts and ideas to foreign 
friends." This call is being increasingly 
heeded abroad. Dai Qing’s sessions are 
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A worker at a cement factory in 
Sichuan province. Pollution in China is 
bound to get worse, warn officials 


being co-sponsored by Probe Interna- 
tional, a Canada-based environmental 
watchdog, and George Soros Open So- 
ciety Institute. One reason for the flow of 


` international aid is that while China's 


booming economy is buoying global 
markets, the environmental fallout of 
this consumption is spreading. Says Dr. 
Tsutomu Toichi, managing director 
(chief executive economist), the Insti- 
tute of Energy Economics in Tokyo: "A 
lot of sulphur dioxide and other pollu- 
tants from China are reaching Japan 
with the western wind and even the 
west coast ofthe US." 

A concerned Japan has encouraged 
China, which emits about 25 million 
tonnes of acid rain-causing sulphur 
dioxide a year, to install desulphurisa- 
tion units in its coal-fired power plants. It 
is also giving $40 million in ‘green aid.’ 

Justin Fong, founder of Moving 
Mountains, a San Francisco-based NGO 
helping Dai organise the training ses- 
sions, says the activists in his class “may 
seem ordinary, but there're all doing 
ground-breaking work, and taking real 
chances” by trying to change mentali- 
ties. Also, many NGOs and journalists 
are now engaged in battles with authori- 
ties over dam constructions or filing law- 
suits against polluting factories. 

Says Wu Gang, a journalist with 
Shanxi Youth Daily, who has been fight- 
ing the coal mafia in the mineral-rich 
central province of Shanxi: “If we don't 
speak up, our country will be poisoned.” 

What also angers the Chinese and 
activists alike is that the government, de- 
spite its rhetoric, continues to hide criti- 
cal facts and information. In October, 
China announced it would no longer 
treat death toll from natural disasters as 
a state secret. But any hope of trans- 
parency seems crushed after the Harbin 
incident, when the government took 
days to acknowledge that benzene in 
Songhua Riverwas the result ofan explo- 
sion ata plant owned by the state-owned 
China National Petroleum Corporation. 

Says Lu, the environmental cam- 
paigner: “There is also little honesty 
from the government. Ultimately, it will 
be the NGOs that will become the im- 
portant force in pushing for environ- 
mental reforms.” E 
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- The Creative Zen Vision 
Portable Media Player 
has more built-in 
features than the iPod, 
like FM radio and recor- 
der. Yet, it is available 
for about the same price 
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F you have the time, energy and pa- 

tience, there's no end to interesting and 

quirky digital gifts for the picking — on- 

lineoronatrip abroad — this season. Try 

this for size: trendy iPod underwear or 
the iBoxer with a neat pocket for the music 
player and some Play buttons thrown into the 
pattern. Or try dim sum-shaped, duck-shaped 
or shrimp-shaped USB drives. There's even a 
Barbie USB drive where you rip her head off 
and plug her into your notebook. 

But if you'd rather get serious about digital 
gifting, heres what I think are the hottest prod- 
uct categories: phones (still phones), MP3 play- 
ers, digital cameras, home theatre systems and 
DVD players. And if there's a teenager in the 
vicinity: as ever, gaming devices and games. 

With phones, there is so much choice that it 
can take a lot of time fitting phone to personal- 
ity and usage style. As gifts, basic phones are 
still in demand. When looking at these, ensure 
that the basics are in place: voice quality, keys, 
screen, address book size and SMS ease. 

The Nokia basic phones come first to mind, 
and there are few models to choose from. 
There's the phone-with-flashlight 1100 for just 
under Rs 3,000, and the 1110 with the talking 
alarm clock. These are not colour display pho- 
nes. Moving up to the basic model in colour, 
you get this Rs 4,000 onwards with the 2600, 
and the 2112, which is CDMA. The 1600 is also 
in this range. Nokia's 3120, for just over Rs 5,000, 
takes you into the basic camera range — still 
nice for anyone who isn't too gadget savvy but 
needs a phone. Look at basic phones beyond 
Nokia like the Samsung C210 that give a lot of 
value for just over Rs 4,000. This one is sleek, 
black, easy to hold, and its keys are properly 
raised, soft and optimally spaced apart. 

There are quite a few fashionable Samsung 
phones if the recipient of your gift likes a good 
looker of a phone and your budget is beyond 
the basic. The Motorola L6 for about Rs 8,500 
is also something to check out. If you're gifting 
a phone to a music lover, check out the Sony 





Ericsson Walkman phones — and the K750i. 

Anyone looking for high-end phones now 
looks for email on the go. There are basic Black- 
berry models. And if you don't find that cool 
enough, look for phones that are Blackberry- 
enabled like the Sony Ericsson P910i. Nokia's 
6021 isn't just a good-looking phone; it is also 
soundly packed with no-nonsense business 
features, including easy sync with PDAs. 
There's also the 02 Atom, on the expensive end. 

Of course, one of the most wanted digital 
gifts right now is an MP3 player. If you're think- 
ing iPod, you'll have to spend a while figuring 
out which one will suit the person you're gifting 
it to. I quizzed a friend who wanted to buy one 
for her husband. To her horror, she realised that 
there was nowhere he could listen to it because 
hehad populated his world with atleast a dozen 
music systems. An iPod can be a great way for 
him to carry his music around and plug it into 
his other systems. But it turns out, he's a poor 
music-manager and isn't given to taking the 
trouble to download, convert and arrange his 
music. So, unless he got someone else to organ- 
ise his music, the iPod would have been a bit of 
overkill. On the other hand, there are music 
buffs who hate to live with the little iPod Shuffle 
because it doesn't carry enough for them. The 
Nano is a good middle-of-the-road option. 

The iPod may have become synonymous 
with MP3 players. But I recommend looking be- 
yond the iPod unless you're hooked onto the 
cool Apple-ness of it. You'll find more built-in 
features in other players for about the same 
price. Consider players from Creative, iRiver 
and Samsung, for instance. Flash-based players 
are available, but these are ideal for on-the-fly 
listeners and music managers. They're expen- 
sive when you consider cost per gigabyte of 
space. But they’re light, tiny, cool and can be 
plugged into a computer ina second. The music 
management needed is less because you don't 
get huge amounts ofspacetobeginwith. — Wi 





This is the first of a two-part series on digital gifts. 
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Improve your trading skills by investing in this workshop. Learn How to Trade the Markets with Larry Williams, a Legend 
with More than 40 years of Real-World Trading Experience. Learn new tools and techniques from the Master Trader! 


¿ Who Should ATTEND? J 


Anyone who wishes: 

e to make money in the stocks and futures markets 

e to understand how charts can be used to help forecast the stock or 
futures markets 

e to improve your trading and forecasting skills 

e touse charts in your stock market or futures market reports 

e tobecomea research analyst 

e tobecomea futures broker's representative 

e to become a remisier, dealer or investor in the stocks or futures markets 

e tohave a professional qualification in technical analysis 

e togain employmentin Indian stock and futures brokerage houses. 


it's a ‘DON'T MISS’ for 
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Traders in All Markets 

Analysts in All Markets 

Individual Traders in All Markets 
Speculators / Hedgers/ Brokers / Analysts and IT staff 
Trading support staff 

Investors 

Currency /treasury strategists 

Equity / Commodity / Fixed Income strategists 


Larry Williams Money Back Guarantee 9 


This is truly a no-risk offer. This you, give all the materials back and 
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seminar comes with Larry Williams 
famous Money Back Guarantee, 


"Pay for the Seminar, stay, until 
morning Tea; if you do not feekthis 
method or Larry Williams will benefit 


we will give all of your money 
back." 


Sb reserve your Place now at Larry 
Williams Inner Circle Workshop in 
Mumbai. 


A must attend 2 day course on trading in futures and 
commodities with world's leading Trader, Expert, 
Technical Analyst and Author 


INNER CIRCLE WORKSHOPIIndia š P 


Join Larry's Inner Circle Workshop and learn how to tell when the 
market will have major moves. Learn the setups he uses that almost 
"cause" markets to rally or dive, and see precisely how he gets in, 
place stops and targets. He'll also give you his forecast or the best 
markets to trade in the coming year. 


Delegate Fee: EARLY BIRD Rs. 25,000 (before 31st December). 
Standard Fee: Rs. 30,000. Group (For 3 and above): Rs. 22,500. 
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Larry Williams Institute 3 
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Phone: 080-51509180 Mobile: 9342140022, 9342413046 
Fax: 51538842 


Email: contact@larrywilliamsinstitute.com web: www.larrywilliamsinstitute.com 
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Warning: This could also be the 
state of your heart. 


Presenting the Free Executive Health Booklet along with the Businessworld 
year-end issue. 

The economy is booming and you are keeping pace with it. But is this all taking a toll on your 

health? Find out how squeezed deadlines, eighteen-hour work days, working lunches and sedentary 

lifestyles actually impact your health and fitness. Know the illnesses that are waiting to strike 

you, their symptoms and how to avoid them. All this with our usual prescription of news and 

in-depth analysis in the year-end issue of Businessworld. Don't miss it for your health's sake. 


Read Business. 


o advertise in this issue, please contact: * Delhi: Anindo Banerjee- 9810514349 * Mumbai: Pawan Kunder- 9820749778 * Kolkata: Yuki Arora- 9831204309 
* Chennai: RV. Praveen- 9884014966 + Hyderabad: M. Suneel- 9848604358 * Bangalore: M. S. Vishnukanth- 9845201660 


. CASE STUDY 








Does the socio-economic 
mindset of the marketing 
manager drive the brand's 
image? Do trendy brands 
need trendy mindsets? 


MEERA SETH 





UBHASH Nayyar had never expected this. 
Farzana Mistry, marketing head of the Cuppa 
Café (CC) business, was suggesting that she 
would resign. Startled and confused, he told her 
to hang on while he sat in his huge room and 
thought. At 52, he had settled in a comfort zone 
with his ideas and ideology. But the CC business 
under Farzana Mistry had suddenly whipped up a whole new 
set of arguments which Minot's traditional tea and coffee 
business could never have. The CC chain of cafes were doing 
great under her, and he was not about to upset that. No doubt, 
last evenings meeting had challenged her ideologies, but Sub- 
hash didn't think he was going to replace her. 

Fourmonths ago, his marketing director, Arun Adlaka, had 
begun to shake this comfort zone a bit. “CC is yet ordinary. It 
has to now take off to the *wow' stage," he had said. "It looks 
different in every locality, but take Barista and McDonalds, 
which look the same everywhere. That sameness has a quality 
of reassurance. You need to work on the CC brand more 
closely. Right now it means many things in different areas... I 
cannot sell tea or coffee like that in a nation where the chai- 
wala also stands for something tangible!" 

Three years ago, Minot India had spotted opportunity in 
setting up coffee houses. It tied up with small Udipi-style cof- 
fee shops (only the one on Breach Candy was a shoe shop in 
the old avatar), and assisted them in decor and management. 
Thus, they now had 10 Cuppa Coffee cafes in Mumbai, each 
with a history of its own and, hence, each with varying expec- 
tations. But all that changed with the standardised new décor, 
management, processes, etc. 





All this thanks to Farzana. It was amazing for Minot that 
the business had gained acceptance in 14 months, for Minot 
had no experience in retailing. Nor did Farzana, who had slid 
into her new role from beverage sales management. Farzana 
rose up in life the hard way, went to B-school, and was a very 
keen peoples person. This is what qualified her for the job — 
her uncanny ability to connect with people and instantly 
knows their needs. Add to that the fact that she had been in the 
beverages business long enough and was great on insights 
and market pulse; she knew what sold and what did not. 

Yet her appearance belied her competence. Dressed in 
non-descript salwar kameez, slightly plump with a hard-core 
Mumbai accent, she laughed easily and a lot and usually en- 
gaged people with great ease. At work, she was very friendly, 
easy with the staff, slapped backs and urged performance. At 
home, she had a practising chartered accountant husband 
and two kids whose "Tuesday/Thursdays ice candy at Five 
Gardens’ and ‘Saturdays at Mc Donald's’ schedule was known 
to all at Minot. 

Minot' senior management found her honest, sincere 
and hard working, with no ulterior motives, smart with the 
market, high on morals and values — in short, a solid, de- 
pendable, on-the-go manager. Farzana derived a lot of her 
cueson coffee house marketing from her own needs, most be- 
ing functional and some rational. 

Farzana, a careful spender, sought value and saw her target 
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study 
_ audience in the same way: intelligent, value seekers who step 
_ in and out of cafes to refresh and chat. In her opinion, most 
_ people were hard-working souls who took occasional breaks; 
l “Yes, that's what Bombay is about,” she had said, and she was 
` the archetypal Bombay gal, not one of those who idled away 
_ timeat moms expense and indulged in tiramisu for no reason 
_ in the middle ofthe day. Nor was she a frump; she was a mix of 
_ the old and the new, and that was what made her so credible. 
-. For example, she loved cars and told her audience once with 
a uncanny frankness that the coolest thing about driving was 
having a Coke on the dashboard. 

KE Thus she picked up cues from the smart ones, loved these 
little acts of perceived style and applied the affordable formula 
E to look trendy. She was aware that her reality bordered on the 
- boring, so a Coke on the dashboard brought her cheer. 

|... The more he thought about it, the more it seemed to Sub- 
— hash that Farzana's success with the business lay in her ability 
* separate herself from it, see the business as a means of serv- 








ingneeds, no matter that those needs did not really exist in her 
- orbit. The franchises trusted her and felt comfortable raising 

issues with her. The overall tone and pace she seemed to have 
f set for the cafes did not make the man on a scooter feel alien- 
. ated; she had often pointed out that other coffee houses 

which the common man could afford to stop by for a refresh- 

ing breath appeared inhibiting, even overwhelming. He 
. would stand outside the glass walls but never manage to come 
_ in. So, the entry barriers at CC were low. 


ET, for all this, what Arun had seen was dishar- 
mony. “If one café differs from the other signifi- 
cantly, then there is no branding to bind the two,” 
he had said. “The cafes vacillate between mass im- 
age and premium image. In Dadar they are mass, in Breach 
Candy and at the malls they are premium, and the Café in 
_ Andheri swings between the two! | attribute these differences 
- to the fact that most of these were erstwhile small lunch 
homes and Udipis have a small exposure to retailing refresh- 
ments but are far removed from café habits. They are a mixed 
bag; therefore, you have to have a brand manager (BM) to pull 
| upthe dissonance and deliver uniformity." 
Ë Arun felt Minot needed to groomiitselfin modern services, 
i _ asit was distanced through its main commodity business. Yes, 
.. Minot did brand its tea and coffee, but retailing was different. 
— "Mytakeis," he said, "it's time for us to hire a BM who can give 
— CCthe necessary facelift: emotionally, rationally and func- 
_ tionally. Right now we are all over the place. Besides, we have 
only Barista and Coffee Day to go by. There is some Starbucks 
experience to study too, but then, this is India. The Starbucks 
. model may not be right for our mixed bag of cultures and 
SECs. For example, do we even know if our cafes should be 
: premium only in demeanour, or can they have a mix depend- 
_ ing on locality? And if so, how do we do this without eroding 
brand equity? We must encourage Farzana to hire a BM." 
—. Arun, in fact, had another subtle doubt. A doubt he was 
HE unable to vocalise sensibly. He told Subhash: "Without any of- 
_ fence to Farzana, we need a young street runner kind of BM, 
- someone more with the young segment who understands 
__ bars and cafes and recreation habits from their youthful per- 
. spective. Face it, we appreciate youth but we are unable to 


A 





forecast its drives. It's a fact, Subhash, that ‘our perspective is 
limited by our core business. We need a BM to drive the image 
to an extent, a BM who is young and ‘with it^" Farzana was de- E 
lighted. Of course, she said. CC was old enough to have a BM. 

And that was how Tanya Vazir was hired. Tanya, a 28-year 
old account planner, understood value as much as the pre- 
mium end of the market. She was very friendly, she had seen 
coffee houses globally, knew her brew, was a caffeine addict 
(black, no sugar), wore business suits with natural make-up 
and was dating her ex-creative director —a fact she expressed 
candidly. In her 'get to know me' chat with the CEO and 
Farzana, she mentioned her fitness regime which included an 
hour at the gym 'to burn the calories gained on lager. A very 
matter-of-fact lady, she had a distinct way with words. Her 
English was some odd accent, not easy to place, and had oo- 
dles of confidence — an attribute Farzana felt Minot 
needed urgently for the café business. 

In the course of their chats, Farzana learnt 
that Tanya was brought up in a middle- 
class convent, grew up with a single 
mom and a brother who joined the 
army later. Their aunt in the US had 
paid for their education while 
mom went back to nursing col- 
lege. Both aunt and mom in- 
stilled in her confidence and 
self esteem. Her mother was a 
nurse in Dubai and Tanya 
lived with and looked after 
her brother, who had been in- 
capacitated in a war. 

Farzana looked at Tanya, 
this confident, business-suit 
wearing, lager drinking 28-year 
old. Only eight years her junior. ^w 
She party-hopped on weekends, “jaa 
was seen on Page 3 thanks entirely NER š 
to her savvy boyfriend, and was bet- 
ter known for her work with street chil- 
dren. Tanya, with this incomprehensible 
mix, waved away her Page 3 appearances 
with: "It's a great opportunity to see the other 
side of India. I have only used it as a wand to change 
the make-up of my brand management!" 

Within the first few weeks as Tanya was finding her feet, a 
promo that Farzana was proposing ran into trouble with the 
franchisees. Farzana had proposed that a'chess game' contest 
be launched at outlets to increase consumer engagement and 
enhance positioning of an 'open, intelligent and fun' image of 
CC. But franchisees sawit as a waste of time. The tables would 
be covered for too long and only a coffee would sell per person 
in two hours of table cover—40 minutes gone and all they give 
the winner is a 20 per cent off on chocolate cake, and that 
means no margin there as well. 

Tanya was silent through the interactions, watching and A 
assimilating as Farzana explained painstakingly: “Look at 
Barista, since that's where you want to get! They have Sudoko 
challenges that help attract 18-25, college goers with high dis- 
posable incomes. The younger the crowd, the more the buzz, 
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the higher the sale of snacks, and older people will be magne- 
tised as well. Isn't that what we need to do with this chess 
promo?” But the franchisees didn't see that, arguing it was too 
much time investment and low sales. 

Tanya was startled. If Farzana was so democratic, the 
promo was never going to take off, she knew. Sixteen months 
into the business and the franchisees were non-starters. Yes, 
she realised that they were ex-small restaurant owners... they 
never had to promote their business in the past. People just 
came, ate, burped and left. To have promos to sell just coffee 
was not making sense to them. “What has been done so far to 
upgrade their business sense, their market sense and their feel 
fortarget audiences?' she wondered. 

Three weeks later, the CEO called Tanya to assess her feel- 
ings on the brand and to allow for brand management to work 
independently. “I have to be candid and please do not 
take offence,” said Tanya. “One, I do not get any 
sense of brand ownership by the franchisees. 
‘Two, our own vision for the brand is low. I 
didn't think we wanted to be like 
Barista! I came with the vision that 

CC had to bea class by itself! 
Farzana smiled and said: "I 
agree Tanya, but they are small 
businessmen and it will take 
them time to assimilate all 
this. Their heritage does not 
let them dream big or aspire 
for the higher; hence, they 
are tight-fisted and laid 
back." Tanya swung around 
to face the CEO: “In this busi- 
ness, there is no time for 
mercy or teaching. Others are 
swinging and we are still cajol- 
ing and pleading. This does not 
make sense. Lets admit we 
picked up franchisees who were 
convenient for business but inconve- 
nient for strategy. And anyway, 'small 
beginnings' is no excuse. Shedding an old 
mindset is not impossible! This is a business 
where you spend recklessly to achieve the opti- 
mum result. This is not a food and drinks business, but an 
indulgence business. The stakes are different and so are the 
ploys. The franchisee has to promote indulgence. Indulgence 
is the consumer trigger! How can you sell indulgence to a con- 

sumer if you don't believe in it yourself? 

"This business is not about sales and top line. This busi- 
ness is first about building a name and a desire in the con- 
sumer's head. He must see your neon lights and walk in as if 
mesmerised. He does not have to want a coffee at that point, 
you see? A coffee shop is not there to serve a need, dammit, it is 
there to create a desire! You beckon, you attract, and the con- 

4 sumer should walk in and throw himself at your feet.” 

; Farzana cleared her throat and said "Tanya, that will take 
time..." but before she could say more, Tanya slapped the 
table and said: "The market does not wait! The youth do not 
wait! You are thinking of a business that caters to pontification 











and planning. Coffee shops are impulse, darling! It's for adven- ` 
ture, reckless indulgence! That's why we throw in a Black For- 4 
est and not bean sprouts! Cuppa Café has to celebrate coffee - 
drinking like a ritual!" c 

Farzana was nowa tad bit annoyed. Shaking her head, she. 
said: "Let's get this right, Tanya. Cuppa Café is a stop between ` 
shopping, walking, working, eating, living. It is that!” The CEO ` 
began to say something, but Arun gestured for him to listen to. 
theirarguments. Presently, Tanya said: "Tell me Farzana, when į 
you were in college and got bored, what did you do?” Farzana 
smiled easily and said: “Oh I read a bookor went for a walk...” 4 









HERE you are!” said Tanya dramatically. *Wh 
day's young get bored, they do neither. They pl. 
video games like Counter Strike or go mall hopping, 
eat, or browse like wild on the Net. Or they stand to- 
gether and stare at life because life is unfolding slower th ' 
their mind imagines! Today's young are far too different - 
Farzana. Those who don't understand their drives fall by the | 
wayside. The cafes you have in mind are for the tired in body, | 
whereas these young are tired in the mind, tired of the pace!” 4 
"Isn't that a very restricted view of the business?" asked ` 
Farzana. “Yes, the young have money and time and want ` 
some fun, but that is not the only segment we are catering to." a 
Tanya felt they were getting lost in the debate. Promos had ` 
their place in the marketing arsenal, but not before puttingin ` 
place a strategy, she felt. The debate carried on: 
Tanya: I'd rather make the place fun with 
sudoko sheets anyway. 
Farzana: That costs money and I can't see that the franchises 
will pay for it. 
Tanya: Then we must take a price increase on the coffee. For 
the young, fun is drinking a latte and eating a Black Forest, 
strumming an odd guitar. 
Farzana: A collegian will spend Rs 40 on a coffee and Rs 35 on 
a piece of cake for a little pointless fun? 
Tanya: But shouldn't fun be pointless? You may think its 
pointless, but for him to sit there with his gal and sip coffee, ` 
talking about music albums, is heaven! Besides, most people © 1 
go to coffee bars to be around cool people. The fact thatsome _ 
of that ‘cool’ is rubbing offis a big high at any age, not justat20! — 
It gives them a sense of achievement through association. 
Farzana: But the Rs 40 is not making any sense. The fran- 
chisees will not be convinced. 3 
Tanya: Farzana, you have to be convinced before you can con- 4 
| 
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vince others. Just go beyond the price to what the productis. - 
Cuppa Coffee is more than coffee at Rs 40. It's not at all about — 
the price line; that's the point you miss. It's about an image of 
fun. Coffee bars are great cults. Starbucks have their own mu- ` 
sic label and they play their music again and again; and con- 
sumers buy it because they buy into the piece of information | 
that says music is cool! The coffee is the smallest part of anex- a 
perience called Starbucks. It is the experience of bonding, of : 
coolness, of indulgence, of luxury, even defiance. Now, whatif ` 
we create a Cuppa Coffee band and enroll cool youngsters t I 
cut music, which we will play again and again at all our sd 
Farzana: Tanya, you are already packaging the brand without - 
developing it... we are only 16 months old. 

Tanya: And I am saying we are sixteen months old and we have 
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not yet got an image! OK, let us look at what a coffee bar does 
for the consumer. It is association with cool, bonding with 
peers, a place to sit, relax, indulge — as Starbucks put it, the 
third place outside of home and office. It is, in short, one of the 
forms of new luxury... paying a super premium for a conven- 
tional commodity, for the experience factor. People are willing 
to pay this amount for the Cuppa Coffee experience. And that 
Ë is why Starbucks costs $4! And that is why I would pay more to 
^ shop from a Target vs a Wal-Mart. That is why a Coke tastes 
. betterat Rs30 from PVR. Farzana, thisisthe newlifestyle anda 
- price increase is not a sin! 
_ “Neither am I positioning CC for only the young. I may be 
- 25andI may love rock, but that does not mean that whenever 
I stop for a coffee I want to be reminded that the marketer 
knows Iam 25 and love rock! There is alot more to me than be- 
ing 25 and a rock fan. I have my needs for quiet moments 
where I like to see my coffee, hear the sugar cube drop in and 
lookatspaces around me that are tidy and orderly. I don't want 
to walk into a place that is overcrowded — and don't expect me 
. to like it because I am 25!I don't want to walk into a restaurant 
- where chairs are overflowing with jackets and shopping bags 
. and people shouting... why do marketers think that, at 25, I 
-haveno bone that wants elegance and quiet? 
Farzana: Then you should go to a 5-star hotel and use their 
.. coffee shop, maybe? 
.. Tanya: Now you are making music! Very good. But at 25 I also 


e 











do not want to pay Rs 275 for a cup of coffee and sit in an envi- 
ronment that is dreary and reminds you of silent zones. I am 
talking of a coffee shop that has the serenity of a 5-star 
coffee shop with the price levels ofa Barista with a plus for the 
difference they make! 

Subhash could see that both women came from com- 
pletely different worlds. The worlds had similar objects, but 
both envisioned and experienced them differently. In the 
world of Farzana, for instance, objects were used only if they 
hada context in one's life. In the world of Tanya, all objects had 
to be experienced, known and felt — then choices were made. 
Farzana chose based on perceived knowledge, while Tanya 
made choices based on experiential knowledge. Why, even the 
process of converting data into information depended on as- 
sumption and secondary knowledge in one and primary 
knowledge in the other. 

When the two ladies left the room, Arun sighed. The CEO 
looked at him from under his eyes and said: "I don't know 
about you, but I think I just got a whiff of a segment I didn't 
know existed!" And Arun said: "Today we are talking position- 
ing, competition, etc. CC needs a different mover and shaker... 
and that person cannot be Farzana. She has to go not because 
she is ineffective or incompetent; she has to go because the 
brand just changed!" 


UBHASH was quick to thunder, "No! We are going to 

see more of these times. They have to learn to coexist; 

it's their lot. For example, take Lifebuoy. It is a lovely 

brand, plain speaking. It does not promise more than 
it can deliver and has a nice homely jingle. Farzana would do 
wonders with that brand — imagine the kind of solid values 
she would infuse the brand with like honesty, integrity and re- 
sponsibility. Give that to Tanya and she will drive all the in- 
tegrity out from it. She will try to create a lifestyle brand out of 
Lifebuoy. She may create an extension called Lifebuoy Luxury 
and give it an image like Lux! Equally, a brand like Louis Vitton 
will be wrecked in the hands of Farzana, as long as she does 
notlearn to walk the world of luxury brands. But the point is, a 
Lifebuoy will coexist with a Louis Vitton, and so will Farzana 
and Tanya. Both skills are very critical, but the question re- 
mains: how can both find common ground?" 

But Arun was worried: ^Will the two of them work well to- 
gether? Imagine, you and I are eight years apart in age and so 
are they... so why do their differences rankle?" Subhash 
grinned and said: “Because you and I both belong to a world 
where our socio-economic mindsets are not in conflict. Both 
of us come from a period of scarcity to one of inadequacy, 
that's the only difference we have known. But between 
Farzana and Tanya, even eight years is heaven and earth. Let's 
say its the difference between caution and economic freedom 
that's really the genesis. The whole mindset is different Arun... 

"The young live the present moment more fully, without 
anxiety for the future. For them, the future depends on experi- 
encing the present completely. Therefore, Tanya's lot know 
their kind. She is comfortable dealing with them; she knows 
them as people. Therefore, she knows how to target them. 
Farzana' lot does not know them, or perhaps she thinks she 
knows them. It's secondary data. Brand management is 99 per 
centwhatyou are and 1 per cent ofsecondary data, no?” W 
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Heady 
brew 


The author (ex global brand manager, 
Barista Coffee) is a brand alliance man- 
ager, Brandspace, UK. Currently, she rep- 
resents Europe's largest malls and spear- 
heads experiential marketing-cum- 
sponsorship around retail formats. 


HIS time of the year, that jolly 
Rubenesque white bearded 
man from the North Pole be- 
comes the envy of brand man- 
agers everywhere. His brand attributes 
are lucid and desirable to virtually 
everyone. Ask a bunch of people to de- 
scribe Santa's traits and most will say: 
generous, hardworking, collaborative, 
giving, fair. If Cuppa Café (CC) manages 
to yield that kind of consistent response 
amongst its Arabica lovers, then the 
storm in the cup would happily subside. 
Problem one: CC desperately needs 
brand recognition, emotional connect 
and steadfast consistency. Unlike Santa, 
who barely gets two months to work his 
magic, they've had sixteen — it is time 
that they were registered in consumer's 
selective memory. So, borrow tips from 
the man in the red suit. Stand out. Be 
consistent. Create emotional belong- 
ing. Remain visible to target audience. 
And dont forget to surround yourself 
with brand evangelists who can carry 
your message for you. 
Ofcourse, this part is easy to identify, 
tougher to implement and impossible 





to get bang on. With two smart ladies 
pushing for success, it better be a 
doppio (double espresso shot)! 

You've everything going for a good 
cuppa coffee these days. Many favour it 
over good old tea. Why? Because coffee 
drinkers are perceived as 'effortlessly 
cool, perhaps professional, but cer- 
tainly sophisticated' Precious insights! 
Explains why chic cafes, accessorised 
by Wi-Fi and music lounges, serving 
frappes and espressos, are fast replacing 
malls as the hottest youth hubs. Trust 
me, even before Barista made its grand 
debut, the coffee shop phenomenon 
had gotten so big in the West that several 
universities were offering classes in ‘cof- 
fee shop sociology. These branded 
chains, wrapped in their own enticing 
positioning, lure trademark loyalists. So 
don't you be surprised if you stumble 
across an Oxfam café (the proposed 
name is Progreso, and it will sell 'fair 
trade' biscuits too) on a busy high street 
in a couple of months. After all, the He- 
brew word 'nes' (in Nescafe) means a 
miracle and these mushrooming coffee 
joints are nothing short of one! 

Problem two: Farzana and Tanya are 
poles apart culturally and otherwise, 
but guess what: it takes two to tango. 
Good brand management rarely results 
inamismatch between brand challenge 
and managerial temperament, but 
who’ to say that two diverse managerial 
styles or polar personalities cannot 
champion a brand to success? 

Aslongas the brand's ownership lies 
with the consumer, does it matter who 
manages the baggage? (Think of suc- 
cessful campaigns like My Apple, Your 
Marks & Spencer, Hamara Bajaj). 
Should it count if ladies in question hail 
from different socio-economic mind- 
sets? Why doesn't the same brand target 
two or more sundry consumers (say, 
prestige buyers and value seekers)? Can 
positioning not hold true for both? Does 
menu re-engineering not resolve this 
by tweaking prices in the ‘value’ range 
to reduce entry barriers, while ‘pre- 
mium pricing others for the indulgence 
segment and upgrading the loyalist? 

Maybe it does boil down to detach- 
ing ones pre-existing biases, to live the 
brand from a distance and decipher its 
consumers. Maybe not. Maybe, both 
teammates can merrily co-exist in their 
present avatars to claim their own 
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‘spots’ on the menu, demographics or 
consumer psyche. 

Tanya seems more in tune with the 
upwardly mobile. She knows consumer- 
speak, this generation's unique speech 
patterns, acronyms and emoticons. She ` 
figures that coffee shops are like blogs 
on the web, ‘chill-out’ zones where 
young people go to bare their souls, vent 
and gossip. No surprises then, that off- 
line coffee culture is ‘buzzingly’ popular 
as people like listening to music, playing 
some, meeting friends and sipping cap- 
puccino — in short, multitasking. She 
understands how a collegian consumer | 
spends Rs 40 on a latte without wincing ` ] 
and how credit cards have triggered 
more plastic surgery among the bur- 
geoning middle class. 

The youth has been aptly named 
the ‘iPod generation’ (insecure, pres- | 
sured, over taxed, debt-ridden). Her 
skills can decode pointless fun' and po- 
sition Cuppa Café as a place to relax | 
away from personal computers where 
workaholic youngsters are spurning 
anti-social angst for a culture of ‘con- 
nected cocooning. 

Street-smart and franchisee- 
friendly Farzana knows it pays to be 
clued in. She also knows that their posi- 
tioning must entice both current and 
next generation consumers who (lest 
we forget) have little disposable in- 
come (yet all their income is dispos- 
able). Yes, the duo have lethal poten- 
tial as a team, given that they bring 
individual skills and insights which help 
attract two very important segments. 

The most striking thing about 
Barista wasn't team diversity but work- 
place ‘lingo’. Contrary to brand-market- 
ing warfare (target consumers, position 
campaigns, launch products), the talk 
was of tasting beans, cream and cakes. 
There are factors beyond marketing- 
speak, mindsets and economic analy- 
sis to consider for coherent brand 
management. Brand identities are 
made as much by trivial impromptu 
managerial acts as by grand designs 
precisely executed. Managerial tem- 
perament is felt in those small, almost 
innocuous decisions. This explains why 


| some brands flourish in the care 


of one custodian yet wither in another's 
hands. So before considering fran- 
chisees, off-takes and sales, give some 
thought to its soul! a 
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The author is business manager (enter- 
tainment business unit), multimedia 
business group, Nokia India. 


UBHASH Nayyar is truly set- 
tled in a comfort zone. So 
much so that he's been ne- 
i glecting what a leader must 
-do first and foremost: lead in thought 
andaction. 

Cuppa may have no retailing experi- 
ence but they've had amazing luck over 
the past 14-16 months. But where has 
Subhash’s thought leadership been? 
What is, for example, Cuppas overall 
vision? And where are all the other 
pieces — the SWOT analysis, the indus- 
try understanding, competitive re- 
sponse modelling, etc.? ; 

It doesn't look like Subhash has 
charged his senior management with 
developing these either. So no- 
body's had a chance to get ready 
for the business — not even by 
getting normal inputs, like having 
training. For two years, they've 
been groping along. 

Poor Farzana. She's a savvy, 
people-friendly person, but with- 
out a full strategic view of the busi- 
ness or an opportunity to develop 
real vision, she's bogged down. She 
has to operate without a clear roadmap 


š ` (probably just basic operating guide- 


lines) while managing her franchisees 





and internal constituents on her own 
enthusiasm. She is probably delivering 
30 or even 50 per cent better results than 
a lesser manager because she believes 
in doing everything herself, possibly 
inspired by the great Henry Ford who 
said: “Chop your own wood, and it will 
warm you twice." 

But it's not working any more. Her 
limitation is her lack of strategic vision 
and the huge operating stretch on her. 
Perhaps she hired Tanya because she 
was dazzled by her cool confidence 
and youth... but strangely, she sought 
no prior experience in managing a 
retail chain brand in her candidate! 
Also, (this is a bit unfair for Tanya) how 
can a relatively inexperienced, junior 
manager fix a problem that senior man- 
agement have themselves not under- 
stood yet? Not strangely, Tanya has 
turned on Farzana. 

Brash, young Tanya is out to change 
the world. From agency-end client strat- 
egy presentations, she has been thrust 
into real life. She doesn't see any wrong 
in strongly voicing her opinions with 
practically no data, insights or evidence 
to back her. Has she considered the 
range of available alternatives, possible 
outcomes or even how her own table- 
thumping style could do herself in? 

So, that is the cast of characters. 
Now, what can Cuppa do? Many, many 
things actually. 

First, senior management must ar- 
ticulate the vision, business plan, med- 
ium and the long-term strategy. Call 
them what you may, but these are the 
pegs that help all involved understand 
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what Cuppa is trying to do. This can be 
done over a few offsite sessions moder- 
ated by a good external consultant. As 
Henry Ford once said: "Thinking is the 
hardest work... which is the probable 
reason why so few engage in it." 

Cuppa senior management can 
(and ideally should) get their fran- 
chisees and customers to participate in 
co-creating the proposition, consumer 
experience, and so on. After all, these 
are experienced folks who know con- 
sumers intimately. 

Cuppa's management team should 
obtain training and inputs to establish 
and develop critical competencies/ 
skills in retail, franchisee management, 
process setup, etc. Also, behavioural 
training would get people out of their 
comfort zones. 

Cuppa needs external help. Get 
creative expertise in to revamp and 
relaunch; get things moving at top 
speed. Involve consultants, creative 
agencies, architects, ergonomists. It's 
exhilarating stuff, and would help folks 
in Cuppa break out of their shackles of 
limited thinking. 

Now for the differences between 
Farzana and Tanya. Both are groping 
with inadequate knowledge. Farzana's 
trying to run with it (by trying her pro- 
motion), whereas she needs to get to 
the root of the problem and develop a 
clear brand strategy and a consistent 
marketing plan. Tanya's approach is to 
challenge status quo — but in the 
process she's overlaying a whole lot of 
her own assumptions. 

Neither seems to value respect. 
Farzana does not understand what help 
Tanya needs in her early days, and 
Tanya is blindly questioning Farzana's 
assumptions and operating paradigm. 

These differences could be the result 
of the SEC and age mismatches be- 
tween the two, but it would be a 
generalisation to assume that 
these would always result in such. 
Farzana should take the lead now 
— what she can do is change her 
own approach to become more 
strategic and open to learning 
(rather than always 'doing). 
Farzana would do well to get a 
mentor, perhaps Subhash, to help 
with her personal development as well 
as business/brand plan development. 
Cuppa still can achieve great heights! Bi 
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is | — BW Events 
Five days. Over 1,500 delegates. More than 40 conference 


sessions. Add to that a Jobsmart, an IT Edufair and an 
exhibition, and you get an idea of what the fourth edition 





























ERE is an unmistakable buzz in 
olkata this winter. New cars whizz by 
and under freshly constructed fly- 
; spanking new malls open doors 
'wallet-happy consumers, and some- 
where in the suburbs, yet another soft- 
park is admitting new occupants. 
Many ofthe names are familiar in most 
parts of the country — Wipro, Genpact, 
Cognizant, ICICI OneSource and TCS. 
Soon, they will become household 
names in Kolkata as well. Top-notch IT 
jobs have finally arrived in the country's 
Idest metropolis. And it is a fitting 

inue for the country's biggest IT expo- 
sition — Infocom, hosted by Business- 
world and India's IT services industry 
presentative, Nasscom. 
_ What started as a forum to address 
Kolkata’s own viability as an IT destina- 

four years ago has turned into an 
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event which could set the pace for the 
way IT develops in the country over the 
next decade. The five-day Infocom 
2005, which concluded on 11 Decem- 
ber, has given industry players, facilita- 
tors, and the government something to 
think about — taking IT to the masses. 
The theme for this year, ‘IT everyday, for 
everyone’, is something Nasscom and 
leading players like TCS, infosys and 
Wipro been talking about for years. The 
five-day conference-cum-exhibition saw 
academia exchanging ideas with indus- 
try and industry, in turn, picking debates 
with government on how best to har- 
ness India’s IT talent. 

The conference was a top draw for 
local entrepreneurs, indian IT veterans 
and some multinational players. But 
most interesting was the large contin- 
gent of student delegates who dotted 
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the venue. Across more than 40 confer- 

ence sessions spread over the three 

days, which saw some 1,500 delegates 
trooping in, speakers found themselves 
answering some seemingly innocuous 4 
questions from students. West Bengal 

chief minister Buddhadeb Bhattacharya 
himself had to come up with a convinc- 
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ing response when a student from a re- 
gional engineering college quizzed him 
on the contentious trade union issue in 
IT. Bhattacharya's answer was em- 
phatic: ^We just cannot allow any dislo- 
cation or disruption of work in the IT 
sector." It could be the most essential 
Step towards taking unhindered, IT-led 
progress in the state to the masses. He 
certainly had some pointers from Nass- 
com chief Kiran Karnik, who suggested 
that West Bengal replicate the IT resur- 
gence in Kolkata in smaller towns like 
Asansol and Siliguri. 

There was a reason behind the 
huge student contingent at the confer- 
ence this year. For the first time, the 
academia from the region’s premier in- 
stitutions — IIM Calcutta, XLRI 
Jamshedpur and ISI — were some of 
the panel speaker at the conference. In- 
dustry players feel that the academia 
could play a big role through research 
and insights on how IT can be drilled 
right down the social chain. 

Infocom 2005 also served as a fo- 
rum for IT ministers from 11 neighbour- 
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ing states to come together at a round 
table and kick off discussions on a pos- 
sible joint strategy of eastern and north- 
eastern states to attract IT investments. 
At the session, West Bengal IT minister 
Manabendra Mukherjee underscored 
that IT would succeed only if it perco- 
lated down to the common man and 
governments would have to re-align po- 
litical, ideological and social attitudes to 
take initiatives like e-governance to the 
man on the street. 

Some companies are already using 
technology to penetrate deeper into the 
country. Banking and financial services 
giant ICICI Bank is developing a cash 
dispensing machine for the rural market 
that will cost less than Rs 1 lakh. Chip- 
maker Intel is investing in training 
courses for teachers in villages to widen 
the usage of computers. In addition, it is 
developing a community PC platform 
which will be launched in rural and 
semi-urban regions. The State Bank of 
India has networked all its 13,000 
branches across the country to facilitate 
better service to remote areas. Satyam 


gratulatory, quite a few had to do with 
promises that have fallen through. 

To a query on whether the state was 
working on ensuring the protection of 
data and intellectual property, Bhat- 
tacharya answered that he would talk 
about it to the Centre — not really the 
assurance the industry was looking for. 
The chief minister managed to douse a 
controversy when a participant from 
Germany said that the Indian mission 
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Computer Services is creating out- 
sourcing jobs in some rural parts of 
Andhra Pradesh through a cooperative. 
While ideas and plans found expres- 
sion at the conference held at the Hyatt 
Regency, Infocom 2005 also provided a 
parallel forum for jobs and education 
counselling at the exhibition held at the 
nearby Salt Lake Stadium. There was a 
Jobsmart and an Edufair in addition to 
an exhibition of leading IT and ITES 
companies. The Edufair made its debut 
this year at Infocom and enabled stu- 
dents to parley with academics from in- 
stitutions like IIT Kharagpur, Wigan & 
Leigh, ICFAI and BITM. The Jobsmart 
was open on the two concluding days. 
The estimated footfalls for the entire ex- 
hibition-cum-job fair-cum-education fair 
over the five days was close to 1,50,000. 
Kolkata’s biggest winter trade jam- 
boree wouldn't be complete without 
some chill-out time. The Royal Calcutta 
Golf Course played host to a CXO golf 
tournament on Day One and singer Ku- 
nal Ganjawala rocked the delegates on 
Day Two atthe conference venue. W 


there had discouraged him from in- 
vesting in Kolkata. Bhattacharya par- 
ried the thrust by saying that such per- 
ceptions were a matter of the past. 

All said, Bhattacharya's commit- 
mentto IT was evident. He spoke about 
earmarking more land for the industry 
and providing schools, housing and 
hospitals for its employees. The noises 
made were soothing. What was miss- 
ing was a commitment to action. & 





The role of the CIO: From 
servers to boardrooms 


HESE days, when IT service companies negotiate con- 
tracts with clients, it is not unusual to find the toughest 
questions coming from the chief information officer (CIO). 
That's because, over the last decade, as IT has morphed 
into a critical business enabler, the role of the CIO has un- 
dergone dramatic changes. Indian companies are waking 
up to these changes as well. And this, in turn, means a 
whole new set of challenges for the new Indian CIO. 

Changing global market dynamics now demand that 
technology takes centre-stage as an enabler for achiev- 
ing higher efficiencies. As Indian businesses grow and 
become more global, issues like security and cost would 
increasingly fall under the purview of the CIO. Emerging 
factors like growing mobile workforces mean that CIOs 
now need to find ways of using new technologies like mo- 
bile email to keep productivity at the desired level, said 
Chakrapani G.K., country general manager, Nokia Enter- 
prise Solutions. 

"The CIO is no longer just a technology specialist. To- 
day, he has to be strong on technology as well as be busi- 
ness savvy,” said Alok Bharadwaj, vice-president of 
Canon India. Speaking on Day One of Infocom 2005 on 
the challenges for Indian ClOs, he said that with compa- 
nies gaining scale across sectors, the strategic complexity 
of the CIO's job would also increase. “The CIO now has a 
critical role to play in the boardroom,” he said. 

In addition to broader responsibilities, CIOs also have 
to contend with the fact that information itself is growing 
at a break-neck speed. Manoj Chugh, president (India 
and Saarc) of EMC, cited the simple case of the volume 
of emails generated every year. "Information, in the form 
of email and other data, is growing at the rate of 70-100 
per cent every year. By contrast, IT budgets are growing 
only at the rate of 15-20 per cent. CIOs will need to 
find cost-effective ways to protect, store and access 
information," he said. 
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The biotech challenge: 
Monetising molecules 


HE Indian biotech industry has targeted $5 billion in 
revenues by 2010, a five-fold jump from the current 
$1 billion that the 280-odd companies in the industry 
logged last year. Today, there are more biotech prod- 
ucts patented in India than IT products. 

But even as the Centre and the state governments 
keep extending incentives to biotech firms, the indus- 
try itself is beleaguered with several issues that must 4 
be resolved before that mark can be reached. The is- 
sues include low venture capital interest, infrastruc- 
ture woes, high R&D costs, low supply of specialised 
manpower, and the low rate of commercialisation of 
academic research. 

“The problem which most companies run into to- 
day is how does one monetise the molecules?” said 
D.N. Mukerjea, deputy editor of Businessworld, at the 
biotech session on Day Two. 

Professor Samir K. Brahmachari, director, Institute 
of Genomics and Integrative Biology (IGIB), said that 
the problem with Indian biotech was that “we are 
happy to do service rather than think, and happy to 
pick up quarters rather than go after the $1-billion op- 
portunity (in blockbuster drugs).” 

Brahmachari said that the transition from reverse 
engineering to innovation could be done, among 
other means, by leveraging Indian IT for global drug 
development. IGIB itself has collaborated with Tata 
Consultancy Services to develop Biosuite, a cost-ef- 
fective bioinformatics software. 

Also needed were more partnerships between the 
industry and academia in funding research and devis- 
ing better go-to-market strategies. He gave the exam- 
ple of how one such partnership helped in discover- 
ing of anew tuberculosis drug that reduces treatment 
duration from 6 months to 2. It was the result of an ef- 
fort involving 12 institutions and a company. 
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VLSI: A technology at the 
heart of everyday life 


LSI, or very large scale integration, is the technology of 
placing hundreds of thousands of electronic components 
on asingle chip. It is what determines how much informa- 
tion a chip can contain. One of the panels on Day Two 
dwelt on how this technology affects everyday life. 

As Vish Vishwanathan, chief technologist (application- 
specific integrated circuit) at Texas Instruments, put it, 
these are chips that are critical for consumer satisfaction. 
“How good would it be if we had to charge our cell phones 
just once a week?” he asked. 

To A.G. Karunakaran, president and co-founder of 
GDA Technologies, VLSI meant programmable logic 
which gave consumers the flexibility to do their own thing. 
“Thanks to VLSI, tomorrow we may get a new delivery 
system that can release insulin inside the body,” he said. 

But that comes later. Will India succeed on the scale of 
Taiwan, Singapore and China? The panel, including chair 
Amit Patra, professor in charge of the advanced VLSI de- 
sign laboratory at IIT Kharagpur, felt it was just a matter of 
time. But there was a caveat — first get more electronics 
and software engineers. Success will follow. | 








Next step in e-governance: 
Public-private partnerships 


GOVERNANCE has taken the first few steps in India. Some 
T'friendly states like Karnataka and Andhra Pradesh and 
even late-starters like Arunachal Pradesh and Orissa have 
been partly successful in taking IT to the masses. They 
have put government documents and forms on an online 
channel, digitised land records, and provided the infra- 
structure for offering tele-medicine and online education. 
Buttrue e-governance can only be achieved through 
public-private partnership. That was the theme of the pre- 
sentation by K.V. Kamath, CEO of ICICI Bank, on Day 
Three. Reiterating ICICI's belief and commitment to e-gov- 
ernance, Kamath revealed that his bank was in the 
process of locally designing and developing an auto- 
mated teller machine (ATM) that would cost less than Rs 1 
lakh. (ATMs cost about Rs 6 lakh at present.) On taking e- 
governance to every single district and village, he said: "It 
is not a question of if, but when — and that's not far away." 
In another project, ICICI Bank devised an online bank- 
ing solution for the Union health ministry when it needed 
to transfer funds to the state and district levels for salary 
payments and disbursements to voluntary societies. 
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Thank you 


for making the biggest event in IT, Infocom 2005 such a grand success. 





Conference & Exhibition 
Businessworkd 
December 7-11, 2005 * Calcutta * India 





140 exhibitors. 54 sponsors. Over 1,600 delegates and 1,00,000 visitors. Not to mention, 
the who's who of IT sharing their ideas and vision with each other. Infocom 2005, 
the biggest IT event in the country, was a success like no other. And you made it possible 
with your active support and participation. À big thank you for making it happen. 
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The pioneering, definitive report on 
the Indian Biotech Industry is here. 





Businessworld presents the first in its series of industry reports - 'Businessworld India Biotechnology Report - Laying 
the foundation’ - offering a 360-degree perspective and in-depth analysis of the Indian Biotech Industry. A must-buy 
for Biotech and Biotech-related companies, consultants, venture capitalists, research agencies and academic institutions. 





Contents include: 

* — Industry trends, global benchmarks and the way forward 

* Business models of leading Indian Biotech companies 

* Funding Biotech: Financial mechanisms and projects flagged 
° Opportunities in genomics, drug discovery and outsourcing 
*  Biogenerics - Issues, the Indian view and hurdles for Indian industry 
Industry speak: Articles by industry leaders..and much more! 
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You can order your 'Businessworld india Biotechnology Report - Laying the foundation" by filling this form: 

Warne: Mr/Ms__ sone = Address: 

te since RAR NES pe Sr State: Pin (essential): Tel: 

Please tick the desired option: [7] | copy for Rs. 850/- [ | 5 copies for Rs. 4200/- . 
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Mail this coupon along with Cheque/DD to: Subscriptions, c/o Businesswortd, Express Building. 9-10 Bahadur Shah Zafar Marg, New Delhi. 110002. 

: I o CONTACT; Ashish Das Gupta. Tel: 033-22600745. 261205 
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the advent of technology and the oniy of foreign 

ks, the banking scenario in India has undergone a 

nge. This is reflected in the development of the 

ng sector down South. A significant number of 

— 22 scheduled commercial banks (7 

tionalized, 3 associate banks of SBI and 12 private 

sector) — are headquartered in the southern part of the 

untry. The South is today the backbone of Indian 
ince and Chennai is its financial capital. 


ndhra Bank - First in service, 
est in banking 


E Dr. Bhogaraju Pattabhi Sitramayya, an ardent 
freedom fighter, a great intellectual and a multifaceted 
nius, established Andhra Bank. An offshoot of the 
ational movement, Andhra Bank was registered on 20 
rember 1923 and commenced business on 28 
ember 1923 at Machilipatnam — a port town in coastal 
dhra. As on 31 July 2005, the bank is rendering services 
rough 1,697 business delivery channels consisting of 
6 branches, 344 ATMs and 38 satellite branches spread 
states and 2 union territories. 

vs of Andhra Bank on the following topics: 

- Technologies: We consider technology as a boon to 
e banking sector. All our branches have been 
omputerised. The bank has introduced Cluster-Based 
Core Banking Solution, 
which has facilitated the 
.use of “any branch 
banking (ABB)". Real Time 
Gross Settlement (RTGS) 
Facility has also been 
introduced in 504 
branches. 

Mergers & Acquisi- 
tions: Banks sees mergers 
and acquisitions as a 
. means of achieving 
inorganic growth in size 
and attaining economies 
of scale and scope. In the 
C Ramakrishnan case of our bank, we are 
"MD, Andhra Bank happy with organic 
wth, but our antenna is high. As and when we identify 

propriate target, we will go for it. But it must add 
to the bank's bottomline. The only consideration 
be the value proposition — from the angle of the 
and its customers. 
pansion Plans: We are, in fact, planning to go global. 























have spread their wings, redetir 
services, and kept paoe with th 


crucial role of banks in contributing to the aeea s. 
of Indian agriculture and indu: ry and economic 
development of the country perse res. 


We have obtained necessary approval rom the RBI for 
opening a representative office in Dubai. Host country 
permission is awaited. The bank is also planning to open 
representative offices/overseas branches in major 
international business centres, where the population f 
Indians/ Telugu-speaking population is larger, viz., Qatar, x 
Bahrain, Kuwait, New Jersey, New York, Singapore, še 


Frankfurt, London, etc. 

Future Plans: Foreseeing the emerging global, 
domestic and banking sector competitive scenario, 
Andhra Bank is focusing on enhancement of core banking 
business and non-interest income. For growth in future, 
the bank will focus on the following: enlarge the clientele 
base to more than 20 million by March 2009; register . 
total business of Rs100,000 crore by March 2008; increase ` 
the number of delivery channels; diversification of 
business into becoming a depository participant, stock 


and commodity broking, rd services, including i, 


introduction of Internet banking. 


Corporation Bank - d 100 years 
of setting standards in banking 


Corporation Bank, one of the oldest banking institu- 
tions in India, was founded in 1906 in the Temple Town of 
Udupi in Karnataka, by a small group of philanthropists 
led by founder president Khan Bahadur Haji Abdulla Haji 
Kasim Saheb Bahadur. The Canara Banking Corporation 
(Udupi).Ltd., as the institution was called then, started 
functioning as a Nidhi with a humble beginning and initial 
capital of Rs 5,000. What inspired the founding fathers to 
make a bold venture to start this institution was the fer- 
vour of Swadeshism. For promoting the bank, the founder 
president made an appeal: "The primary object in form- 
ing the corporation is not only to cultivate habits of thrift 


-amongst all classes of people, without distinction of caste ` 


or creed, but also habits of co-operation amongst all 
classes. This is Swadeshism, pure and simple and every 
lover of the country is expected to come forward and co- 
operate in achieving the end in view." 
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The bank first branched out by opening a branch at 
Kundapur in 1923. The second branch was opened in 
Mangalore at Car Street in 1926. In 1937, the bank was 
included in the second schedule of the Reserve Bank of 
India Act, 1934. In 1939, the bank's name was changed 
from Canara Banking Corporation (Udupi) Ltd to Canara 
Banking Corporation Ltd. In 1961, the bank's administra- 
tion office was shifted from Udupi to Mangalore. 
| The second change in the name of the bank occurred 
in 1972, from Canara Banking Corporation Ltd to Cor- 
poration Bank Limited. The bank was nationalised in 
1980 along with five other private sector banks. After 
‘nationalisation, the pace of growth of the bank acceler- 
ated and it made an all-round progress. What started 
às a common man's bank changed with the times to 
‘meet the people's aspirations, but it never swerved from 
‘its motto — ‘Sarve Janah Sukhino Bhavantu’. It means 
prosperity for all. It endeavoured and succeeded in strik- 
ing a right balance between traditional values, innova- 
tive approach, personalised service, professional out- 
look, commercial considerations and public concern. 
One of the bank's unique achievements is that it has 
‘been paying dividend continuously for the last 99 years 
- since its inception. Today, with the most modern tech- 
-nology-driven products and services and nationwide 
iBunches & ATMs, the Corporation Bank stands tall 
among the public sector banks in the country and is 
hailed as one among the well-managed with an excel- 
lent track record in all the key parameters of banking. 
| The bank has over 820 ATMs across the country, which 
Lis the second largest ATM network in the public sector. 
- During the current financial year, the total business 
_of the bank exceeded the milestone figure of Rs 50,000 
| crore. As on 30 September 2005, the networth of the 
bank stood at Rs 3,279 crore with a capital adequacy 
ratio of 17.05 per cent. The net non-performing assets 
- stood at 0.98 per cent. The bank has recorded a net 
_ profit of Rs 229.12 crore for the first half of the fiscal 
. 2005-06. 

E Corporation Bank stepped into the 100th year of its 
| purposeful and fruitful existence on 12 March 2005. As a 
| part of the centenary celebrations, a number of devel- 
opmental activities have been launched, the most im- 
| portant among them being setting up a modern public 

library in Mangalore. It will also house a research-cum- 

study centre, a yoga centre and a numismatic muse- 
| um. It will also set up libraries in 25 villages and award 
- scholarships to 100 meritorious students in villages. 
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100 Years 
of setting banking standards 
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Banking Feature 


Karur Vysya Bank - Keeping 
pace with the times 
Karur Vysya Bank has come a long way from its humble beginnings 


Established in 1916, the Karur Vysya Bank (KVB) has 
crossed several milestones over the past 89 years and 
enjoys a premier position in the banking industry today. 
From a humble beginning of Rs 1 Lakh, the bank's owned 
funds have 
crossed Rs 826.00 
crore as of 31 Sep- 
tember 2005. The 
total business of 
the bank has 
touched the 
Rs11395.55 crore 
as on 30 Septem- 
ber 2005. The capi- 
tal adequacy ratio 
of the bank is 16.83 
per cent on the in- 
creased asset 
base for the period 
ended 30 Septem- 
ber 2005. KVB 
holds an enviable 
uninterrupted track record of earning profit and paying 
dividends since commencement. It has declared a record 
100 per cent dividend for the financial year 2004-05, for 
the second year in succession. 

Keeping up with the changing times and the require- 
ments of customers, KVB has introduced several new 
products and services. The bank has launched multi — 
city gold account facility for its customers. Its ATMs pro- 
vide mobile top-up service to customers by which pre- 
paid cell phones can be recharged. Internet banking was 
launched in September 2005 and plans are on the anvil to 
introduce mobile banking in the near future. Undoubted- 
ly, banking has become a technology-driven industry. 
Customers now prefer a tech-savvy bank. In order to 
measure up to such expectations, KVB has invested heavily 
on the technological front and has now achieved 100 per 
cent networking of branches under core banking solution. 

Says Mr P.T.Kuppuswamy, Chairman, Karur Vysya 
Bank: “We are the fifth bank in the country to do so, but 
the first to provide multiple delivery channels. But among 
the five, we are the only bank that has also launched 
various delivery channels like ATMs, POS, Internet 
banking, etc. All our branches are now real time gross 
settlement (RTGS)-enabled. We have tied up with other 
banks through VISA, MITR and NFS, by which our 
customers can access over 13,000 ATMs of the member 
banks. Implementation of CBS has also enabled us to 
give multicity access to the accounts of all our customers, - 
which we do at a very competitive rate, and more 
important, without any hidden costs. In fact, we are proud 
to carry the slogan "Technological services at affordable 
price” so that the benefits of CBS will reach even the 
common man." 





P. T. Kuppuswamy 
Chairman, Karur Vysya Bank 





Generations of 
satisfied customers. 


Celebrating Corporation Bank celebrates 


i 90 years | 100 years of customer-friendly 
of setting standards in banking, | banking initiatives. 








Corporation Bank's century-old story is about understanding and responding to the needs 
of generations of people. The Bank has grown consistently by providing a contemporary 
edge and adding value to the changing lifestyles of its generations of customers through 
a range of innovative products and hi-tech services. 


Today, the Bank draws from all its years of experience to serve your needs, dreams and 
M} ambitions. All manifesting in a range of products and services that promise you a happier 
) present and a brighter future. 


Corporate Office: Mangaladevi Temple Road, Mangalore - 575 001. 
Tel: 0824-2426416-20. Fax: 0824-2444617. 
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KVB's deposit podut à are re designed to offer n maximum 
benefits to the investing community. These include: 


Long-term re-investment scheme for meeting 
_ marriage/educational expenses of children. 
Savings bank account with sweep-in and sweep- 
out facility. 

Devices for investing a pre-determined amount 
every month. 

€ rent accounts with anywhere banking conve 


roducts have been launched to cater to a wide range 
ments. These include loans for doctors and oth- 
essionals, for buying two/four wheelers, construct- 
and purchasing homes and for meeting: 

+ The higher educational expenses of students. 

" Travel expenses on foreign tours. 

Working capital expenses of trading community. 
The requirement of agriculturists / farmers 

The bank is also into para-banking activities and sells 
insurance policies from Birla Sun Life Insurance 
ipány Ltd and general insurance policies from Bajaj 
ance General Insurance Company Ltd through its 
iches. The bank launched KVB Suraksha in August 
year through a tie-up with Bajaj Allianz General In- 
ce Company. The scheme presents a range of 
its to the policyholders and coverage includes 
sehold contents, baggage loss, personal accident, 
al expenses due to accidents, break down of spec- 
ome appliances etc. 

Talking about the banks future plans, Mr. Kup- 
wamy outlines: "Branch expansion is definitely on 
agenda. Technologically, we are now almost on. par 
ith the new generation and foreign banks. We intend 
ake use of this technological prowess to introduce 
e cost-effective and customer-centric products. In 
e future, banks will be graded on the basis of Basel II 
ompliance and the advanced risk management tech- 
iques followed by them. We have upgraded our sys- 
s to adhere to the Basel II norms and are ready for 
implementation. d 


'oductivity and innovation go 
iand-in-hand in TMB 


- Tamilnad Mercantile Bank is one of the few banks in 
he country to achieve record levels of productivity, 
ymething that has been fuelled by its embracing of the 
st technologies. 

Tamilnad Mercantile Bank Ltd (TMB) established in 
1, is headquartered in the port town of Thoothukudi 
amil Nadu. The bank is well known for its customer 
endly service. Today it has established itself as one of 
e premier private sector banks in the country, with a 
ecord of extending sophisticated banking services to 
is clients for the past 84 years. 

-- The bank boasts of 173 branches and seven regional 
ces with branches in all the important metropolitan 
itres. The bank has recorded impressive growth in 
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from the previous yea and advances to Rs 2,853 crore 
with a growth of 23.17 per cent as on 31 March 2005. With 
a turnover of over Rs 7,600 crore, the bank has crossed 
several milestones in the recent past. TMB has a small 
equity base of Rs 28 lakhs and a high reserve base of 
more than Rs500 crore as on 31 August 2005. The per 
employee business, an indicator of the. productivity of 
the bank, is right now at a notable Rs 334 lal and per 
branch business stands at a high of Rs 4,465 lakt 
ing the bank one of the few in the country to: 
record levels of productivity. l 







The technological revolution and market dynamics : 
have not escaped TMC's notice and it has adapted itself 


swiftly to the emerging changes. All its branches have 
been fully networked through 'Finacle' a core banking 
solutions platform provided by IT major, Infosys. As a 
result, the bank offers any branch/multi-city banking con- 
venience to its customers. : 

The bank has dedicated 30 ATMs in major towns in- 
cluding Chennai. The bank plans to install 100 more ATMs 


in the near future: Since TMB is. a member of NES, its 
5 other : 


customers. have access to over so ATMs ° — 
banks at nominal charges. 





The bank has extended its new facility “ any y banki 
branch money transfer (RTGS)'. This is a fast track mon- ` 


ey transfer (within two hours) to any other branches of © -y 
banks who are RTGS members. TMB was the first to intro- | 







duce real time gross settlement (RTGS) system among | 
the older private sector banks in Tamil Nadu. It has i im- | b 


plemented the same in all its 173 branches. 


A range of innovative deposit schemes has been ind 


troduced including the Siranjeevee recurring deposit, 
which is an insurance-linked deposit scheme. The bank 


has auto sweep fixed deposit facility in its TMB-VISA sav- 
ings account, which ensures high returns to savings bank ` 


account holders while maintaining high liquidity (to draw 
cash any time). TMB offers customers one of the highest 
returns on its term deposits. The bank offers 7.25 per cent 
for 12 months to less than three years and 7.75 per cent 
for senior citizens. 

The bank has introduced a series of new loan prod- 
ucts viz., TMB-IPO loan for shares, Kisan credit cards, 
TMB-Mahalir loan, TMB-tractor loan, TMB-pensioner loan 
and TMB easy mortgage loan. 

Future plans include introducing E-banking solutions, 


corporate insurance agency, and insurance-linked bank- 


ing products. Based on the position for the year ended 31 
March 2005, the bank has been rated as No.2 among all 
Indian private banks (including new private sector banks) 


and No.11 among all banks in India as per Business Stan-. 
dard rating of November 2005. It was also rated as one of 
the “safe banks’ in India. TMB has drawn up aggressive _ 
plans to improve the volume of credit extended under its * 


various retail loan schemes during the year. The plans 
are designed to aim at a loan portfolio of Rs 3,850 crore 
and deposits level of Rs 6,150 crore to reach the overall 
business of Rs100, ou: crore as sat the end of March 2006. 


















* 100% Networking of all Branches 
through Finacle CBS 
$ Avail - Anywhere Banking facility 
- Western Union Money Transfer facility 
- Any Bank / Branch Money Transfer (RTGS) 


at all our Branches 
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Some of Asia's 
traditional crafts 
are on the brink of 
extinction, but a 
handful of 
samaritans are 
intent on giving 
them a new lease 
of life 


SAMEERA ANAND in Hong Kong 


OR years, Thailand and In- 


donesia have ranked high as | 


‘must see’ destinations 

among travellers in Asia; 

Laos is getting there after 

sorting out political legacies and tourist 
infrastructure. Besides their touristy ap- 
peal, these countries are also a shop- 
pers paradise, especially for those inter- 
. ested in ethnic handicrafts. But years of 
. neglect have led to a situation where 
- many heritage crafts are on the brink of 

extinction. Stepping in to thwart this 


catastrophe are a group of people with a | 


zeal to promote local arts and crafts. In 
some cases, the faces and names behind 
the revival are not local and have no past 
links with the craft or its place of origin. 
But they are people who chanced upon 

these crafts and are 
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| donesian weavers. In- 





now fully involved to 
ensure they flourish. 
Take Threads of Life. 
Started in Indonesia by 
William Ingram and 
Jean Howe, it has 
changed the lives of In- 


gram and Howe moved 
to Baliin 1993tosetupa 
specialised travel com- 
pany, Laughing Duck 
Tours. While conduct- 
ing tours in Indonesia, 
they found “weavers were abandoning 
their traditional, time-consuming 


| weavingartsin favour of more commer- 


cial wares”. Livelihood pressures were 
taking their toll on weaving techniques 
and patterns passed down through cen- 
turies. The 1997 South East Asian crisis 
followed by political upheaval in In- 
donesia the next year seemed to sound 
the final death knell for these crafts. 

Ingram and Howe set about chang- 
ing this course. Recognising that local 
involvement was critical to long-term 
success, they involved an Ubud-based 
Balinese family in their efforts. The 
group commenced work with weavers 
in villages located in Bali, Lembata, Ba- 
jawa, West Timor, East Sumba and Su- 
lawesi — regions with a rich heritage of 
weaving traditions. 

Threads of Life performs two critical 
intermediary functions: it makes ad- 
vance payment to weavers so that they 
are compensated for the time and effort 
necessary to make these museum qual- 
ity textiles; and it provides accessto mar- 
kets through a retail outlet in Ubud 
and arranges exhibitions of 


Sop Moei Arts retails a collec- 
tion of baskets and other woven 


items such as these made by 
the Pwo karen tribespeople of 


Northern Thailand 


i 
il 
í 
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TEXTILES 





The ends of this sarong 
have a supplementary 
and discontinuous weft 
technique called buna, 
unique to the Timor 
region of Indonesia 


Threads of Life textiles 
outside Indonesia. 

Today, the Museum 
and Art Gallery, Darwin, 
Sydneys Powerhouse 
Museum and the Art 
Gallery of New South 
Wales boast ritual 
Threads of Life textiles in their collec- 
tions. Ingram and Howe acknowledge 
they are simply assisting this effort. In 
one of their newsletters, Jean says: 
“Threads of Life must ultimately be In- 
donesian-run if it is to be successful." 


AROL Cassidy's name is almost 

synonymous with Laotian textiles. 
An American, Cassidy worked with 
weavers in Southern Africa before going 
to Laos in 1989 on a one-year UNDP 
grant as a textile expert. The twelve- 
month stint in Laos transformed her 
life. She quit the UN and relocated to Vi- 
entiane to set up Lao Textiles, her weav- 
ing workshop. 

Cassidy remembers Laos "before el- 
evators, before the bridge across the 
Mekong, before they had international 
dial". Things have changed consider- 
ably since then, both in the country and 
in her workshop. From a weaving staff of 
five, she now employs 50 people. Many 
of her employees started their careers 
with her, staying with her through the 
last 15 years. Weavers work in a com- 
pound just outside her shop, allowing 
customers to see work in progress and 
for the weavers to feel connected with 
buyers. Cassidy sources silk from a farm 
in North Laos. About 500 families earn 
their livelihood through the silk farm. 

Lao Textiles' creations adorn the 
walls of The Textile Museum, Washing- 
ton DC, the Philadelphia Museum of 
Art, the Asia Society, New York and the 
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_ Silk Road Gallery, Connecticut, as well as 
. textile collectors across the globe. Cas- 
s 'Sidy has restricted her business to a size 

where she can exercise control on both 
E input and output. Cassidy does not 

- complain about the copy cat studios her 
— work has spawned; she is confident 
k _ there will always bea market for her orig- 

- inals. As a result of the success of her 
2 model, groups in Thailand, Myanmar, 
| and North-east India are seeking her as- 


D to help them preserve and cre- 
. ate a market for their textiles. 
Er 
E zi ENT Gregory created an interna- 
É tionally recognised brand by acci- 
[s dent, and not by design. In 1987, Gre- 
B | gory moved to Thailand to administer a 
_ public health programme initiated by 
= the Swedish International Develop- 
ment Agency (SIDA) for the Pwo Karen 
tribespeople (one of Thailand's smallest 
tribal groups) in the Sop Moei district of 
- MaeHongSon province. Kentwas born 


. inThailand, but grew up in the US. Over 
a decade of working with the Pwo 


ie 


Not all regions produce elaborate 
. textiles, but even production of hand 
spun textiles such as this can be time- 


m SU x 





consuming and laborious 


| 
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1988 


Karen, he realised that a 
sustainable revenue 
stream for the commu- 
nity was a necessity to 
achieve his health-ori- 
ented goals. Supported 
again by SIDA, and 
working with an Oxfam 
volunteer who had a 
background in clothing design, he initi- 
ateda textile-weaving project in 1988. 
Gregory's Sop Moei is a name associ- 
ated with intricate, one-of-a-kind 
wares. Loosely inspired by local design, 
the Sop Moei textiles rely on design in- 
put from international textile and fash- 
ion consultants to give them a contem- 
porary feel. In the 1990s, Sop Moei 
expanded to include a whole range of 
baskets and ensured that the design dif- 
ferentiated them from widely available 
products. They are sold through outlets 
in Chiang Mai and Bangkok as well as 
fairs and boutiques in locations as di- 
verse and distant as Japan and France. 
Gregory invests the profits earned en- 
tirely in the development effort. How- 
ever, he does not attract customers to 
the stores to support a charitable cause. 
Threads of Life, Carol Cassidy and 
Sop Moei textiles retail for hundreds of 
dollars a piece and their buyers gain an 
awareness of the history and heritage 
woven into them. The quality assurance 
is unwavering and over time this is be- 
ing instilled in everyone associated with 
these ventures. Carol Cassidy limits her 
production to ensure commitment to 
exacting standards — she controls even 
the quality of silk thread on her weavers’ 
looms. Gregory recalls how difficult 
it was initially to ensure the weavers de- 
livered the textiles unstained; in a 
few instances, he had to deduct the 
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fairly hefty cost 

of the wasted p 
silk from the 
weavers’ sala- 

ries before the 
consciousness 
permeated. 

In each 
case, the profit 
motive underlies all efforts. There is | 
consensus that only through all the in- 
volved parties — the farmer, the weaver 
and the intermediary — earning profits 
will these efforts truly withstand the test 
of time. The employment generation 
bears testament to this fact. 

Another similarity is the recognition 
of how critical it is to expand the market. 
This is the stated aim of Threads of Life 
and an effort to which Ingram and 
Howe devote themselves. The villages in 
Northern Thailand where Sop Moie 
products are woven are so remote that 
they were not even accessible by roads 
until recently. Even now, the road is of- 
ten not usable due to rain — elephants 
transport both the product and people. 
Sop Moei's role has been to bridge these 
infrastructural constraints. 

In India, too, there are those who 
have adopted the country as their 
home and created a market for the 
wares they have chosen. The platform 
ofuncompromising adherence to qual- 
ity and the ability to reach a larger audi- ` 
ence than the craftsmen themselves is 
common to all of them. FablIndia, ` 
Anokhi, Brigitte Singh's textiles, Sally 
Holkar’s WomenWeave are all engaged ` 
in such efforts. The common thread X 
woven into all these efforts is passion — 
enabling these facilitators to invest 
time, money and themselves to restore 
lost tradition. m: 
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_ IBM Global Services is the largest IT services and consulting provider 
. n the world. As a key team-member, you will develop and deliver 
š . Solutions for our global clients, giving you the opportunity to interact 

š - and collaborate with some of the best thinkers from around the world. 


; To apply to any of the positions, you should bea Graduate. / 
5 j Post Graduate in Engineering, MBA, MCA, M.Stat., CA or ICWA. 


inde Applications (Vacancy Code: 56754) 
E- Consultant, Senior Consultant, Developer, Senior Developer with: a 
— 2 minimum 2 years implementation / support experience in Oracle Applications. 
Skills: Financial, SCM, Developer 6i, WES, Workflow, Discoverer / 
* DBA / Sys Admin 


: PeopleSoft & J D Edwards (Vacancy Code: 56754) 







.. Skills: PeopleSoft Technical, Functional (HCM, Finance, CRM, EPM, Portal), 
(Pp pleSoft DBA / System Administration, JDE EnterpriseOne / WorldSoft 
o hnical, Functional (Finance, Distribution, Manufacturing), JDE CNC, 
Administration. Skills on Informatica, Hyperion, Abinitio, Sonay, 








=. ym ore 


ON DEMAND BUSINESS. 
IN DEMAND PEOPLE 


CAREERS AT IBM ARE ALL ABOUT OPPORTUNITIES. 


IN AWORLD WHICH TAKES YOU FOR WHAT YOU ARE, WE CHOOSE TO 
FOCUS ON WHAT YOU CAN BECO 
THERE ARE NO LIMITS TO WHAT 


[]] DEMAND BUSINESS" 


^ : apply, visit uc un Gn emglo menta ari click "Vacancy Code Search on the right pane of the screen. Follow directions and upload resume in Rich Text Format (rtf) ony Y 
diee ndidates who have been through our selection process in the last 6 months need not apply. Resumes with only the above mentioned skills & experience will be processed. i: 












BECAUSE, WITH THE RIGHT OPPORTUNITIES 
ONE CAN ACHIEVE. 


piiga, 


Cognos, BO will be an added plus 
SAP (Vacancy Code: 56751) 


1 year of implementation / support experience in any of the following — 
areas - SCM / APO, CRM, SRM, PLM, BW, SEM, CO, CS, HR, PM, PS, oum js 
Workflow, EBP XI, Portals, IS Solutions D 


SCM / PLM (Vacancy Code: 56751) ded 
Position: Developers with minimum 3 years and Senior Developers, Funcional — 
Consultants with minimum 6 years of experience in SCM / PLM ai Š 
and Process skills. à 


Siebel (Vacancy Code: 56729) 
Position: Siebel skills with 1+ year of Siebel experience. 2 
Skills: Siebel Config & Scripting, EAI, EIM, Actuate, Analytics and Siebel Admin 4 





nessworld and The Telegraph 
e products of the ABP group, one 
the most respected media groups 
the country. ABP also owns 
vered brands lie Anandabazar 
trika, Desh, Sananda, Anadalok, 

ndamela and Unish Kuri, 


TAR News and STAR Ananda are 
: 0 o pan of the ABP group. 


u are a self-starter with a high 
ee of achievement orientation, 
you may mail / send your CV, 
mentioning clearly the code at the top 
-of the application, to 
- edcareers 0 abpmail.com or to 


Mr Dipankar Banerjee 
Vice President- HR 
ABP Pvt. Ltd 
Express Building, 3" floor 
-9/10 Bahadur Shah Zafar Marg 
New Delhi — 110 002 


Businessworld is India's largest-selling business magazine. 
The BW editorial team boasts of some of the best reporters and 
editors in business journalism as well as a top-notch design 
team. The editorial team is backed by an excellent team of 
business professionals. BW has consistently broken new ground 
in business journalism. 


The Telegraph is the leading news daily in eastern India and 
number one in terms of readership and circulation. Started in - 
1982, The Telegraph soon overtook the then reigning market 
leader — establishing a new world of newsmaking and 
distribution. 


We are looking for talented people to reinforce our pool of 
human resources in both Businessworld and The 
Telegraph, and we need the following personnel: 


Art Director / Deputy Art Director (Delhi) [Code ART] - | 
Applicants should have a flair for design, a high degree of 
creativity, and an eye for detail. He / she should have focused 
thinking, awareness of current affairs and sound typographical 
skills. The candidate should have good knowledge of small print 
size. Experience in advertising / media organisations will be an 
advantage. 


Illustrators (Delhi / Calcutta) [Code ILLUS] — The applicants 
should have proficiency in drawing the human body and also 
individual body parts, e.g., faces, hands, feet, etc. The Illustrator 
should be adept at editorial illustrations. 


Infographists (Delhi / Calcutta) [Code INFOG] — Applicants 
must be familiar with the minimalist style, and should be skilful in 
balancing small types of space. Must also understand data and 
be able to illustrate those creatively. Should possess basic 
cartographic skills for creating route maps, etc. 


Page Maker (Calcutta) [Code PGM] — Applicants should be well 
versed in the use of Quark Xpress and all its tools. The 
candidate will be required to work within the constraints of tight 
deadlines. 


Sub-editors / Senior Sub-editors (Delhi) [Code SE] — The 
applicants should have an eye for errors in copy, a knack for 
great headlines, and a passion for creating eye-catching pages. 
In fact, if you can improve the English in this advertisement, you 
will get the job. 





Weare diversified big business house, well renowned name in the market. Company is into Technology based Engineering, Special 
Membranes and Pioneers in packed drinking water industry. The company is currently diversifying into Ayurveda & Nature based 
personal care products, Organic Food, Health food ingredients and processed food products. 


As our CEO - Retail Chain - Natural Product Health Stores, you must be a visionary who can articulate the growth path 
and accordingly formulate the policies, strategies and implement. You should be pro-active, 
astute to the market requirement and competition. Should have acumen to regulatory affairs and financial planning. ` 
Will report to the M.D 


You should be a techno commercial acumen with proven track record with minimum 15 years experience in Pharma / x 
FMCG / Healthcare / Retail Marketing. Should have domestic and international exposure in terms of 
marketing and allied activities. 
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LOOK BEYOND CAT. 


GET HOLD OF THE BUSINESSWORLD MEGA B-SCHOOL GUIDE 2006. 


Be it GMAT or XLRI, FMS or IFT, XAT or NMIMS, there's only one guide that has it ali 
- Businessworld Mega B-School Guide 2006 - India's most comprehensive MBA prep guide. 





CD-ROM 


All new, updated contents: 
* How to crack GMAT & other important entrance tests * GD & Interview tips from the experts * Regional classification of B-School 
fact sheets * Articles on financing an MBA, personality development and more * Cosmode-BW ranking on the Top 100 B-Schools in India 


BUY IT NOW! "Offer valid only with this ad on direct orders mailed using the form attached, Photocopy the form for bulk orders. 
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You can order your Businessworld Mega B-School Guide 2006 by filling this form: 
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City: AEN “3 State: Pin (essential): — — —— ss Tele sss suyupas E Cana 
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Signature Date 
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Er BROWSING 
- Abhik Mitra 


MD, TNT India 






Tam currently reading THE 8TH 

- HABIT: FROM EFFECTIVENESS TO 

GREATNESS, which makes for very 

B - interesting reading. Author Stephen 

-. R.Covey talks about a leadership phi- 

|. losophy that applies to anybody 

| wanting to bea true leader. It goes 

way beyond 7 Habits, his earlier 

book, to issues such as values and 

ethics. From a leadership perspec- 

- tive, the book is full of insights into 
the human mind. Meant mainly for 

- CEOsand others wanting to move on 

- toahigherlevel, the book is also use- 

ful for anyone who wants to find his 

- voice in today's world. 

Igenerally read management 
books. Some of my favourites are: Ex- 
ecution: The Discipline Of Getting 
Things Done by Larry Bassidy & Ram 
Charan, and Good To Great by Jim 
Collins. I enjoy readingathome. Bi 
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|... CORPORATE CAPERS 
E By Dinesh Kumar 
(Sage Books/Response) 


As 


ETE 
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IN this compilation of ar- 
ticles, the author draws 
upon his wealth of expe- 
rience as a management 
yis consultant. Neatly di- 
vided into six sections, 
a the 52 pieces are short 
and well-written, chroni- 
cling Indian instances of corporate 
life — leadership, management, 
? ethics, business etiquette, et al. The 
^ racy writing style leaves you chuck- 
I" ling throughout. At worst, it would 
— leave you with a faint smile. [| 
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A. SAHAY 





BOOK by Madan Birla, who 
has worked with FedEx for 22 
years, should be, I thought, 
informative with interesting | 
insights and details. The com- 
pany itself is a legend. From 
180 packages a day, 25 planes and one 
country, it has grown to five million 
packages a day, 650 planes and 215 
countries in 32 years. Consistently 
ahead of the curve in terms of reacting 
to customer feedback and anticipating 
customer requirements, it is today an 
integral part of the supply chain of 
many leading international firms. 





FedEx Delivers has a good start. The 
beginning of the book estab- 
lishes the need for an in- 
novation culture, the rea- 
sons why organisations 
fail to innovate, and then 
proposes a good frame- 
work (generation, accep- 
tance and implementa- 
tion of ideas) for the rest 
of the book. 

It provides numerous 
examples of what the 
company did in terms of 







SELECTION 


FedEx 


DELIVERS 





Good on HR, 


human resources that encouraged a 
culture of innovation. 

Yet, having read the book over three 
long flights, I was left feeling very dissat- 
isfied. The entire book felt like a form of 
evangelism for human resource prac- 
tices with no business details. There was 
alot of motherhood and apple pie state- 
ments that any manager or academic 
with a few years’ experience will (or 
should) have an intuitive sense for. 

I know that Herb Kelleher and his 
team at Southwest Airlines also have a 
unique set of human resource manage- 
ment practices that work very well foi 
them. But I also know that all these prac- 
tices lead to a turnaround time at the 
airport terminal gate of 20 minutes 

which, in turn, con- 


FEDEX DELIVERS 


How The World's 
Leading Shipping 
Company Keeps 
Innovating And 
Outperforming The 
Competition 

By Madan Birla 


John Wiley & Sons 


Pages: 214; $24.95 


The ordeal of 


HIS is a book for all who believe 
T that despite its many political and 

bureaucratic warts, India has a 
decent, nay attractive, democracy. It is 
a book for all those who clingtothe ` 
view that despite the obvious anarchy, 
the core of the system somehow re- 
mains intact and unsullied. It is the view 
of all those who have not had a per- 
sonal brush with a creaking judiciary, 
corrupt police or a devious political 
regime. Most people coast along on a 
strong wave of optimism — or simply 
hope that the system will not get them. 

What happens when it does? The 


nightmare can be worse than a Costa- 
Gavras plot set in military landscape of 
terror. Ask Iftikhar Gilani, the Delhi cor- 
respondent of the Kashmir Times, 
newspapers in Pakistan and Radio 
Deutsche Welle. In June 2002, Gilani 
discovered how truly vicious the Indian 
state can get when a dawn knock on his 
flat turned his world upside down. The 
authorities threw everything at him: in- 
come tax raids, interrogation by Intelli- 
gence Bureau (IB) officials, a police bi- 
ased against Kashmiris, a tutored 
media that spewed malice and untruths 
and, worst of all, the Official Secrets Act 
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. poor on business 





tributes to a cost per seat mile (7 MADAN BIRLA is a vet- 
cents) that is 40 per cent less eran of 22 years with 
than that of the full service car- FedEx and was a member 
oh : š of FedEx's long-range 
riers in the United States. This planning committee. He 
cost advantage is an important ^ now advises executives 
driver of Southwest's low air- on how to unleash em- 
fares and consistent profitabil- ployee creativity and > 
ity in the US airline industry for commitment < 
the last 32 years. s 


Birla, who was managing director at 
FedEx, spends a lot of time document- 
ing the human resource practices that 
lead to the harnessing of the 'discre- 

_tionary effort’ of the employees of 

. FedEx, and then he leaves me dangling 
for the business denouement. When he 
uses particular examples to illustrate a 
point, he comes up short. 

On almost every occasion, the ex- 
amplelacks the details, which an insider 
like him would have had access to, that 
could have been shared with the read- 
ers. This would have better illustrated 
how "an innovation and performance 
culture" translated into actual business 
operation details for FedEx and made it 
of more value to its audience. Since 
most of the examples that he gives are 
from the 1980s and 1990s, surely it could 
not have been a problem for him to get 
the necessary clearances from FedEx? 





Or, is it that the data was not available 
from FedEx? 

Consider the episode where cus- 
tomer feedback said that they "did not 
have the time to complete the necessary 
paperwork (that airway bill and docu- 
ment preparation) with FedEx.” The in- 
novation that solved this customer 
problem was a form of increased cus- 
tomer automation. Birla explains that 
the effort required coordination be- 
tween sales, billing, purchasing, engi- 
neering and other departments to 
achieve the innovation. Details of what 
exactly the changes were on the airway 
bill and the back room automation, the 
investment involved and return on the 
innovation are absent. 

Also, consider the instance of con- 
tingency planning for ice storms at 
Memphis airport (one of the main hubs 
for FedEx in the US where it sorts pack- 


an Indian journalist 


(OSA), a 1923 law that is used regularly 
to incarcerate far too many victims. 

He was sent to Delhi’s infamous 
Tihar jail, where he spent seven harrow- 
ing months — all for having downloaded 
from the Internet a dated monograph 
on Indian troop movements put out by a 
Pakistani research institute! Gilani was 
found to have in his computer annex- 
ures to a report put out by the Institute 
of Strategic Studies in Islamabad sev- 
eral years ago. The ludicrousness of be- 
ing charged with violating the OSA for 
possessing a freely available Pakistani 
report would be laughable, had it not 








been so life-threatening for the poor 
scribe. And yet, the government per- 
sisted with this case for reasons still un- 
fathomed. Was it because he was the 
son-in-law of the then Hurriyat Confer- 
ence chief Syed Ali Shah Geelani? One 
doesn’t know. 

Gilani is a gentle person and he 
writes a dispassionate account of his or- 
deal. There is no rancour. My Days In 
Prison (Penguin Books), however, is a 
frightening book. It lays bare the institu- 
tional decay in the country, especially 
the hollowness of the media whose 
leading newspapers and TV channels 
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ages for onward routing to destinations) 
and how FedEx dealt with a failure. The 
description focuses entirely on how the 
director of operations, Ken May, han- 
dled the situation in a manner (by tak- 
ing responsibility)that earned him the 
respect and loyalty of his team. 

Exactly what the outcome was of the 
admittedly sterling behaviour of Ken 


May for FedEx's contingency planning ` 
remains lost somewhere in the mists of ` 


time, in the recesses of Birlas memories, 
or among the archives of FedEx. (In 
which case, we will have to wait for an- 
other book on FedEx to enlighten us). 

In the end, though, I came away 
with a renewed sense of the importance 
of people in the business processes 
of an organisation — and how great 
companies are able to get the best 
from their people in a sustained manner 


a culture that promotes a certain type 
of behaviour. Perhaps, the book should 
have been titled ‘How FedEx's People 
Practices Help It To Innovate’. But then, 
it probably would have not sold as 
many copies as it probably will with 
its present title. = 











A. Sahay isa professor of IIM-Ahmedabad 


MY DAYS IN 
PRISON 


ay d 
ws 


Penguin Books 


Pages: 148 
Price: Rs 195 


were putting out a tissue of lies at the 
behest of the police. The courts did not 
acquit themselves well either. Gilani 
was freed only because fellow journal- 
ists kept up pressure on the government 
and forced it to withdraw the case. Yet, 
Gilani still has faith in the system. Read- 
ers might lose theirs. C 
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By Iftikhar Gilani | 


over a long period of time, by creating 
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- - by local thugs. In fact, local 
sentiment against migrant 
—- Jabourers from North India 

















NTI-immigrant sentimentis once again be- 
ing stoked in Mumbai, with Bihari medical 
students being roughed up by Shiv Sainiks. 
The immediate reason is the rift in the 
Thackeray family, with both the warring 


xs “cousins keen to take over the Shiv Sena’s chauvinist vote 


bank and cast themselves in the role of the protector of 
Maharashtrian people from the aliens who stream into 


` Mumbai. The BJP too seems to have sniffed an opportu- 


nity, and Pramod Mahajan’s remarks against “bullying by 


Biharis", although subsequently denied, are part and par- 


. celofthat strategy. 


_ This is not the first time in recent years that chauvinist 
sentiments are being stirred up in Mumbai. A few years 


— ago, Biharis appearing for an 
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. baikar" campaign. 
> . Butthe issue is more than a 
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re cally backward states are un- 
_ able to provide jobs to their 
people, who are left with no 
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. sation, with development ac- 


examination were beaten up 


was being whipped up even 
before the split in the Shiv 
Sena, with its "Mee Mum- 


political one. The economi- 


option but to migrate to 
greener pastures. The trend 
has strengthened after liberali- 


celerating in the southern 
.. states, while much ofthe North 
- has seen a crisis of governance. Add to that the fact that 


population growth is much faster in the North, and the 


- stage is set for large-scale migration. 
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This is also one of the themes of a recent draft paper 


_ presented by IMF economic counsellor Raghuram Rajan 


and others at the Carnegie-Rochester conference held 
last month. The paper argues that the divergence in 
growth rates between the fast-growing states and the lag- 
gards is unlikely to be bridged. Even if reforms are carried 
out in the laggard states, competition from the more ad- 
vanced states could make it difficult for them to grow. The 
crux of their argument is that India's skill-based growth 
trajectory raises the demand for skilled labour and, con- 
sequently, their wages. This makes it imperative to have 
economies of scale, which are usually available only in the 
advanced states. The authors believe that “if this process 
continues, the fast-growing states will not only suck the 
more mobile skilled labour from the slow moving states 
leading to a further hollowing out of prospects, but also 





The gap between rural and urban 
India may never decrease. But 
this disparity should spur people 
to seek a better life 











the divergence in growth rates will increase further”. Also, 
“the very fact of skill-based development in the fast grow- 
ing states may impede labour-intensive based develop- 
ment because of the rise in the price of skilled labour. This 
could induce an Indian variant of Dutch disease (Banga- 
lore Bimari, so to speak) that would reduce the profitabil- 
ity of labour-intensive and tradable manufacturing, with 
its wafer-thin profit margins in an era of globalised supply 
chains, and thus impede the growth of labour-based 
manufacturing in the lagging states”. There, in a nutshell, 
you have a scenario not only of divergent growth rates but 
also of the political tensions this will engender, the first 
signs of which are already being seen in the anti-Bihari 
sentiment being whipped up in Mumbai. 

What is the best way out of 
the impasse? Rajans paper 
suggests increasing the num- 
bers of skilled workers. Other 
solutions offered include im- 
proving infrastructure in the 
hinterland, educating the 
labour force there, and im- 
proving governance in UP and 
Bihar. These measures are all 
necessary, but they are not the 
entire solution. The Central 
government has been handing 
out money to the poorer states 
ever since Independence, with 
precious little to show for it. A 
classic example is that of the 
North-East. 

Perhaps, contrary to the 
pleas of bleeding heart liberals 
for the so-called inclusive development, the simple truth 
isthat development will slowly but surely spread from the 
fast-growing regions to the hinterland. True, the gap be- 
tween them may not decrease and may even increase, but 
that does not matter so long as poverty is reduced. Migrat- 
ing to the cities in search of jobs will continue, no matter 
how much effort is made to improve rural prospects — 
this has been the experience of every country in the 
world. As a matter of fact, a degree of inequality is an es- 
sential incentive to spur people to seek a better life. 

In the final analysis, the key to development lies not 
only in the development of infrastructure or governance 
or education, but in the attitudes and aspirations of the 
people. The faster-growing regions, therefore, serve their 
purpose as beacons showing the way forward for the en- 
tire country. The Bihari migrant exposed to the Mumbai 
lifestyle will aspire towards a better tomorrow and will 
carry within him the seeds needed for the development of 
his home state. = 
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At the Rawa Oil field off the coast of Andhra Pradesh 
Videocon in partnership with Cairn Eneróy of the UK 


is already producing over 50,000 barrels of oil per day 


not to mention significant quantities of Gas as well 


For Videocon, the horizons have never been wider, as it 


follows the rising sun around the world 
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